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PART I

Item 1. Business

Organization History

HSBCUSA Inc. ("HSBC USA"), incorporated under thelaws of the State of Maryland in 1973 as Republic New York Corporation,
was acquired through a series of transactionsby HSBC Holdings plc ("HSBC" and, together with its subsidiaries, "HSBC Group")
and later changed its name to "HSBC USA Inc.". HSBC USA is awholly-owned subsidiary of HSBC North America Holdings
Inc. ("HSBC North America'), which isan indirect wholly-owned subsidiary of HSBC. HSBC USA's principal businessisto act
as a holding company for its subsidiaries. In this Form 10-K, HSBC USA and its subsidiaries are referred to as "HUSI," "we,"
"us' and "our."

HSBC North America Operations

HSBC North Americais the holding company for HSBC Group's operations in the United States. The principa subsidiaries of
HSBC North America at December 31, 2018 were HSBC USA, HSBC Markets (USA) Inc. ("HMUS"), a holding company for
certain subsidiaries primarily associated with global banking and markets businesses, and HSBC Technology & Services (USA)
Inc. ("HTSU"), aprovider of information technology and centralized operational and support servicesincluding human resources,
tax, finance, compliance, legal, corporate affairs and other services shared among the subsidiaries of HSBC North America and
the HSBC Group. HSBC USA's principal U.S. banking subsidiary is HSBC Bank USA, National Association (together with its
subsidiaries, "HSBC Bank USA"). Under the oversight of HSBC North America, HUSI works with its affiliates to maximize
opportunities and efficiencies in HSBC Group's operations in the United States. These affiliates do so by providing each other
with, among other things, alternative sources of liquidity to fund operations and expertise in specialized corporate functions and
services through the pooling of resources within HTSU to provide shared, alocated support functions to all of HSBC North
Americas subsidiaries. In addition, clients of HSBC Bank USA and other affiliates are investors in debt issued by HSBC USA
and/or HSBC Bank USA, providing significant sources of liquidity and capital to both entities. HSBC Securities (USA) Inc.
("HSI"), aregistered broker dealer and asubsidiary of HMUS, generally leads or participates as underwriter of all HUSI domestic
issuances of term debt. While neither HSBC USA nor HSBC Bank USA has received advantaged pricing, the underwriting fees
and commissions paid to HSI historically have benefited the HSBC Group.

HSBC USA Operations

HSBC's strategy is to be the world's leading international bank, maintaining an international network to connect faster-growing
and developed markets. HSBC is aleading provider of transactional banking products which support global economic flows and
its network covers more than 90 percent of global gross domestic product, trade and capital flows, providing clients and investors
access to what we believe are the most attractive global growth opportunities. In support of HSBC's strategy, our operations are
focused on the core activities of our four global businesses and a Corporate Center, as discussed below, and the positioning of our
activities towards international connectivity strategies, including what we believe are our unique capabilities to serve clientsin
the North American trade corridor.

*  Our Retail Banking and Wealth Management ("RBWM") business provides arange of banking and wealth products and
servicesto individuals and certain small businesses, focusing on internationally minded customersin large metropolitan
centers on the West and East coasts.

* Our Commercial Banking ("CMB") business serves corporate and business banking clients, focused on selected large
cities, primarily along the West and East Coasts, with strong international trade ties.

e Our Global Banking and Markets ("GB&M") business serves top-tier multinational clients across the Americas and
globally. Global Banking's sector-focused advisory and rel ationshi p management teams, aswell as product-focused teams,
collectively provide U.S. dollar funding along with other investment banking products and services, and Global Markets
offers awide range of products across fixed income, foreign exchange and equities.

* Our Private Bank ("PB") business serves high net worth and ultra-high net worth individuals and their families with a
focus on multi-generational families, business executives and entrepreneurs who reguire sophisticated solutions to help
meet their most complex needs domestically and abroad.
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* Our Corporate Center ("CC") is comprised of certain centralized activities and functions such as Balance Sheet
Management ("BSM") and our legacy structured credit productsinorder tobetter refl ect theway wemanageour businesses.

HSBC Bank USA, HSBC USA'sprincipal U.S. banking subsidiary, is anational banking association. Through HSBC Bank USA,
we offer our customers a full range of commercial and consumer banking products and related financial services. HSBC Bank
USA is also an international dealer in derivative instruments denominated in U.S. dollars and other currencies, focusing on
structuring transactions to meet clients' needs.

In 2005, HSBC USA incorporated a nationally chartered limited purpose bank subsidiary, HSBC Trust Company (Delaware),
National Association ("HTCD"), the primary activities of which are providing personal trust services. The impact of HTCD's
operations on HSBC USA's consolidated balance sheets and results of operations for the years ended December 31, 2018, 2017
and 2016 was not material.

We report financial information to our ultimate parent, HSBC, in accordance with HSBC Group accounting and reporting policies,
which apply International Financial Reporting Standards ("IFRSS") as issued by the International Accounting Standards Board
("1ASB") and endorsed by the European Union ("EU"). Asaresult, 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'). We continue,
however, to monitor capital adequacy and report to regulatory agenciesin accordancewith accounting principlesgeneral ly accepted
in the United States ("U.S. GAAP"). For additiona financial information relating to our business and operating segments as well
as a summary of the significant differences between U.S. GAAP and the Group Reporting Basis as they impact our results, see
Note 23, "Business Segments," in the accompanying consolidated financial statements.

Retail Banking and Wealth Management Segment Our RBWM segment provides a range of banking and wealth products and
servicesthrough our branches and on-line channel sto individual sand certain small businesses. These servicesinclude asset-driven
services such as credit and lending, liability-driven services such as deposit taking and account services and fee or commission
driven services such asadvisory and brokerage. RBWM isfocused on growing itsweal th and banking businessin key urban centers
with stronginternational connectivity acrosstheU.S. including New York City, LosAngeles, San Francisco, Miami and Washington
DC. In addition to focusing on certain small businesses through its Retail Business Banking segment, RBWM focuses on two
customer propositions: HSBC Premier and HSBC Advance. HSBC Premier, isacomprehensive banking and weal th management
proposition for the internationally minded mass affluent client. HSBC Premier clients have access to a full suite of banking and
wealth management solutions and also have access to priority services such as 24-hour telephone service and more favorable
pricing based on the banking relationship. HSBC Premier clients also receive personalized support through dedicated rel ationship
managers and are serviced through other alternative channels such as on-line banking and a dedicated contact center. HSBC
Advance, RBWM's other main customer proposition, is a banking relationship designed to offer holistic financial services and
banking productsfor emerging affluent clientsintheinitial stage of wealth accumulation or clientswho look for more convenience
and self-control with respect to their personal finances. In addition to everyday banking solutions, HSBC Advance customers have
access to arange of lending and wealth products through HSBC's multi-channel platform, yet primarily through direct channels,
including the contact center, secure internet banking and mobile.

With our affiliates, HSI and HSBC Insurance Agency (USA) Inc., HSBC Premier and HSBC Advance provides accessto arange
of wealth management solutions. RBWM also offers a broad range of financial products and services to al of its retail banking
customers, including residential mortgages, home equity lines of credit, credit cards, deposits and branch services.

Commercial Banking Segment CMB's goal is to be the banking partner of choice for international businesses building on our
rich heritage, international capabilitiesand customer relationshipsto enableglobal connectivity. CMB strivesto executethisvision
and strategy by focusing on key markets with high concentrations of international connectivity. Our CMB segment serves the
markets through three client groups, notably Large Corporate, Middle Market and Business Banking. Supporting our three client
groups is our International Subsidiary Banking team which provides solutions to international subsidiaries operating in the US.
We also have a specialized Commercial Real Estate group which focuses on sel ective business opportunities in markets where we
have strong portfolio expertise. This structure allows usto align our resourcesin order to efficiently deliver suitable products and
services based on our clients needs and abilities. Global Liquidity and Cash Management, Global Trade and Receivables Finance,
Lending and Transaction Management, Investment Banking and Global Markets are key product groups that CMB partners with
to deliver the global connections and related products and services required by customers. Whether it is through commercial
centers, the retail branch network, or via HSBCnet, our online banking channel, CMB provides customers with the products and
services needed to grow their businessesinternationally and deliversthose products and servicesthrough itsrel ationship managers
who operate within a robust, customer focused compliance and risk culture, and collaborate across HSBC to capture a larger
percentage of arelationship.

Global Banking and Markets Segment Our GB& M business segment supports HSBC's global strategy by leveraging the HSBC
Group's advantages and scale, strength in developed and emerging markets and product expertise in order to focus on delivering
international productsto U.S. clientsandlocal productstointernational clients, with New York asthehub for theAmericasbusiness,
including Canadaand Latin America. GB& M providestail ored financial solutionsto major government, corporate and i nstitutional
clientsas well as private investors worldwide. GB&M clients are served by sector-focused teams that bring together relationship
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managers and product specialiststo develop financial solutionsthat meet individual client needs. With afocus on providing client
connectivity between the emerging markets and developed markets, GB&M aims to develop a comprehensive understanding of
each client's financial requirements with a long-term relationship management approach. In addition to GB&M clients, GB& M
also provides financia solutionsto RBWM, CMB and PB clients where those clients have needs that require the product set that
GB&M has available.

Within client-focused business lines, GB& M offers afull range of capabilities, including:

«  Banking and financing advice and solutions for sovereign, corporate and institutional clients, including loans, working
capital, trade services, liquidity and cash management, leveraged and acquisition finance, project and infrastructure
finance, asset finance, mergers and acquisitions advisory, aswell as capital raising in the debt and equity capital markets;
and

« A marketsbusiness with 24-hour coverage and knowledge of world-wide local markets which provides servicesin credit
and rates, foreign exchange, precious metals trading, equities and securities services.

Private Banking Segment PB provides a broad range of banking and investment products and services to high net worth and
ultra-high net worth individuals and families with a focus on multi-generational families, business executives and entrepreneurs
who require sophisticated solutions to help meet their most complex needs domestically and abroad, with many clients sourced
in collaboration with our other business lines. PB works with its clients to offer tailored, coordinated and innovative ways to
manage and preserveweal th while optimizing returns. PB offersawide range of productsand services, including banking, liquidity
management, investment services, custody, tailored lending, trust and fiduciary services, insurance, family wealth and philanthropy
advisory services. PB also works to ensure that its clients have access to other products and services available throughout the
HSBC Group, such as credit cards and investment banking, to deliver total solutions for their financial and wealth needs.
Strategically, PB continuestorepositionitsfocus, whichincludestheexiting of higher-risk marketsand ongoing client segmentation.
PB's close collaboration with RBWM has resulted in its ability to enhance service to its target clients while ensuring that the
financial needs of clientsthat no longer meet minimum PB requirements continue to be serviced through offerings by RBWM. In
support of itsfocus on the U.S. domestic market and key overseas countriesin Latin America, PB continues to onboard new talent
and expand itsinvestment product and wealth planning offerings, leveraging both Global Markets and Global Asset Management
platforms, allowing it to provide a broad array of domestic and global investment options.

Corporate Center Segment CCincludesBSM, our legacy structured credit products, certain corporate function costs, certain debt
issuedfor whichfair valueoption accounting wasel ected and rel ated derivatives, certain affiliatetransactions, tax credit investments
and adjustmentsto thefair value of HSBC sharesheld for stock plans. Prior to 2018, CC a so included coststo achieve (representing
costsincurredto deliver the cost reductionand productivity outcomes previously outlined by HSBC) aswell asour legacy residential
mortgage activities, including a portfolio of residential mortgage loans that we previously purchased from HSBC Finance
Corporation ("HSBC Finance") and certain residential mortgage servicing activities performed on behalf of HSBC Finance.

BSM isincluded in CC and is responsible for managing liquidity and funding under the supervision of our Asset and Liability
Management Committee. BSM also manages our structural interest rate position within a limit structure. The majority of the
liquidity isinvestedininterest bearing depositswith Federal Reserve banksand U.S. Government and other high quality securities.
BSM is permitted to use derivatives as part of its mandate to manage interest rate risk. Derivative activity is predominantly
comprised of the use of traditional interest rate swaps which are part of cash flow hedging relationships. Credit risk in BSM is
predominantly limited to short-term exposure created by exposure to banks as well as high quality sovereigns or agencies which
congtitute the majority of BSM's liquidity portfolio. BSM manages interest rate risk and liquidity risk.

Funding

Wefund our operationsusing adiversified deposit base, supplemented by issuing short-term and long-term unsecured debt, secured
financing repurchase agreements utilizing High Quality Liquid Assets ("HQLA"), accessing the Federal Home L oan Bank of New
York, issuing preferred equity, and, as necessary, receiving capital contributionsfrom our parent, HSBC North America. Emphasis
is placed on maintaining stable deposit balances. In 2018, our primary source of funds continued to be deposits, augmented by
issuances of commercial paper and term debt.

Numerous factors, both internal and external, may impact our access to, and the costs associated with, both retail and wholesale
sources of funding. These factors may include our debt ratings, overall economic conditions, overall capital marketsvolatility, the
counterparty credit limits of investors to the HSBC Group, and our management of the credit risks inherent in our business and
customer base.

As previoudly reported, as a result of the adoption of the final rules by the U.S. banking regulators implementing the Basel 111
regulatory capital and liquidity reforms from the Basel Committee on Banking Supervision (the "Basel Committee"), together
with theimpact of similar implementation by United Kingdom ("U.K.") banking regul ators, we continueto review the composition
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of our capital structure. A detailed description of our sources and availability of funding are set forth in the "Liquidity and Capital
Resources’ and "Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations" sections of Item 7.
Management's Discussion and Analysis of Financial Condition and Results of Operations ("MD&A").

The cash generated by these funding sources is primarily used to service our debt obligations, originate new loans, purchase
investment securities, pay preferred dividends and, as available and appropriate, common dividends to our parent.

Employees and Customers

At December 31, 2018, we had approximately 4,933 employees, which does not take into account employees of affiliates that
provide servicesto us.

At December 31, 2018, we had approximately 1.6 million customers, some of which are customers of more than one of our
businesses. Customers residing in the state of New York and California accounted for 32 percent and 34 percent, respectively, of
our total outstanding commercial real estate loans and residential mortgage loans.

Regulation and Competition

Regulation We are subject to, among other things, an extensive statutory and regulatory framework applicable to bank holding
companies, financial holding companies and banks. U.S. regulation of banks, bank holding companies and financia holding
companiesisintended primarily for safety and soundness of banks, and the protection of the interests of depositors, the Federal
Deposit Insurance Fund and the banking system as a whole rather than the protection of security holders and creditors. Events
since early 2008 affecting the financial services industry and, more generally, the financial markets and the economy have led to
asignificant number of initiatives regarding reform of the financial servicesindustry and the regulation governing the industry.

Bank Holding Company Supervision Asabank holding company, we are subject to regulation under the Bank Holding Company
Act of 1956, as amended ("BHC Act"), and to inspection, examination and supervision by our primary regulator, the Federal
ReserveBoard ("FRB"). Weare a so subject to the discl osure and regul atory requirementsof the SecuritiesAct of 1933, asamended,
and the Securities Exchange Act of 1934, as amended (the "Exchange Act"), as administered by the Securities and Exchange
Commission (the "SEC").

Financial Holding Company Regulation HSBC USA and its parent bank holding companies qualified as financial holding
companies pursuant to the amendmentsto the BHC Act effected by the Gramm-Leach-Bliley Act of 1999 ("GLB Act"). Financia
holding companies may engage in abroader range of activities than bank holding companies. Under regulations implemented by
the FRB, if any financial holding company, or any depository institution controlled by afinancial holding company, ceasesto meet
certain capital or management standards, the FRB may impose corrective capital and/or managerial requirements on the financial
holding company and place limitations on its ability to conduct the broader financial activities permissible for financia holding
companies. In addition, the FRB may require divestiture of the holding company's depository institutions or its affiliates engaged
in broader financial activities in reliance on the GLB Act if the deficiencies persist. The regulations also provide that if any
depository institution controlled by a financial holding company fails to maintain a satisfactory rating under the Community
Reinvestment Act of 1977, as amended, the FRB must prohibit the financial holding company and its subsidiaries from engaging
in any additional activities other than those permissible for bank holding companies that are not financia holding companies.

In November 2018, the FRB finalized revisionsto its supervisory rating system for intermediate holding compani es and large bank
holding companieswith $100 billion or morein total consolidated assets, including HSBC North Americaand HSBC USA. Under
the revised ratings system, covered bank holding companies would receive separate ratings from the FRB for (i) capital planning
and positions, (ii) liquidity risk management and positions, and (iii) governance and controls. A covered bank holding company
that receives a deficient rating for any of the three components will not be considered "well managed.”

We are generally prohibited under the BHC Act from acquiring, directly or indirectly, ownership or control of more than five
percent of any class of voting shares of, or substantially all the assets of, or exercising control over, any U.S. bank, bank holding
company or many other types of depository institutions and/or their holding companieswithout the prior approval of the FRB and,
potentially, other U.S. banking regulatory agencies.

The GLB Act and the regulations issued thereunder contain a number of other provisions that affect our operations and those of
our subsidiary banks, including regulations and restrictions on the activities we may conduct and the types of businesses and
entitieswemay acquire. Furthermore, other provisions contain detail ed requirementsrel ating to thefinancial privacy of consumers.
In addition, the so-called 'push-out' provisions of the GLB Act removed the blanket exemption from registration for securities and
brokerage activities conducted in banks (including HSBC Bank USA) under the Exchange Act. Applicableregulations allow banks
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to continue to avoid registration as a broker or dealer only if they conduct securities activities that fall within a set of defined
exceptions.

Consumer Regulation Our consumer lending businessesoperateinahighly regul ated environment. In additiontotheestablishment
of the Consumer Financial Protection Bureau (the "CFPB") and the other consumer-related provisions of the Dodd-Frank Wall
Street Reform and Consumer Protection Act of 2010 (the "Dodd-Frank Act" or "Dodd-Frank™) described bel ow, these businesses
aresubject tolawsrel ating to consumer protectionincluding, without limitation, fair lending, fair debt coll ection practices, mortgage
loan origination and servicing obligations, bankruptcy, military service member protections, use of credit reports, privacy matters,
and disclosure of credit terms and correction of billing errors. Local, state and national regulatory and enforcement agencies
continue efforts to address perceived problems within the mortgage lending and credit card industries through broad or targeted
legislative or regulatory initiatives aimed at lenders' operations in consumer lending markets. There continues to be a significant
amount of legislative and regulatory activity, nationally, locally and at the state level, designed to limit certain lending practices
while mandating certain servicing procedures. Federal bankruptcy and state debtor relief and collection laws, as well as the
Servicemembers Civil Relief Act affect the ability of banks, including HSBC Bank USA, to collect outstanding balances.

Supervision of Bank Subsidiaries Our subsidiary national banks, HSBC Bank USA and HTCD, are subject to regulation and
examination primarily by the Office of the Comptroller of the Currency ("OCC"). These subsidiary banks are subject to additional
regulation and supervision by the Federal Deposit Insurance Corporation ("FDIC"), the FRB and the CFPB. HSBC Bank USA
and HTCD are subject to banking laws and regulations that place various restrictions and regquirements on their activities,
investments, operations and administration, including the establishment and maintenance of branch offices, capital and reserve
reguirements, depositsand borrowings, investment and lending activiti es, payment of dividends, transactionswith affiliates, overall
compliance and risk management and numerous other matters.

Federal law imposes limitations on the payment of dividends by national banks. Dividends payable by HSBC Bank USA and
HTCD arelimited to the lesser of the amounts calculated under a"recent earnings' test and an "undivided profits' test. Under the
recent earnings test, a dividend may not be paid if the total of all dividends declared by a bank in any calendar year isin excess
of the current year's net income combined with the retained net income of the two preceding years, unlessthe national bank obtains
the approval of the OCC. Under the undivided profits test, a dividend may not be paid in excess of a bank's undivided profits
account. HSBC Bank USA is also required to maintain reserves in the form of vault cash and deposits with the Federal Reserve
Bank, aswell as maintain appropriate amounts of capital against its assets as discussed further in thisAnnual Report on Form 10-
K.

Thetypes of activitiesin which the non-U.S. branches of HSBC Bank USA may engage are subject to various restrictionsimposed
by the FRB in addition to those generally applicable to HSBC Bank USA under OCC rules. These branches are al so subject to the
laws and regulatory authorities of the countries in which they operate.

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

Affiliate Transaction Restrictions HSBC Bank USA and HTCD are subject to significant restrictions imposed by federal law on
extensions of credit to, and certain other "covered transactions' with HSBC USA or other affiliates. Covered transactions include
loans and other extensions of credit, investments and asset purchases, derivatives and certain other transactions involving the
transfer of value from, or taking the credit risk by, a subsidiary bank to an affiliate or for the benefit of an affiliate. Dodd-Frank
expanded these affiliate transaction restrictions to include as a covered transaction the credit exposure of a bank to an affiliate
arising from a derivative, securities lending/borrowing or repurchase transaction with an affiliate. The FRB has yet to propose
rules to implement these revisions. A bank's transactions with its non-bank affiliates are also generally required to be on arm's
length terms. Certain Edge Act subsidiaries of HSBC Bank USA are limited in the amount of funds they can provide to other
affiliates including their parent. Amounts above their level of invested capital generally must be secured with U.S. government
Ssecurities.

Unless an exemption applies, or aspecific waiver is granted by the FRB, covered transactions by a bank with asingle affiliate are
limited to 10 percent of the bank's capital and surplus, and all covered transactions with affiliates in the aggregate are limited to
20 percent of a bank's capital and surplus. Loans and extensions of credit to affiliates by a bank generally are to be secured in
specified amounts with specific types of collateral.

Regulatory Capital and Liquidity Requirements As afinancia services holding company, we are subject to regulatory capital
rulesissued by U.S. banking regulatorsincluding Basel 111 (the"Basel 111 rule"). A bank or bank holding company's failure to meet
minimum capital requirementscan resultin certain mandatory actionsand possibly additional discretionary actionsby itsregulators.
Generally, bank holding company regulatory capital compliance is performed at a consolidated level within the United States at
HSBC North America, our parent, and also separately for HSBC Bank USA. However, we do present HSBC USA's capital ratios
below in "Liquidity and Capital Resources" in our MD&A, as well as, together with HSBC Bank USA's, in Note 24, "Retained



HSBC USA Inc.

Earnings and Regulatory Capital Requirements,” of the accompanying consolidated financial statements. Our ultimate parent,
HSBC, is also subject to regulatory capital requirements under U.K. law.

Basel 1l Overview The Basel 111 rule updated the compositions of capital and established a common equity Tier 1 capital ratio.
TheBasdl 111 rule also revised minimum capital ratios and buffer requirements and added a supplementary leverageratio ("SLR").
Under the Basel 111 rule, there are two methods available to cal cul ate 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 (the " Advanced Approaches thresholds"). The Standardized Approach relies primarily
on supervisory risk weights based on exposure type, and the Advanced Approaches determine risk weights based on internal
models.

The FRB requires certain large non-U.S. bankswith significant operationsin the United States, such asHSBC, to establishasingle
intermediate holding company ("IHC") to hold all of their U.S. bank and non-bank subsidiaries. The HSBC Group operatesin the
United States through such an IHC structure (i.e., HSBC North America). In accordance with FRB rules, HSBC North America
and HSBC Bank USA received regulatory approval to opt out of the Advanced Approaches and are calculating their risk-based
and leverage capital requirements solely under the Standardized Approach. HSBC Bank USA submits an annual statement to the
OCCtomaintainthisopt out. HSBC North Americaand HSBC Bank USA, however, remain subj ect to the other capital requirements
applicable to Advanced Approaches banking organizations such as the SLR, the countercyclical capital buffer, stress testing
requirements, enhanced risk management standards, enhanced governance and stress testing requirements for liquidity
management, and other applicable prudential standards.

To be categorized as "well capitalized" under the Basdl 111 rule, a banking institution must have the ratios reflected in the table
included in Note 24, "Retained Earnings and Regulatory Capital Requirements,”" of the accompanying consolidated financial
statements and must not be subject to a directive, order or written agreement to meet and maintain specific capital levels. The
federal bank regulatory agencies may, however, set higher capital requirements for an individual bank or bank holding company
when particular circumstances warrant. Under the Basel 111 rule, all banking organizations continue to be subject to the U.S.
regulators existing minimum Tier 1 leverage ratio of 4 percent. Additionally, banking organizations that meet the Advanced
Approaches thresholds, such as HSBC North America and HSBC Bank USA, are subject to an SLR of 3 percent (calculated as
theratio of Tier 1 capital to total leverage exposure, which includes balance sheet exposures plus certain off-bal ance sheet items).

In May 2018, the Economic Growth, Regulatory Relief and Consumer Protection Act (the "Relief Act") was signed into law. The
Relief Act revised the Dodd-Frank Act to eliminate the "adverse scenario" as a required stress test scenario and to provide that
company-run stress tests must be conducted "periodically” rather than "semi-annually”. In September 2018, the federal banking
agenciesjointly requested public comment on a proposal that would implement certain changes to the Basel 111 rule to implement
aprovision of the Relief Act by reducing the risk weighting applicable to high-volatility commercial real estate exposures. The
federal banking agencies also issued a proposa in October 2018 that would require certain banking organizations to use a
standardized approach to measuring counterparty credit risk to calculate total risk-weighted asset amounts for derivative and
securities financing transactions in place of the current exposure methodology. We continue to evaluate the potential effects of
these proposals on our operations.

HSBC North America and HSBC Bank USA are required to maintain minimum capital ratios (exclusive of any countercyclical
capital buffer, as explained below) as follows:

Common
Equity Tier 1 Tier 1 Capital Total Capital  Tier 1 Leverage Supplementary
Ratio Ratio Ratio Ratio Leverage Ratio
Regulatory minimum ratio ...........cccceeereerenennenn 4.5% 6.0% 8.0% 4.0% 3.0%
Plus: Capital conservation buffer requirement... 2.5% 2.5% 2.5% — —
Regulatory minimum ratio plus capital
CoNSErvVation BUFFEr ..o 7.0% 8.5% 10.5% 4.0% 3.0%

Currently, HSBC North America and HSBC Bank USA hold capital in excess of these regulatory minimums.

In April 2018, the FRB issued a proposal to replace the capital conservation buffer with a*stress capital buffer," which would be
floored at 2.5 percent. Per the proposal, the stress capital buffer would equal (i) a bank holding company's projected decline in
common equity Tier 1 under the supervisory severely adverse stress testing scenario prior to any planned capital actions, plus (ii)
one year of planned common stock dividends and would be reset each year based on the bank holding company's stress testing
results. We are reviewing these possible changes to the capital conservation buffer in anticipation of the formal rulemaking and
their potential impact on our capital planning processes specifically and our operations and results generally. We currently target
internal capital levelsusing an approach analogousto the stress capital buffer and, therefore, we do not expect the proposal to have
asignificant impact on our U.S. operations or change our capital planning processes.

In addition, and subject to discretion by the respective regulatory authorities, a countercyclical capital buffer of up to 2.5 percent,
consisting of common equity Tier 1 capital, could also be required to be built up by banking organizations in periods of excess
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credit growth in the economy, which would be more pronounced under the new guidance on expected credit |osses from the
Financial Accounting Standards Board ("FASB"). The FRB, in consultation with the OCC and FDIC, has affirmed the current
countercyclical capital buffer level of O percent and noted that any future modifications to the buffer would generally be subject
to a 12-month phase-in period.

The Basel Committee has also revised several key methodologies for measuring risk-weighted assets, including a revised
standardized approach for credit risk, a revised standardized approach for operational risk, and constraints on the use of internal
models aswell as a capital floor based on the revised standardized approaches. The U.S. federal banking agencies may update the
Basel 111 rule to incorporate the Basel Committee revisions. We continue to review the composition of our capital structure and
capital buffersin light of these developments.

Capital Planning and Stress Testing The FRB requires |HCs and large bank holding companies ("BHCs"), including HSBC North
America, to comply with the FRB's capital plan rule and Comprehensive Capital Analysis and Review ("CCAR") program, as
well as the annual supervisory stress tests conducted by the FRB, and periodic company-run stress tests as required under the
Dodd-Frank Act (collectively, "DFAST"), as amended by the Relief Act. HSBC Bank USA is subject to the OCC's DFAST
reguirements, which require certain banks to conduct annual company-run stress tests. 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 the OCC for the annual exercise, and internally developed scenarios for both the annual and periodic exercises, on the
financial condition and capital adequacy of abank holding company or bank over a nine quarter planning horizon.

As part of the CCAR process, the FRB undertakes a supervisory assessment of the capital adequacy of bank holding companies,
including HSBC North America, based on areview of acomprehensive capital plan submitted by each participating bank holding
company to the FRB that describes the company's planned capital actions during the nine quarter review period, as well as the
resultsof stresstestsconducted by both the company and the FRB under different hypothetical macroeconomic scenarios, including
a supervisory baseline scenario and severely adverse scenario provided by the FRB. The FRB can object to a capital plan for
qualitative or quantitative reasons, in which case the company cannot make capital distributions (with the exception of those that
may have already received a non-objection in the previous year) without specific FRB approval.

From a qualitative perspective, the FRB's evaluation focuses on whether a bank holding company's capital planning and stress
testing processes are supported by a strong risk management framework to identify, measure and assess material risks and to
provide a strong foundation to capital planning.

From a quantitative perspective, the FRB considers whether under different hypothetical macroeconomic scenarios, including a
severely adverse scenario, the company would be able to maintain throughout the nine quarter planning horizon, regulatory risk-
based and leverage capital ratios that exceed the minimum requirements after taking into account the company's planned capital
distributions, such as dividends and stock repurchases. Failure to meet a minimum regulatory risk-based or leverage capital
requirement on a projected stress basis is grounds for objection to a capital plan. As discussed above, the FRB has indicated that
it expects to remove the quantitative objection component of CCAR in connection with its adoption of a "stress capital buffer"
requirement.

HSBC North America submitted itslatest CCAR capital plan and annual company-run DFAST resultsin April 2018, and its |atest
mid-cycle DFAST results in October 2018. HSBC Bank USA submitted its latest annual DFAST results in April 2018. In July
2018, HSBC North America and HSBC Bank USA publicly disclosed their most recent annual DFAST results and the FRB also
publicly disclosed its own DFAST and CCAR results. In October 2018, HSBC North America publicly disclosed the results of its
mid-cycle DFAST results.

In June 2018, the FRB publicly disclosed its own DFAST and CCAR results and informed HSBC North Americathat it did not
object to HSBC North America's capital plan or the planned capital distributions included in its 2018 CCAR submission.

In October 2018, the FRB proposed a "tailoring” rule which places U.S. domestic BHCs into specific categories based on their
individual size and risk profile, with less stringent, or "tailored” capital and liquidity requirements for those firms with lower total
assets and cross-jurisdictional activity. IHCswere not included in the October proposal, but it is expected that a separate proposal
specific to IHCsis forthcoming. We continue to monitor the developments of the tailoring rules and assessiits potential impact on
our capital and liquidity requirements.

In December 2017, the FRB finalized changes to the CCAR program that require certain IHCs of foreign banking organizations,
including HSBC North America, to provide information about the effect of a hypothetical global market shock on trading and
counterparty exposures. For the 2018 CCAR cycle, HSBC North America was subject to an interim, simplified global market
shock designed to assess its potential 1osses and capital impact associated with market and counterparty credit risk. Beginning
with the 2019 CCAR cycle, HSBC North Americais subject to the full global market shock as part of the supervisory severely
adverse stress test scenarios, potentially causing additional projected stress losses under such tests. Additionally, also beginning
with the CCAR 2019 cycle, HSBC North Americais subject to the counterparty default scenario component which isintended to
assess the potential losses and capital impact associated with the instantaneous and unexpected default of HSBC North America's
largest counterparty, which could also lead to additional projected stress losses under such tests.
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Liquidity Risk Management TheBasel Committee hasadopted two required liquidity metrics: theliquidity coverageratio ("LCR"),
designed to be a short-term measure to ensure banks have sufficient HQLA to cover net stressed cash outflows over the next
30 days, and the net stable funding ratio ("NSFR"), which is a longer term measure with a 12-month time horizon to ensure a
sustainable maturity structure of assets and liabilities.

Under the U.S. ruleimplementing the LCR, U.S. institutions, including HSBC North Americaand HSBC Bank USA, arerequired
to maintain aminimum L CR of 100 percent and report their LCRsto U.S. regulatorson adaily basis. In April 2016, U.S. regulators
issued for public comment aproposal toimplement the NSFR inthe United States, applicableto certainlarge banking organizations,
including HSBC North America and HSBC Bank USA.

LargeBHCsandIHCs, suchasHSBC North America, areal so subject to additional liquidity requirementsunder the FRB'senhanced
prudential standardsissued pursuant to Section 165 of the Dodd-Frank Act. Under these enhanced prudential standards, IHCs are
required to comply with various liquidity risk management standards and to maintain aliquidity buffer of unencumbered highly
liquid assets based on the results of internal liquidity stresstesting.

HSBC North Americaand HSBC Bank USA have adjusted their liquidity profiles to support compliance with these rules. HSBC
North Americaand HSBC Bank USA may need to make further changesto their liquidity profilesto support compliance with any
future final rules.

TLAC In 2015, the Financial Stability Board ("FSB") issued its final standards for total loss-absorbing capacity ("TLAC")
requirements for global systemically important banks ("G-SIBs"). In 2016, the FRB adopted final rules implementing the FSB's
TLAC standard in the United States. The rules require, among other things, the U.S. IHCs of non U.S. G-SIBs, including HSBC
North America, to maintain minimum amounts of TLAC which would include minimum levels of Tier 1 capital and long-term
debt satisfying certain eligibility criteria, and arelated TLAC buffer commencing January 1, 2019, without the benefit of a phase-
in period. The TLAC rules also include 'clean holding company requirements' that impose limitations on the types of financial
transactionsthat HSBC North Americacould engagein. The FSB's TLAC standard and the FRB's TL AC rulesrepresent asignificant
expansion of the current regulatory capital framework. To support compliance with the TLAC rules becoming effective, HSBC
North Americahasissued additional long-term debt and modified the terms of existing debt in order to be TLAC compliant. HSBC
North Americawill continue to assess the amount of additional long-term debt that is needed to be compliant in future periods.

In April 2018, the FRB issued a proposal to align the calculation of TLAC for U.S. IHCs of non U.S. G-SIBswith the calculation
methodology used by G-SIBs beginning on January 1, 2019. The proposal seeks to modify the leverage requirements related to
TLAC and could aso trandate to a marginal benefit in the way total TLAC (inclusive of buffers) is calculated for HSBC North
America. The comment period for the proposal closed on June 25, 2018.

U.S. Resolution Planning Largeinternational banks, such asHSBC (generally withregardtoitsU.S. operations), and largeinsured
depository institutions, such as HSBC Bank USA, are required to file resolution plans identifying, among other things, material
subsidiaries and core business lines and describing what strategy would be followed to resolve the ingtitution in the event of
significant financia distress, including identifying how insured bank subsidiarieswould be adequately protected from risk created
by other affiliates. The failure to cure deficiencies in a resolution plan would enable the FRB and the FDIC, acting jointly, to
impose more stringent capital, leverage or liquidity requirements, or restrictions on growth, activities or operations and, if such
failurepersists, requirethedivestiture of assetsor operations. In 2018, HSBC and HSBC Bank USA submitted their latest resol ution
plans.

Non-U.S. Regulatory Capital and Liquidity Requirements HSBC North Americaand HSBC USA also continueto support HSBC's
implementation of the Basel 111 framework, as adopted by the U.K. Prudential Regulation Authority. We supply data regarding
credit risk, operational risk and market risk to support HSBC's regulatory capital and risk-weighted asset calculations and
information relevant to HSBC's compliance with applicable liquidity requirements.

General Our capital resources are summarized under "Liquidity and Capital Resources' in MD&A. Capital amounts and ratios
for HSBC USA and HSBC Bank USA are summarized in Note 24, "Retained Earnings and Regulatory Capital Requirements' of
the consolidated financial statements. From time to time, bank regulators propose amendments to or issue interpretations of risk-
based or leverage capital guidelines. Such proposals or interpretations could, upon implementation, affect reported capital ratios
and net risk-weighted assets.

Deposit Insurance Deposits placed at HSBC Bank USA and HTCD are insured by the FDIC, subject to the limitations and
conditions of applicablelaw and the FDIC'sregulations. The standard deposit insurance amount is $250,000 per depositor for each
account category. HSBC Bank USA and HTCD are subject to risk based assessments from the FDIC. Such assessments determine
thedeposit insurance costspaid by HSBC Bank USA and HTCD tothe FDIC. Whilethe assessmentsare general ly payable quarterly,
the FDIC aso has the authority to impose special assessments to prevent the Deposit Insurance Fund from declining to an
unacceptable level.

FDIC Assessment The minimum reserveratio for the Deposit Insurance Fund wasincreased under the Dodd-Frank Act from 1.15
percent to 1.35 percent, with the target of 1.35 percent to be reached by 2020 and with the incremental cost charged to bankswith
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more than $10 billion in assets. In order to achieve the 1.35 percent goal, the FDIC imposed on banks with at least $10 billion in
assets, including HSBC Bank USA, a temporary assessment surcharge, which took effect in July 2016, of 4.5 cents per $100 of
their assessment base, after making certain adjustments. The FDIC terminated this temporary surcharge in December 2018.

Bank Secrecy Act/Anti-Money Laundering The USA Patriot Act (the "Patriot Act") of 2001, contains significant record keeping
and customer identity requirements, expands the government's powers to freeze or confiscate assets and increases the available
penalties that may be assessed against financial institutions for violation of the requirements of the Patriot Act intended to detect
and deter money laundering. The U.S. Treasury Secretary developed and implemented final regulations with regard to the anti-
money laundering ("AML") compliance obligations of financial institutions (a term which includes insured U.S. depository
institutions, U.S. branches and agencies of foreign banks, U.S. broker-dealers and numerous other entities). The U.S. Treasury
Secretary delegated certain authority to a bureau of the U.S. Treasury Department known as the Financial Crimes Enforcement
Network ("FinCEN").

Many of the AML compliance requirements of the Patriot Act, asimplemented by FinCEN, are generally consistent with the anti-
money laundering compliance obligations that applied to HSBC Bank USA under the Bank Secrecy Act ("BSA") and applicable
FRB regulations before the Patriot Act was adopted. These include requirements to adopt and implement an AML program, report
suspicious transactions and implement due diligence procedures for certain correspondent and private banking accounts. Certain
other specific requirements under the Patriot Act involve compliance obligations. The Patriot Act and other recent events have
also resulted in heightened scrutiny of the BSA and AML compliance programs by bank regulators.

Cybersecurity Regulatory Proposals In October 2016, the FRB, FDIC, and OCC issued a joint advance notice of proposed
rulemaking that would impose enhanced cyber risk management standards on banking organizations with $50 billion or morein
total consolidated assets and certain of their service providers. The standards address five categories:. (i) cyber risk governance;
(i) cyber risk management; (iii) internal dependency management; (iv) external dependency management; and (v) incident
response, cyber resilience, and situational awareness. The agencies are also considering proposing more stringent " Sector Critical
Standards' that would apply to systems "deemed critical to the financial sector." The advanced notice of proposed rulemaking
leaves open the precise form the enhanced standards would take, and instead lays out possibilities ranging from policy guidance
on best practices to specific regulations. We are monitoring future developments in this area and their potential impact on our
operations.

State regulators have also been increasingly activeinimplementing privacy and cybersecurity standardsand regulations. Recently,
several states have adopted regulations requiring certain financial institutionsto implement cybersecurity programs and providing
detailed requirements with respect to these programs, including data encryption requirements. Many states have aso recently
implemented or modified their data breach notification and data privacy requirements. We expect thistrend of state-level activity
to continue, and are continually monitoring devel opments in the states.

Single-Counterparty Credit Limits In June 2018, the FRB finalized a rule, consistent with the Dodd-Frank Act, to limit credit
exposuresto single counterpartiesfor large BHCs and IHCs, including HSBC North America. Asaresult of therule, HSBC North
America, together with its subsidiaries, will be prohibited from having net credit exposure to a single unaffiliated counterparty in
excess of 25 percent of HSBC North America's Tier 1 capital beginning July 1, 2020. In addition, HSBC North America, together
with its subsidiaries, could become subject to a separate limit on its exposures to certain unaffiliated systemically important
counterparties if its parent, HSBC, cannot certify its compliance with a large exposure regime in the U.K. that is consistent with
the Basel large exposure framework by January 1, 2020. We continueto eval uate the potential effects of thisrule on our operations.

Derivatives Regulation Title VII of the Dodd-Frank Act imposes comprehensive regulation on the over-the-counter ("OTC")
derivatives markets, including credit default, equity, foreign exchange and interest rate swaps. Implementation of Title VIl isthe
responsibility of the Commodity Futures Trading Commission ("CFTC") (for swaps based on non-securities underliers or broad-
based security indices), the SEC (for swaps based on individual securities and narrow-based security indices, known as " security-
based swaps") and, to alesser extent, U.S. banking regulators (for certain rules applicable to banks). The CFTC has adopted final
rules implementing the most significant provisions of Title V1l applicable to swaps. In particular, certain swap dealers, including
HSBC Bank USA, have provisionally registered with the CFTC and become members of the National Futures Association,
subjecting them to an extensive array of corporate governance requirements, business conduct standards, reporting requirements,
mandatory clearing and trading of certain swaps and other regulatory standards affecting their derivatives businesses. These
reguirements have and continue to significantly increase the costs associated with HSBC Bank USA's derivatives businesses.

In addition to these CFTC rules, as a provisionally registered swap dealer that is a national bank, HSBC Bank USA is subject to
the final rules establishing margin requirements for non-cleared swaps and security-based swaps adopted in November 2015 by
the OCC jointly with other U.S. banking regulators. Subject to certain exceptions, the final margin rulesrequire HSBC Bank USA
tocollect and post initial and variation margin for non-cleared swaps and security-based swaps entered into with other swap dealers
and certain financial end users that exceed a minimum threshold of transactional activity, and for financial end users that do not
meet the minimum transactional activity threshold, to collect and post variation margin (but not initial margin).
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The final margin rules also limit the types of assets that are eligible to satisfy initial and variation margin requirements, require
initial margin to be segregated at a third-party custodian and impose requirements on internal models used to calculate initial
margin requirements. The final margin rules follow a phased implementation schedule, with additional counterparties becoming
subject toinitial margin requirementsin September 2019 and September 2020 depending on the transactional volume of the parties
and their affiliates. These final rules, as well as parallel margin rules from the CFTC, the SEC, and certain non-U.S. regulators
will increasethe costsand liquidity burden associated with trading non-cleared swaps and security-based swaps and may adversely
affect our businessin such products. In particular, the imposition of initial margin requirements on inter-affiliate transactions will
significantly increase the cost of certain consolidated risk management activities and may adversely affect HSBC to a greater
extent than some of our competitors.

Also, HSBC Bank USA engages in equity and credit derivatives businesses that are subject to the SEC's jurisdiction to regulate
security-based swaps under Title VII of the Dodd-Frank Act. In 2015 and 2016, the SEC finalized rules regarding registration,
reporting, business conduct standards and trade acknowledgment and verification requirements applicabl e to security-based swap
dealers and major security-based swap participants. The registration requirements and other rules applicable to security-based
swap dealers and major security-based swap participants will generally not come into effect until the SEC completes further
security-based swap rulemakings. Certain HSBC affiliates, including HSBC Bank USA, may be required to register and become
subject to these ruleswhen theregi stration requirement becomeseffective. Because HSBC Bank USA 'sequity and credit derivatives
businesses are al so subject to the CFTC'sjurisdiction under Title VII, material differencesbetweenthefinal SEC rulesand existing
CFTCrulescould materially increaseour costsof compliancewith TitleV 11 by requiring theimplementation of significant additional
policies, procedures, documentation, systems and controls for those businesses.

The ""Volcker Rule" TheVolcker Rule prohibits insured depository institutions and companies affiliated with insured depository
institutions (collectively, banking entities) from engaging in short-term proprietary trading of certain securities, derivatives,
commodity futures and options for their own account. The Volcker Rule also imposes limits on banking entities' investmentsiin,
and other relationships with, hedge funds and private equity funds. The Volcker Rule provides exemptions for certain activities,
including market-making, underwriting, hedging, trading in government obligations and organizing and offering hedge funds and
private equity funds, subject to certain conditions. A banking entity with material trading operations, suchasHSBC North America,
isrequired to maintain a detailed compliance program to comply with the restrictions of the Volcker Rule.

In May 2018, the five federal agencies responsible for administration of the Volcker Rule (FRB, SEC, FDIC, OCC, and CFTC)
jointly issued a proposal to simplify and tailor compliance requirements related to the Volcker Rule. Given that HSBC North
America has more than $10 billion in trading assets and liahilities, it would still be subject to the highest expectations under the
Volcker Rule. Whilethe proposed modifications areintended to streamline the existing requirements and result in amoreworkable
revised final rule, any changes to the existing Volcker Rule may result in increased compliance and operational costs.

Consumer Regulation The Dodd-Frank Act created the CFPB, which has a broad range of powers to administer and enforce a
federal regulatory framework of consumer financial regulation, including the authority to regulate credit, savings, payment and
other consumer financia products and services and providers of those products and services. The CFPB has the authority to issue
regulations to prevent unfair, deceptive or abusive practices in connection with consumer financial products or services and to
ensure features of any consumer financial products or services are fully, accurately and effectively disclosed to consumers. The
CFPB also has authority to examine large banks, including HSBC Bank USA, and their affiliates for compliance with those
regulations.

Competition The GLB Act eliminated many of the regulatory restrictions on providing financial servicesin the United States.
The GLB Act allows for financial institutions and other providers of financial products to enter into combinations that permit a
single organization to offer a complete line of financial products and services. In addition, the Volcker Rule places restrictions on
bank-affiliated financial companies trading activities and private equity and hedge fund investments, which may provide a
competitive advantage to financial companies that do not have U.S. banking operations and may impact liquidity in the products
and activities in which we engage. We face intense competition in all of the markets we serve, competing with banks and other
financial institutions such asinsurance companies, commercial finance providers, brokerage firmsand investment companies. The
financial services industry has experienced consolidation in recent years as financial institutions involved in a broad range of
products and services have merged, been acquired or dispersed. Thistrend is expected to continue and has resulted in, among other
things, greater concentrations of deposits and other resources. Competition is expected to continue to beintense given the multiple
banks and other financial services companies which offer products and services in our markets, noting that we compete with
different banks and financial services companiesin different markets, given our strategy.
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Corporate Governance and Controls

We maintain a website at www.us.hsbc.com on which we make available, as soon as reasonably practicable after filing with or
furnishing to the SEC, our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and any
amendments to these reports. We have included our website address only as an inactive textual reference and do not intend it to
be an active link to our website. Our website also contains our Corporate Governance Standards and Charters of standing Board
of Directors Committees, including the Audit Committee, the Compliance and Conduct Committee, the Risk Committee and the
Chairman's Committee. We have a Statement of Business Principles and Code of Ethics that expresses the principles upon which
we operate our businesses. Integrity is the foundation of all our business endeavors and is the result of continued dedication and
commitment to high ethical standards in our relationships with each other, with other organizations and with those individuals
who are our customers. Our Statement of Business Principles and Code of Ethics can be found on our corporate website. Printed
copies of thisinformation can be requested at no charge. Requests should be made to HSBC USA Inc., 452 Fifth Avenue, New
York, NY 10018, Attention: Corporate Secretary.

Certifications Inaddition to certifications from our Chief Executive Officer and Chief Financial Officer pursuant to Sections 302
and 906 of the Sarbanes-Oxley Act of 2002 (attached to this report on Form 10-K as Exhibits 31 and 32), we aso file a written
affirmation of an authorized officer with the New York Stock Exchange (the "NY SE") certifying that such officer is not aware of
any violation by HSBC USA of the applicable NY SE corporate governance listing standards in effect as of February 19, 2019.
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Item 1A. Risk Factors

The following discussion provides a description of the most significant risk factors that could affect our businesses, results of
operations and financial condition and could cause our results to differ materially from those expressed in public statements or
documents. Some of these risk factors are inherent in the financial services industry and others are more specific to our own
businesses. There are also other factors besides those discussed below or elsewherein thisAnnua Report on Form 10-K that could
affect our businesses, results of operations and financia condition and, therefore, the risk factors below should not be considered
acomplete list of all potential risks that we may face.

Macroeconomic Risk

Market and economic conditions will continue to affect our businesses, results of operations and financial condition. Our
business and earnings are affected by general business, economic and market conditions in the United States and abroad. There
can be no assurance that the global economy as awhole will continue to improve. Given our concentration of business activities
in the United States, we are particularly exposed to downturns in the economy, including housing, high unemployment, the
availability of credit and liquidity and reduced economic growth. While the U.S. economy continued to grow during 2018,
uncertainty concerning the future economic environment increased significantly during the fourth quarter. General business,
economic and market conditions that could continue to affect usinclude:

* level of economic growth, including the pace and magnitude of such growth;

»  pressure on and changesin consumer confidence, spending and behavior;

» fiscal palicy;

» voldtility in energy prices, including oil and gas prices;

e volatility in credit markets;

e unemployment levels;

e trendsin corporate earnings,

» wageincomelevels and declinesin wealth;

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

e inflation;

* monetary supply and monetary policy;

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

»  consequences of unexpected geopolitical events, natural disasters, pandemics or acts of war or terrorism;
« trade policy;

e fluctuations in the value of the U.S. dollar;

* movementsin short-term and long-term interest rates or a change in the shape of the yield curve;

e increasesin interest rates, which may lead to increased delinquencies and loan impairment charges,
e availability of liquidity;

e availability of credit; and

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

Although the U.S. economy in general continued to grow in 2018, if businesses were again to become cautious to hire, lay-off
employees or reduce hoursfor employees, losses could be significant in all types of our consumer |oans due to decreased consumer
income. In addition, on-going domestic and global policy issues, such as trade disputes and the decision by the U.K. to exit the
EU and the implications of those events could potentially impact the capital markets and trade aswell as corporate earningswhich
would significantly impact our commercial loan performance. The sustainability of economic growth will be determined by
numerous variables including consumer sentiment, energy prices, credit market volatility, employment levels and housing market
conditions which will impact corporate earnings and the capital markets. In the event economic conditions begin to decline and
lead to arecession, there would be asignificant negativeimpact on delinquencies, charge-offsand lossesin all loan portfolioswith
a corresponding impact on our results of operations.

A deterioration in business and economic conditions, which may erode consumer and investor confidence levels or increased
volatility of financial markets, also could adversely affect financial results for our fee-based businesses, including our financial
planning products and services.
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Macro-prudential, regulatory and legal risks to our business model

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

Attempts by local, state and federal regulatory agencies to address perceived problems with the mortgage lending and credit card
industries could affect us in substantial and unpredictable ways, including limiting the types of products we can offer, how these
products may be originated, the fees and charges that may be applied to accounts and how accounts may be collected or security
interests enforced. Any one or more of these effects could negatively impact our results. There is also significant focus on loss
mitigation and foreclosure activity for real estate loans. We cannot fully anticipate the response by national regulatory agencies,
state Attorneys General, or certain legislators, nor can we anticipate whether significant changes to our operations and practices
will berequired as aresult.

The Dodd-Frank Act established the CFPB which has broad authority to regulate providers of credit, payment and other consumer
financial products and services. In addition, provisions of the Dodd-Frank Act may also narrow the scope of federal preemption
of state consumer laws and expand the authority of state Attorneys General to bring actionsto enforce federal consumer protection
legislation. As aresult of the Dodd-Frank Act's potential expansion of the authority of state Attorneys General to bring actions to
enforcefederal consumer protection legislation, wecould potentially be subject to additional statelawsuitsand enforcement actions,
thereby further increasing our legal and compliance costs.

Under the Dodd-Frank Act, certain of our affiliates and subsidiaries, including HSBC Bank USA, have registered as swap dealers
and are now subject to extensive oversight by the CFTC. Regulation of swap dealers by the CFTC imposes numerous corporate
governance, business conduct, capital, margin, reporting, clearing, execution and other regulatory requirements on HSBC Bank
USA. Additionally, certain of our affiliates and subsidiaries, including HSBC Bank USA, may in the future be required to register
as security-based swap deal ers and become subject to extensive oversight by the SEC, including theimposition of parallel corporate
governance, business conduct, reporting and other regulatory requirements for security-based swaps. Imposition of these
reguirements may adversely affect our derivatives business and make us|ess competitive or make certain derivative products less
profitable to undertake. Although many significant regulations applicable to swap dealers are aready in effect and have imposed
significant costs on our derivatives business, we continue to assess current regulation, proposed or expected changes to existing
reguirements, and the potential impact of future security-based swap reguirements.

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 proprietary trading. See Part |, "Regulation and Competition - The "Volcker Rule"," in this Form 10-
K.

InMay 2018, U.S. regulatory agenciesissued aproposal to modify numerous aspects of the Volcker Rule. Given that HSBC North
America has more than $10 billion in trading assets and liabilities, it would still be subject to the highest expectations under the
Volcker Rule. Whilethe proposed modifications areintended to streamline the existing requirementsand result in amoreworkable
revised final rule, any changes to the existing Volcker Rule may result in increased compliance and operational costs, especially
in connection with any modificationsto the quantitative metrics reporting requirements. We continue to assess the potential impact
of these proposed changes if they are adopted.

The FRB has a so adopted rules to implement certain enhanced supervisory and prudential requirements and hasissued proposals
to implement the early remediation requirements established under the Dodd-Frank Act. The FRB adopted enhanced standards
relating to risk-based capital and leverage requirements, liquidity standards, requirements for overall risk management and stress
test requirements. The FRB has also issued final rules requiring covered entities to undergo annual stress tests conducted by the
FRB and conduct their own "company-run” stress tests in conjunction with the CCAR program.

Our parent, HSBC North America, is subject to assessment by the FRB as part of the CCAR program, which includes annual
supervisory stress tests conducted by the FRB and both HSBC North America and HSBC Bank USA must periodically conduct
company-run stress tests as required under the DFAST. CCAR is an annual exercise by the FRB to ensure that institutions have
forward-looking capital planning processes that account for their risks and sufficient capital to continue operations throughout
times of economic and financial stress. We cannot be certain that the FRB will have no objections to our 2019 or future capital
plans submitted through the CCAR program, which is assessed by the FRB on both a quantitative and qualitative basis. If the FRB
objects to our capital plan because we fail to meet either the quantitative or qualitative requirements, this could adversely affect
our ahility to make distributions, including dividends on our preferred stock, or to enter into acquisitions. We may fail to meet the
requirements of regulatory stress tests. If our stress testing projections differ significantly from our peers or the FRB objects to
HSBC North America's capital plan, this could have a material adverse effect on our reputation since CCAR and DFAST results
aremade public. See Part 1, "Regulation and Competition - Capital Planning and Stress Testing," in this Form 10-K. See also "Our
reputation has a direct impact on our financial results and ongoing operations’ below.
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The total impact of the Dodd-Frank Act cannot be fully assessed without taking into consideration how non-U.S. policymakers
andregulatorswill implement the Dodd-Frank A ct through the promul gati on of new regul ationsand revisionsto existing regul ations
and how the cumul ative effects of both U.S. and non-U.S. lawsand regulationswill affect our businessesand operations. Additional
legidlative or regulatory actions in the United States, the EU and in other countries could result in a significant loss of revenue,
limit our ability to pursue business opportunities in which we might otherwise consider engaging, affect the value of assets that
wehold, require usto increase our prices and therefore reduce demand for our products, impose additional costson us, or otherwise
adversely affect our businesses. Accordingly, any such new or additional legislation or regulations could have an adverse effect
on our businesses, results of operations or financial condition. Regulators in the EU and in the United Kingdom are in the midst
of negotiating and implementing far-reaching programs of financial regulatory reform. Key areasin which reformsarein progress
or under considerationinclude enhanced capital, leverage, and liquidity requirements, changesin compensation practices (including
tax levies), separation of retail and wholesale banking, the recovery and resolution of EU financial institutions, and measures to
addresssystemicrisk. Furthermore, certainlarge G-SIBs, including HSBC, haveinrecent yearsbecomesubject to capital surcharges
and other enhanced prudential requirements. In November 2018, the FSB identified HSBC as one of three G-SIBsthat will remain
subject to a 2 percent surcharge. The FRB's rules implementing the G-SIB surcharge in the United States would not impose
additional capital requirements on us because the U.S. G-SIB surcharge will only apply to the eight largest U.S. banking
organizations.

Our ultimate parent HSBC is subject to the FSB's TLAC requirements for G-SIBsin the United Kingdom. The new standard also
permitsauthoritiesin host jurisdictionsto require "internal" TLAC to be prepositioned (i.e., issued by local entitiesto either parent
entitiesor third parties). The purposeof thisnew standard i sto ensurethat G-SI Bshave sufficient | oss-absorbing and recapitalization
capacity availabletoimplement an orderly resol ution with continuity of critical functionsand minimal impact on financial stability,
and to ensure cooperation between home and host authorities during resolution. The new standard callsfor all G-SIBsto be subject
to TLAC requirements starting January 1, 2019, and to be fully phased in by January 1, 2022. The FRB adopted final rules
implementing the FSB's TLAC standard in the United States in December 2016. The rules require, among other things, the U.S.
IHCsof non-U.S. G-SIBs, including HSBC North America, to maintain minimum amountsof TLAC whichwouldinclude minimum
levels of Tier 1 capital and long-term debt satisfying certain eligibility criteria, and arelated TLAC buffer commencing January
1, 2019, without the benefit of a phase-in period. The TLAC rules al so include 'clean holding company requirements' that impose
limitations on the types of financial transactions that HSBC North America could engage in. The FSB's TLAC standard and the
FRB's TLAC rulesrepresent asignificant expansion of the current regulatory capital framework. To support compliance when the
TLAC rules become effective, HSBC North America has issued long-term debt and will be required to issue additional long-term
debt in future periods. See Part I, "Regulation and Competition - Capital Planning and Stress Testing," in this Form 10-K.

The implementation of regulations and rules promulgated by these bodies could result in additional costs or limit or restrict the
way HSBC conducts its businessesin the EU and in the U.K. Furthermore, the potentially far-reaching effects of future changes
inlaws, rulesor regulations, or intheir interpretation or enforcement asaresult of EU or U.K. legislation and regul ation are difficult
to predict and could adversely affect our operations.

The delivery of our regulatory priorities is subject to execution risk. The financial services industry is currently facing an
unprecedented period of scrutiny. Regulatory requests, legal matters and business initiatives al require a significant amount of
time and resources to implement. The magnitude and complexity of projects required to meet these demands has resulted
in heightened execution risk. Organizational change and external factors, including the challenging macroeconomic environment
and the extent and pace of regulatory change also contribute to execution risk. These factors could adversely affect the successful
delivery of our regulatory priorities.

Uncertainty surrounding the potential legal, regulatory and policy changes by the current Administration in the U.S. (the
"Administration') that may directly impact financial institutions and the global economy. The current Administration has
indicated that it would like to see further changes made to certain financial reform regulations, which has resulted in increased
regulatory uncertainty. We continue to assess the potential impact this may have on financial and economic markets and on our
business. Changesin federal policy and regul atory agencies are expected to occur over timethrough policy and personnel changes,
which could lead to changes involving the level of oversight and focus on the financia services industry. The nature, timing and
economic and political effects of potential future changes to the current legal and regulatory framework affecting financial
institutions remain highly uncertain. In addition, the Administration has indicated that it would like to amend U.S. immigration
policies. If immigration policieswereto restrict or otherwise makeit more difficult for qualified employeesto work in, or transfer
among, jurisdictionsinwhichwe or other members of the HSBC Group have operationsor conduct business, we could be adversely
affected. While regulatory changes to date have not had a significant impact to our business, it is unclear what additional laws,
regulations and policies may change and whether future changes or uncertainty surrounding future changes will adversely affect
our operating environment and therefore our results of operations and financial condition.

Lawsuits and regulatory investigations and proceedings may continue and increase in the current economic and regulatory

environment. Intheordinary course of business, HSBC USA and its affiliates are routinely named as defendantsin, or as parties

to, various legal actions and proceedings relating to our current and/or former operations and are subject to governmental and

regulatory examinations, information-gathering requests, investigationsand formal and informal proceedings, asdescribedin Note
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28, "Litigation and Regulatory Matters" in the accompanying consolidated financial statements, certain of which may result in
adverse judgments, settlements, fines, penalties, remediation payments, injunctions and other relief. Thereis no certainty that the
litigationwill decreaseinthenear future, especially intheevent of aresurgent recession or additional regulatory and law enforcement
investigations and proceedings by federal and state governmental agencies.

Financial service providers are at risk of regulatory sanctions or fines related to conduct of business and financial crime. The
incidence of regulatory proceedings and other adversarial proceedings against financial service firms is increasing, with a
corresponding increase also in civil litigation arising from or relating to issues which are subject to regulatory investigations,
sanctions or fines. In the current environment of heightened regulatory scrutiny, particularly in the financial services industry,
there may be additional regulatory investigations and reviews conducted by banking and other regulators, including the CFPB,
CFTC, state Attorneys General or state regulatory and law enforcement agencies that, if determined adversely, may result in
judgments, settlements, substantial fines, penalties, remediation payments or other results, including additional compliance
reguirements, which could materially adversely affect our businesses, financial condition or results of operations, or cause serious
reputational harm. In addition, HSBC's extensive global operations also increase our compliance and regulatory risks and costs.
For example, operations in emerging markets, including facilitating cross-border transactions on behalf of its clients, subjects it
to higher compliance risks under U.S. regulations primarily focused on various aspects of global corporate activities, including
AML laws and regulations, the Foreign Corrupt Practices Act ("FCPA™) and economic sanctions programs administered by the
Office of Foreign Assets Control ("OFAC"). These risks can be more acute in less devel oped markets and thus require substantial
investment in compliance infrastructure or could result in a reduction in certain of our affiliates’ business activities. Criminal
prosecutionsof financial institutionsfor, among other alleged conduct, breaches of AML lawsand regulations, the FCPA, economic
sanctions programs, antitrust violations, market manipulation, aiding and abetting tax evasion, and providing unlicensed cross-
border banking services, have become more commonplace and may increase in frequency due to increased media attention and
higher expectations from prosecutors and the public. Any such prosecution or investigation of, or legal proceeding or regulatory
action brought against, HSBC or one or more of its subsidiaries could result in substantial fines, penalties and/or forfeitures and
could haveamaterial adverse effect on our results, business and prospects, including the potential loss of key licenses, requirement
to exit certain businesses and withdrawal of funding from depositors and other stakeholders.

We establish reservesfor legal claimswhen payments associated with the claims become probable and the costs can be reasonably
estimated. Notwithstanding, we may incur legal costsfor amatter even if we have not established areserve. |n addition, the actual
cost of resolving alegal claim may be substantially higher than any amounts reserved for that matter. It isinherently difficult to
predict the outcome of many of thelegal, regulatory and other adversarial proceedingsinvolving our businesses, particularly those
casesinwhich matters are brought on behalf of various classes of claimants, those which seek unspecified damages or those which
involve novel legal claims. The ultimate resolution of a pending legal proceeding, depending on the remedy sought and granted,
could materially adversely affect our results of operations and financial condition.

Third parties may use us as a conduit for illegal activities without our knowledge, which could have a material adverse
effect on us. We are required to comply with applicable AML laws and regulations, the FCPA and economic sanctions programs
administered by OFAC, and we have adopted various policies and procedures, including 'Know Your Customer' procedures and
other internal controls, that are reasonably designed to achieve compliance with applicable AML, anti-bribery/anti-corruption and
economic sanctions requirements and aimed at preventing the use of our products and services for the purpose of committing or
concealing financial crime. In relevant situations, and where permitted by regulation, we may rely upon certain counterparties,
including our affiliates, to maintain and properly apply their own appropriate policies and procedures relating to financia crime
compliance (including AML, anti-bribery/anti-corruption and economic sanctions). A major focus of U.S. government policy
relating to financial institutionsin recent years has been combating financial crime activity, including money laundering, bribery
and corruption and enforcing compliance with economic sanctions.

A program consisting of policies and procedures that are reasonably designed to achieve compliance with financial crime laws
may not always prevent third parties from using us (and our relevant counterparties) as a conduit for money laundering, including
illegal cash operationswithout our knowledge (and that of our relevant counterparties), or committing acts of bribery or violations
of economic sanctions through us. As discussed above, becoming a party to violations of financial crime laws or regulations, or
accusations of being associated with such activity, could damage our reputation and/or lead to fines, sanctions and/or legal
enforcement. Any one of these outcomes could have a material adverse effect on our business, prospects, financial condition and
results of operations.

Regulatory requirementsin the U.S. and in non-U.S. jurisdictions to facilitate the future orderly resolution of large financial
institutions could negatively impact our business structures, activities and practices. The Dodd-Frank Act requires HSBC
as a foreign bank holding company and our ultimate parent to prepare and submit an annual resolution plan ("SIFI Plan"). The
Dodd-Frank Act focuses on reducing risks to the U.S. financial system, requiring a plan to demonstrate how the relevant entities
can beresolved in a"rapid and orderly” fashion in amanner that avoids systemic risks. Similarly, HSBC Bank USA must prepare
and submit an annual resolution plan ("I1DI Plan"). HSBC Bank USA is required to regularly provide a plan to the FDIC that is
executable for resolving the bank in the event of its failure that protects depositors, maximizes the net present value return on
assets and minimizesthe amount of any lossesto creditors, including the FDIC's Deposit Insurance Fund. These plansmust include
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information on resol ution strategy, agreementswith major counterpartiesand "interdependencies,” among other things. Resolution
planning requires substantial effort, time and cost across all of our businesses and geographies. The HSBC SIFI Plan is subject to
review by both the FRB and the FDIC and the HSBC Bank USA IDI Plan is subject to review by the FDIC. In 2018, HSBC and
HSBC Bank USA submitted their latest annual plans.

If the FRB and the FDIC both determine that a SIFI Plan is not "credible” (which, although not defined, is generally believed to
mean the regulators do not believe the plans are feasible or would otherwise alow resolution of a financial institution's U.S.
businesses in a way that protects systemically important functions without severe systemic disruption and without exposing
taxpayersto loss), and the deficiencies are not remedied within the required time period, an institution, including HSBC, could be
required to restructure or reorgani ze businesses, legal entities, or operational systems and intra-company transactionsin ways that
could negatively impact operations, or be subject to restrictions on growth. HSBC could also eventually be subjected to more
stringent capital, leverage or liquidity requirements, or be required to divest certain assets or operations.

U.S. federal banking agencies may require us to increase our regulatory capital, total loss absorbing capacity, long-term
debtor liquidity requirements which could result in the need to issue additional qualifying securities or to take other actions,
such as liquidate assets. HSBC North Americais required to meet consolidated regulatory capital and liquidity requirements,
including new or modified regulations and related regulatory guidance, in accordance with current regulatory timelines.

In the current regulatory environment, capital and liquidity requirements are frequently introduced and amended. Our regulators
may increase regulatory minimum or buffer requirements, change how regulatory capital is calculated or increase liquidity
requirements. A significant component of regulatory capital ratios is calculating our risk-weighted assets, including operational
risk, and our leverage exposurewhich may increase. TheBasel Committeehasal sorevised severa key methodol ogiesfor measuring
risk-weighted assets, including a standardized approach for credit risk, standardized approach for operational risk, and constraints
on the use of internal models as well as a capital floor based on the revised standardized approaches in addition to a new fina
standard on the minimum capital requirements for market risk. The federal banking agencies may update the U.S. Basdl 111 rule
to incorporate the Basel Committee revisions.

Additionaly, in April 2016, the U.S. banking regulators proposed NSFR requirements which target longer-term liquidity risk and
would apply to HSBC North America and HSBC USA Bank. These and other future regulatory or legidative proposals could
significantly impact the regulatory capital standards and requirements applicable to financial institutions such as HSBC North
America, aswell as our ability to meet these requirements.

Increases in regulatory capital may also be required in response to other U.S. supervisory requirements. Participation by HSBC
North Americain the FRB's CCAR stress test process also requires that HSBC North America maintain sufficient capital to meet
minimum regulatory ratiosin aforward-looking stress scenario across anine-quarter planning horizon. The FRB hasalso indicated
that it is considering a new measure to replace the capital conservation buffer with a"stress capital buffer,” which would equal a
bank holding company's projected declinein its common equity Tier 1 capital ratio under the supervisory severely adverse stress
testing scenarios plus one year of planned common stock dividends. The "stress capital buffer" would be reset annually based on
the bank holding company's DFAST results under the supervisory stresstests. The stress capital buffer would be subject to afloor
of 2.5 percent of risk-weighted assets in line with the current capital conservation buffer rules. We are reviewing these possible
changesto the capital conservation buffer in anticipation of theformal rulemaking and their potential impact on our capital planning
processes specifically and our operations and results generally. We may be prohibited from taking capital actions such as paying
or increasing dividends, or repurchasing securitiesif the FRB objectsto our CCAR capital plan. We currently target internal capital
levels using an approach analogous to the stress capital buffer and, therefore, we do not expect the proposal to have a significant
impact onour U.S. operationsor changeour capital planning processes. Theexact amount, however, will depend upon our prevailing
risk profile and those of our North America affiliates under various stress scenarios.

HSBC Bank USA isalsorequiredto participateinthe OCC'sDFAST. These stresstesting requirementswill influence our regulatory
capital and liquidity planning process, and may impose additional operational and compliance costs on us.

Preparation for the U.S. implementation of the Basel Committee's revisions to Basdl 111 has influenced and is likely to continue
toinfluence our regulatory capital and liquidity planning process, and is expected to impose additional operational and compliance
costs on us. We are unabl e at this time to determine the extent of changeswe will need to maketo our liquidity or capital position,
if any, and what effect, if any, such changes will have on our results of operations or financial condition. New regulatory capital
and liquidity requirements may limit or otherwise restrict how we utilize our capital and may require usto increase our capital or
liquidity. Any requirement that we increase our regul atory capital, regulatory capital ratiosor liquidity could require usto liquidate
assets or otherwise change our business and/or investment plans, which may negatively affect our financial results. Changes to
and compliance with theregulatory capital and liquidity requirements may impact our operationsby requiring usto liquidate assets,
increase borrowings, issue additional equity or other securities, cease or alter certain operations, sell company assets, or hold highly
liquid assets, which may adversely affect our results of operations.

Ourinterpretation or application of the tax laws to which we are subject could differ from those of the relevant governmental
authorities, which could result in the payment of additional taxes and penalties. The Tax Cuts and Jobs Act (*'Tax
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Legislation), whichwasenacted in December 2017, issubject to clarification and interpretation through currently proposed
and future additional regulatory and administrative guidance. Additionally, it is not clear how the Tax Legislation will
impact our clients. We are subject to the various tax laws of the U.S. and its states and municipalitiesin which we operate. These
tax laws areinherently complex and we must make judgments and interpretations about the application of these lawsto the HSBC
North America entities, operations and businesses. Our interpretations and application of the tax laws could differ from that of the
relevant governmental taxing authority, which could result in the potential for the payment of additional taxes, penaltiesor interest,
which could be material. For example, the Tax L egislation contains certain complex provisions such as the Base Erosion and Anti-
Abuse Tax which may have a material impact in current and future periods on income tax expense for the HSBC North America
consolidated tax group of which we are a member, depending upon, among other things, the interpretation and finalization of
recently proposed regulations, other interpretive guidance which may beissued, actions HSBC North Americaor its affiliates may
take asaresult of the Tax L egidlation and related guidance, and the future earnings of HUSI and other subsidiaries of HSBC North
America. It isalso not yet clear how the Tax Legislation will impact our clients and there isarisk that the Tax Legislation could
have a material impact on our commercial relationship with those clients.

We may incur additional costs and expenses as a result of foreign exchange-related investigations. Regulatory and law
enforcement agencies globally are currently investigating HSBC Group in connection with aleged misconduct relating to
manipul ation of foreign exchange rates. The extent of our financial exposure to these matters could be material, and our reputation
may suffer material harm as a result.

Risks related to our business, business operations, governance and internal control systems

Our reputation may have a direct impact on our financial results and ongoing operations. Our ability to attract and retain
customers and employees, and conduct business transactions with our counterparties could be adversely affected to the extent our
reputation, or the reputation of affiliates operating under the HSBC brand, is damaged. Reputational risk relates to stakeholders
perceptions, whether fact-based or otherwise. Stakeholders expectations change constantly and so reputational risk is dynamic
and variesbetween geographical regions, groupsand individual s. Any material |apsein standards of integrity, compliance, customer
service or operating efficiency may represent a potential reputational risk.

Our failure to address, or to appear to fail to address, various issues that could give rise to reputational risk could cause harm to
us and our business prospects. Reputational issues include, but are not limited to:
e negative news about us, HSBC, our affiliates or the financial services industry generally;

» ethical issues, including potential conflicts of interest and the acceptance or receipt of gifts and entertainment, aswell as
potential violations under the FCPA,;

» lega and regulatory requirements;

» aleged deceptive or unfair lending or pricing practices,

e AML and economic sanctions programs;

» fraud and misappropriation of assets;

e privacy and data security intrusions related to our customers or employees;

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

e recordkeeping;

» salesand trading practices;

e customer service;

» actions of avendor or other third party, including a subcontractor, we do business with;

« theproper identification of the legal, credit, liquidity, operational and market risksinherent in our businesses,
« dlegedirregularitiesin servicing, foreclosure, consumer collections, mortgage lending practices and loan modifications;
e adowngrade of or negative watch warning on any of our credit ratings; and

e general company performance.

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

Thefailureto address, or the perception that we have failed to address any of these issues appropriately could make our customers
unwilling to do business with us or give rise to increased regulatory action, which could have a material adverse effect on our
business, prospects, financial condition and results of operations.
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Our risk management measures may not be successful. Themanagement of risk isanintegral part of al our activities. Managing
risk effectively is fundamental to the delivery of our strategic priorities. While we are subject to anumber of legal and regulatory
actions and investigations, our risk management framework has been designed to provide robust controls and ongoing monitoring
of our principal risks. Riskshavethe potential to affect the results of our operationsor financial condition. Specifically, risk equates
totheadverseeffect on profitability or financial conditionarising from different sourcesof uncertainty including retail andwholesale
credit risk, market risk, interest rate risk, operational risk including legal, financial crime compliance, regulatory compliance,
accounting, tax, fiduciary, information security, security fraud, people, systems, political contingency, projects, and operations
risks, liquidity and funding risk, reputational risk, strategic risk, model risk, sustainability risk, and pension obligation risk. To
manage risk, we employ arisk management framework at al levelsand acrossall risk types. The framework fostersthe continuous
monitoring of the risk environment and an integrated evaluation of risks and their interactions. It also strives to ensure that we
have a robust and consistent approach to risk management across all of our activities. While our risk management framework
employs a broad and diversified set of risk monitoring and risk mitigation techniques, such techniques and the judgments that
accompany their application cannot anticipate every unfavorable event or the specifics and timing of every outcome. Failure to
manage risks appropriately could have a material adverse effect on our business, prospects, financial condition and results of
operations.

Our risk management measures may face particularly significant challengesin the following three broad areas:
(a) Macroeconomic and geo-political risks: Unfavorable economic and market conditions may adversely affect our results.

(b) Risksrelated to our businesses, business operations, governance, and internal systems: The delivery of our strategic priorities
is subject to execution risk and we may not achieve all the expected benefits of our strategic initiatives. Our operations are subject
to the threat of fraudulent activity and disruption from the external environment. We are highly dependent on our information
technology systems. We could incur losses or berequired to hold additional capital asaresult of model limitationsor failure. Issues
withthequality of dataor effectivenessof our dataaggregationand validation procedurescouldresultinineffectiverisk management
practices or inaccurate risk reporting.

(c) Regulatory and legal risksto our businesses: We are subject to anumber of legal and regulatory actions and investigations, the
outcomesof whichareinherently difficult to predict, but unfavorabl e outcomescould haveamaterial adverseeffect onour operating
resultsand brand. Unfavorablelegislative or regulatory developments, or changesin the policy of regulatorsor governments, could
have amaterial adverse effect on our operations, financial condition and prospects.

Failure to implement our business strategies may adversely affect our financial performance. Our strategies for business
growth includes focusing our sales efforts on international connectivity strategies with high quality internationally minded clients
aswell as augmenting our returns through increased cross-selling and cost optimization. The development and implementation of
our strategy requires difficult, subjective and complex judgments, including forecasts of economic conditions in various parts of
the world. We may fail to correctly identify the trends we seek to exploit and the relevant factors in making decisions as to capital
deployment and cost reduction, and our ability to execute our strategy may also be limited by our operational capacity and the
increasing complexity of the regulatory environment in which we operate. Further, we may fail to attract internationally mobile
clientsor cross-sell our servicesto them. See"—Our "cross-selling” effortsto increase the number of products our customers buy
from us and offer them al of the financial products that fulfill their needs is a key part of our growth strategy, and our failure to
execute this strategy effectively could have a material adverse effect on our revenue growth and financia results." The work
required to execute on our growth strategies is substantial. Alongside the strategic actions, we continue to implement anumber of
externally driven regulatory remediation programs. The magnitude and complexity of the projects required to meet these demands
has resulted in heightened execution risk. Additionally, we may be unable to fully realize the cost optimization efforts and the
other anticipated benefits from those efforts and we may not be able to realize them in the currently anticipated timeframes.

The cumulative impact of the collective change initiatives underway is significant and has direct implications on resourcing and
our people. Our ability to execute our strategy may also belimited by our operational capacity and the increasing complexity of the
regulatory environment in which we operate. In addition, factors beyond our control, including but not limited to, the economic
and market conditions and other challenges discussed in detail above, could limit our ability to achieve al of the expected benefits
of theseinitiatives. Failureto successfully implement our business strategies may have amaterial adverse effect on our businesses,
prospects, financial condition and results of operations.

Our "cross-selling'* efforts to increase the number of products our customers buy from us and offer them all of the financial
products that fulfill their needs is a key part of our growth strategy, and our failure to execute this strategy effectively could
have a material adverse effect on our revenue growth and financial results. Selling more products to our customers - "cross-
selling” - is very important to our business model and key to our ability to grow revenue and earnings. Key among these cross-
sell opportunitiesisthe collaboration between CMB and GB& M aswell asreferralsto PB from the other businesslines, whichis
an areawhere many of our competitorsalso focus. In theretail banking sector, many of our competitorsalso focuson cross-selling,
especialy in retail banking and mortgage lending. In both instances, this competition within the industry can limit our ability to
sell more products to our customers or influence us to sell our products at lower prices, reducing our net interest income and
revenue from our fee-based products. It could also affect our ability to keep existing customers. New technologies could require
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us to spend more to modify or adapt our products to attract and retain customers. Our cross-sell strategy also is dependent on
earning more business from our customers, and increasing our cross-sell ratio - or the average number of products sold to existing
customers - which may become more challenging.

Operational risks are inherent in our businesses and may adversely impact our businesses and reputation. We are exposed
to many types of operational risksthat are inherent in banking operations, including fraudulent and other criminal activities (both
internal and external), breakdownsin processes or procedures and systemsfailure or non-availability. For example, fraudsters may
target any of our products, services and delivery channelsincluding lending, internet banking, payments, bank accounts and cards.
These risks apply equally when we rely on outside suppliers, outsourcing vendors and our affiliates to provide servicesto usand
our customers. These operational risksmay result in financial lossto us, an adverse customer experience, reputational damage and
potential regulatory action depending on the circumstances of the event, which could have a material adverse effect on our
businesses, prospects, financial condition and results of operation. Further, there is arisk that our operating system controls as
well as business continuity and data security systems could prove to be inadequate. Any such failure could affect our operations
and could have amaterial adverse effect on our results of operations by requiring us to expend significant resources to correct the
defect, aswell as exposing usto litigation or losses not covered by insurance.

Our operations are subject to disruption from the external environment. We may be subject to disruptions of our operating
systems infrastructure arising from events that are wholly or partialy beyond our control, which may include;

e computer viruses, electrical, telecommunications, or other essential utility outages;
e natural disasters, such as hurricanes or other severe weather conditions and earthquakes,
* eventsarising from local, regional or international politics, including terrorist acts or acts of war; or

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

Such disruptions may give rise to losses in service or disruption to customers, an inability to collect our receivables in affected
areas, physical damage or loss of lifeand other loss or liability to us, which could have amaterial adverse effect on our businesses,
prospects, financial condition and results of operation.

A failure in or a breach of our operational or security systems or infrastructure, or those of our third party vendors and
other service providers, including as a result of cyberattacks, could disrupt our businesses, result in the disclosure or misuse
of confidential or proprietary information, and may adversely impact our businesses and reputation. Data quality and
integrity are critical for decision making, enterprise risk management and operational processes, as well as for complying with
applicable regulation. Our businesses are dependent on our ability to process a large number of complex transactions, most of
which involve, in some fashion, networked computing devices. If any of our financial, accounting, data processing or other
recordkeeping systems and management controls fail, or are subject to cyberattack that could compromise integrity, availability
or confidentiality of our systems or data, we could be materially adversely affected.

Cyber vulnerability continues to be leveraged by cyber criminals to perpetrate crimes at an increasing rate, often exceeding
traditional offense, and poses a significant threat to economic, social and geopolitical stability for private firms and countries.
HSBC faces sophisticated cyber threats from state-sponsored attackers, hackers for hire, organized cyber syndicates, and other
threat actors seeking our critical corporate and customer information.

In recent years, distributed denial of service attacks, spearphishing campaigns, advanced malware, ransomware attacks, socia
engineering and insider threats have grown in volume and level of sophistication each with the intent to obtain personal customer
financial information or proprietary corporate information, disrupt availability of services and to commit fraud. Such acts can
affect our business by:

«  compromising the confidentiality or integrity of our customers' data, potentially impacting our customers' ability to repay
loan balances and negatively impacting their credit ratings;

» compromising the security of and confidence in our payment channels;

e putting our customers at risk for identity theft, account takeover and credit abuse;

» causing ustoincur remediation and other costsrelated to liability for customer or third partiesfor losses, repairsto remedy
systems flaws, or incentives to customers and business partners to maintain and rebuild business rel ationships after the
attack;

e increasing our costs to respond to such threats and to enhance our processes and systems to ensure security of data;
» damaging our reputation as aresult of public disclosure of a breach of our systems or aloss of data event;

e resulting in unauthorized disclosure or alteration of our corporate confidential information and confidential information
of employees, customers and counterparties;

» disrupting our customers or third parties business operations; and
« resulting in violations of applicable privacy laws and other laws or regulatory fines, penalties or intervention.
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The threat from cyberattacks, on us and on third party vendors on which we rely, is aconcern for our organization and failure to
protect our operations from internet crime or cyberattacks may result in financial loss and loss of customer data or other sensitive
information which could undermine our reputation and our ability to attract and keep customers. We face various cyber risksin
line with other multinational financial organizations. We and other multinational financial organizations have been, and will
continue to be subject to an increasing risk of cyber incidents from these activities due to the proliferation of new technologies
and the increasing use of the Internet and customers' use of personal smartphones, PCs and other computing devices, tablet PCs
and other mobile devices to access products and services to conduct financial transactions and the increased sophistication and
activitiesof organized crimefor seeking financial gain, hacktivists(geopolitical designated groups), cyber terrorists (attacksagainst
critical infrastructure) and state sponsored advanced persistent threats, sometimes referred to as APTS, for corporate espionage.
Our risk and exposure to these matters remains heightened because of, among other things, HSBC Group's prominent size and
scale, geographical span and role in the financial services industry, and our offering of Internet banking and mobile banking
platformsthat seek to serve our customers when and how they want to be served. In addition, the consolidation of clearing agents,
exchanges and clearing houses and increased interconnectivity of financial institutions with such central agents, exchanges and
clearing houses increases the exposure of cyberattacks on critical partiesthat may affect us. Evaluating and monitoring the cyber
threat landscape in comparison to our existing capabilities, and adjusting our programs in order to respond to these threats, may
require additional capital expenses for human resources and technology.

In October 2018, malicious actors used credential s sourced from abreach of athird party unrelated to HSBC Bank USA to attempt
to access accounts of its customers. Because some of the customers had used the same credential s for access to the breached third
party services and their accountsat HSBC Bank USA, the malicious actors were able to gain accessto asmall number of customer
accounts at HSBC Bank USA including the name of the account holder, account types, account balances and transactions of the
affected accounts. Thisincident did not result in material financial loss.

Our businesses are increasingly subject to laws and regulations relating to surveillance, encryption and data on-shoring in the
jurisdictions in which we operate. Compliance with these laws and regulations may reguire usto change our policies, procedures
and technology for information security (including cybersecurity) from time to time.

Concentrations of credit and market risk could increase the potential for significant losses. We have exposure to increased
levels of risk when customers are engaged in similar business activities or activities in the same geographic region, or when they
have similar economic features that would cause their ability to meet contractual obligationsto be similarly affected by changes
in economic conditions. Whilewe regularly monitor various segments of our portfolio exposuresto assess potential concentration
risks, our effortsto diversify or hedge our credit portfolio against concentration risks may not be successful. As an international
bank, we have exposure to commercia customers domiciled outside of the United States. As a result, we are subject to various
other non-domestic risks including geopolitical risk, international trade flow disruptions, and deterioration/volatility in global
economies and markets. Disruptions in the liquidity or transparency of any of the industries, products, financial markets or
economies we operate in may result in our inability to sell, syndicate or realize the value of our positions, thereby leading to
increased concentrations.

Our inability to meet funding requirements due to deposit attrition or access to the capital markets. HSBC USA isaholding
company without operations of its own and therefore relies on dividends and other distributions for a portion of its funding and
liquidity. Federal and state laws limit the amount of dividends and distributions that our subsidiaries may pay. Our primary source
of funding is deposits, augmented by issuance of commercial paper and term debt. Adequate liquidity is critical to our ability to
operate our businesses.

We al so access wholesale markets in order to provide funding for entities that do not accept deposits, to align asset and liability
maturities and currencies and to maintain a market presence. We issued a total of $11,923 million of long-term debt at various
points in 2018. An inability to obtain financing in the unsecured long-term or short-term debt capital markets because of market
factors or factors in our businesses could have a substantial adverse effect on our liquidity. Unfavorable macroeconomic
developments, market disruptions or regulatory developments may increase our funding costs or challenge our ability to raise
funds to support our businesses, materially adversely affecting our businesses, prospects, financial condition and/or results of
operations.

Despite the apparent improvements in overall market liquidity and our liquidity position, future conditions that could negatively
affect our liquidity include:

e an inability to maintain stable deposit balances because customers may invest in other financial instruments as an
alternative;

» diminished access to capital markets because of market factors or factors in our businesses;

e anincreased interest rate environment for our commercial paper, deposits or term debt;

» unforeseen cash or capital requirements;

e aninability to sell assets; and

e aninability to obtain expected funding from HSBC Group subsidiaries and through deposits.
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These conditions could be caused by a number of factors, including internal and external factors, such as, among others:
» financial and credit market disruption;
« volatility or lack of market or customer confidence in financial markets;

»  lack of market or customer confidencein HSBC or negative news about HSBC or thefinancial servicesindustry generally;
and

«  other conditions and factors over which we havelittle or no control including economic conditionsin the U.S. and abroad
and concerns over potential government defaults and related policy initiatives.

Our approachisto meet our capital needslocally through activitieswhich reducerisk. To the extent, however, that local alternatives
areinsufficient, asawholly-owned subsidiary of HSBC, we would seek their support. HSBC has provided us with capital support
in the past. Notwithstanding, if we are unable to maintain stable deposit balances and/or raise funds in the capital markets, our
liquidity position could be adversely affected and we might be unabl e to meet deposit withdrawal son demand or at their contractual
maturity, to repay borrowings as they mature, or to fund new loans, investments and businesses. We may need to liquidate
unencumbered assets to meet our liabilities. In atime of reduced liquidity, we may be unable to sell some of our assets, or we may
need to sell assets at depressed prices, which in either case could materially adversely affect our businesses, prospects, results of
operations and/or financial condition.

Adverse changes in our credit ratings could have a material adverse effect on our liquidity and cost of funding. Our credit
ratingsare an important part of maintaining our liquidity. We depend on accessto the securities market for aportion of our funding.
We issued a total of $11,923 million of long-term debt in 2018. Our credit ratings are subject to ongoing review by the rating
agencies, which consider anumber of factorsincluding their assessment of our relativefinancial strength and results of operations,
including our strategy and our management's capability, as well as factors affecting the financial services industry generaly,
including legal and regul atory frameworks affecting our businessactivitiesand therightsof our creditors. There can beno assurance
that downgrades will not occur. Any downgrade in our credit ratings could potentially increase our borrowing costs, impact our
ability toissue commercial paper and, depending on the severity of the downgrade, substantially limit our accessto capital markets,
require us to make cash payments or post collateral and permit termination by counterparties of certain significant contracts.
Downgrades in our credit ratings also may trigger additional collateral or funding obligations which could negatively affect our
liquidity, including as aresult of credit-related contingent features in certain of our derivative contracts.

Rating agencies continue to evaluate economic and geopoalitical trends, regulatory developments, future profitability, risk
management practices and litigation matters, all of which may lead to adverse ratings actions. 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 December 31, 2018, 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.

We may suffer losses due to employee negligence, fraud or misconduct. Non-compliance with policies, empl oyee misconduct,
negligence and fraud could result in regulatory sanctions and serious reputational or financial harm. We are dependent on our
employees and could be materially adversely affected if an employee or employees, acting alone or in concert with non-affiliated
third parties, causes a significant operational break-down or failure, either as a result of human error or where an individual
purposefully sabotages or fraudulently manipulates our operations or systems. In recent years, anumber of multinational financial
institutions have suffered material 1osses due to the actions of 'rogue traders' or other employees. It is ot always possible to deter
employee misconduct and the precautions we take to prevent and detect this activity may not always be effective. Employee
misconduct could have amaterial adverse effect on our business, prospects, financial condition and results of operations.

We may suffer losses due to negligence, fraud or misconduct by third parties. Wedepend on third party suppliers, outsourcing
vendors and our affiliates for avariety of services. Third parties with which we do business with could be sources of operational
risk to us, including risksrelating to break-downs or failures of such parties own systems or employees. The OCC and FRB require
financial ingtitutions to maintain third party and service provider risk management programs, which include due diligence
requirements for third parties and service providers as well as for our affiliates who may perform services for us. Under FRB
guidance "service providers' is broadly defined to include all entities that have entered into a contractual relationship with a
financial institution to provide business functions or activities. If our third party risk and service provider management and due
diligence program is not sufficiently robust, this could lead to regulatory intervention. Any of these occurrences could diminish
our ability to operate one or more of our businesses, and may resultin potential liability to clients, reputational damage or regul atory
intervention, all of which could materially adversely affect us.

Failure tosuccessfully change our operational practices may have a material impact on our businesses. Changesto operational
practices from time to time could materially impact our performance and results. Such changes may include:

e our determining to sell residential mortgage loans and other |oans;

e changesto our customer account management and risk management/collection policies and practices;

e our investment choices in technol ogy, business infrastructure and specialized personnel;
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« changesto our AML and sanctions policies and the related operations practices;
e our outsourcing of various operations, including our mortgage servicing business; or
» thedecision to insource certain products, services or operations.

Further, in order to react quickly to or meet newly-implemented regulatory requirements, we may need to change or enhance
systems within very tight time frames, which would increase operational risk. Failure to implement appropriate changes to our
operational practices successfully and efficiently may diminish our ability to operate one or more of our businesses and could
result in reputational damage and regulatory intervention, all of which could materially adversely affect us.

Federal Reserve Board policies can significantly affect business and economic conditions and, as a result, our financial
results and condition. The FRB regulates the supply of money and credit in the United States. Its policies determinein large part
our cost of funds for lending and investing and the return we earn on those loans and investments, both of which affect our net
interest margin. They also can materially affect the value of financial instruments we hold, such as debt securities and derivative
instruments. The FRB's policies also can affect our borrowers, potentially increasing the risk that such borrowers may fail to repay
their loans. Changesin FRB policies are beyond our control and can be hard to predict.

Our data management and policies and processes may not be sufficiently robust. Critical businessprocessesacrosstheHSBC
Group rely on large volumes of data from a number of different systems and sources. If data governance, data quality and data
architecture policies and procedures are not sufficiently robust, manual intervention, adjustments and reconciliations may be
required to reduce the risk of error in reporting to senior management or regulators. |nadequate policies and processes may also
affect our ability to use datato service customers more effectively and/or improve our product offering. This could have amaterial
adverse effect on our business, prospects and results of operations.

Moreover, financial institutions that fail to comply with regulatory reporting requirements established by their regulators or with
theprinciplesfor effectiverisk dataaggregation and risk reporting asset out by the Basel Committee may face supervisory measures.
Any of thesefailures could have amaterial adverse effect on our business, prospects, financia condition and results of operations.

We face significant and increasing competition in the rapidly evolving financial services industry. We compete with other
financial institutionsin ahighly competitiveindustry that continuesto undergo significant change asaresult of financial regulatory
reform and increased public scrutiny stemming from the financial crisis and the challenging economic conditions that followed.
We target internationally mobile clients who need sophisticated global solutions and we generally compete on the basis of the
quality of our customer service, the wide variety of products and services that we can offer our customers and the ability of those
productsand servicesto satisfy our customers needs, the extensivedi stribution channel savail ablefor our customers, our innovation,
and our reputation. Continued or increased competition in any one or all of these areas may negatively affect our market share and
resultsof operationsand/or cause ustoincreaseour capital investmentin our businessesin order toremain competitive. Additionally,
if our products and services are not accepted by our targeted clients, this may have a material adverse effect on our businesses,
financial condition and results of operations.

Given the current economic, regulatory, and political environment for large financial institutions such as us, and possible public
backlash to bank fees, there is increased competitive pressure to provide products and services at current or lower prices.
Consequently, our ability to reposition or reprice our productsand servicesfrom timeto timemay belimited and could beinfluenced
significantly by the actions of our competitorswho may or may not charge similar feesfor their productsand services. Any changes
in the types of products and services that we offer our customers and/or the pricing for those products and services could result in
aloss of customers and market share and could materialy adversely affect our results of operations. Further, new technologies
could require usto spend more to modify or adapt our productsto attract and retain customers. Continued technological advances
and the growth of e-commerce have madeit possiblefor non-depository ingtitutionsto offer products and servicesthat traditionally
were banking products, and for financial ingtitutions and other companies to provide electronic and Internet-based financia
solutions, including electronic payment solutions. We may not respond effectively to these competitive threats from existing and
new competitors and may be forced to increase our investment in our businesses to modify or adapt our existing products and
servicesor develop new productsand servicesto respond to our customers' needs. Any of thesefactors may haveamaterial adverse
effect on our businesses, prospects, financial condition and results of operations.

We have significant exposure to counterparty risk. We are exposed to counterparties that are involved in virtualy al major
industries, and we routinely execute transactions with counterparties in financial services, including brokers and dealers, central
clearing counterparties, commercia banks, investment banks, mutual and hedge funds, and other institutional clients. Many of
these transactions expose us to credit risk in the event of default by our counterparty or client. Our ability to engage in routine
transactions to fund our operations and manage our risks could be materialy adversely affected by the actions and commercial
soundness of other financial servicesinstitutions. Financial institutions are necessarily interdependent because of trading, clearing,
counterparty or other relationships. As a consequence, a default by, or decline in market confidence in, individual institutions, or
anxiety about the financial services industry generaly, can lead to further individual and/or systemic difficulties, defaults and
losses.
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Mandatory central clearing of over the counter derivatives, including under the Dodd-Frank Act, bringswith it risk. Asaclearing
member, we havefinancial exposurefor lossesincurred at aCentral Counterparty ("CCP") by thedefault of other clearing members.
Hence increased moves toward central clearing brings with it afurther element of interconnectedness between clearing members
and clients that we believe may increase rather than reduce our exposure to systemic risk. At the same time, our ability to manage
such risk ourselves will be reduced because risk controls are largely managed by the CCPs themselves and it is unclear at present
how, at atime of stress, regulators and resolution authorities would intervene.

In situations in which we strive to mitigate counterparty risk by taking collateral, our credit risk may remain high if the collateral
we hold cannot be realized or must be liquidated at prices insufficient to recover the full amount of our exposure to the respective
counterparty. There is arisk that collateral cannot be realized, including situations where this arises by change of law that may
influence our ability to foreclose on collateral or otherwise enforce contractual rights.

We also have credit exposure arising from risk defeasance products such as credit default swaps ("CDSs"), and other credit
derivatives, each of which iscarried at fair value. The risk of default by counterparties to CDSs and other credit derivatives used
as mitigants affects the fair value of these instruments depending on the valuation and the perceived credit risk of the underlying
instrument against which protection has been purchased. Any such adjustments or fair value changes may have a material adverse
effect on our financial condition and results of operations.

The financial condition of our clients and counterparties, including other financial institutions, could adversely affect us.
A significant deterioration in the credit quality of one of our counterparties could lead to concerns in the market about the credit
quality of other counterparties in the same industry, thereby exacerbating our credit risk exposure, and increasing the losses
(including mark-to-market losses) that we could incur in our market-making and clearing businesses.

Financial servicesingtitutions areinterrelated as aresult of market-making, trading, clearing, counterparty, or other relationships.
As aconsequence, adefault by, or decline in market confidencein, individual institutions, or anxiety about the financial services
industry generally, can lead to further individual and/or systemic difficulties, defaults and losses. HSBC routinely executes
transactions with counterparties in the financial services industry, including brokers and dealers, commercial banks, investment
banks, mutual and hedge funds, and other institutional clients. Many of these transactions expose us to credit risk in the event of
adefault by the counterparty or client. When such acounterparty or client becomesbankrupt or insolvent, we may becomeinvolved
insignificant disputesor litigation with the counterparty'sor client'sbankruptcy estate and other creditors, or involved in regul atory
investigations, each of which could increase our operational and litigation costs.

Significant or prolonged periods of market stressor illiquidity could further decrease our ability to realizethefair value of collateral
held by us or makeit morelikely that we would liquidate collateral at pricesinsufficient to recover thefull amount of our exposure
to the respective counterparty or client. Further, disputes with counterparties asto the valuation of collateral significantly increase
in times of market stress and illiquidity.

Increased credit risk, including as a result of a deterioration in economic conditions, could require us to increase our
provision for credit losses and allowance for credit losses and could have a material adverse effect on our results of operations
and financial condition. When weloan money or commit to loan money weincur credit risk, or therisk of lossesif our borrowers
do not repay their loans. The credit performance of our loan portfolios significantly affects our financial results and condition. If
the current economic environment were to deteriorate, more of our customers may have difficulty in repaying their loans or other
obligations which could result in a higher level of credit losses and provision for credit losses. We reserve for credit losses by
establishing an allowance through a charge to earnings. The amount of this allowance is based on our assessment of credit losses
inherent in our loan portfolio (including unfunded credit commitments). The processfor determining the amount of the allowance
iscritical to our financial results and condition. It requires difficult, subjective and complex judgments about the future, including
forecasts of economic or market conditions that might impair the ability of our borrowersto repay their loans. We might increase
the allowance because of changing economic conditions, including falling home prices and higher unemployment, or other factors.
For example, changes in borrower behavior or the regulatory environment also could influence recognition of credit lossesin the
portfolio and our alowance for credit losses.

While we believe that our allowance for credit losses was appropriate at December 31, 2018, thereis no assurance that it will be
sufficient to cover future credit losses. In the event of adeterioration in economic conditions, we may be required to build reserves
in future periods, which would reduce our earnings.

Financial difficulties or credit downgrades of mortgage and bond insurers may negatively affect our servicing and
investment portfolios. Our servicing portfolio includes certain mortgage loans that carry some level of insurance from one or
more mortgage insurance companies. To the extent that any of these companies experience financial difficulties or credit
downgrades, we may be required, as servicer of the insured loan on behalf of the investor, to obtain replacement coverage with
another provider, possibly at a higher cost than the coverage we would replace. We may be responsible for some or al of the
incremental cost of the new coverage for certain loans depending on the terms of our servicing agreement with the investor and
other circumstances, although we do not have an additional risk of repurchase loss associated with claim amounts for loans sold
to third-party investors. Similarly, some of the mortgage loans we hold for investment or for sale carry mortgage insurance. If a

26



HSBC USA Inc.

mortgage insurer is unable to meet its credit obligations with respect to an insured loan, we might incur higher credit losses if
replacement coverage is not obtained. We also have investments in municipal bonds that are guaranteed against loss by bond
insurers. The value of these bonds and the payment of principal and interest on them may be negatively affected by financial
difficulties or credit downgrades experienced by the bond insurers.

The manner in which we hold, service and enforce residential mortgage loans in our portfolio may be challenged. We are
subject to certainlegal and contractual requirementsfor how wehold, transfer, use or enforce promissory notes, security instruments
and other documents for residential mortgage loans that we service. In recent years, challenges have been raised to whether we
have adhered to these requirements, and whether, as aresult in some instances, the loans can be enforced as local law otherwise
would permit. Additionally, we currently usethe Mortgage El ectroni c Registration Systems, Inc. (MERS) systemfor approximately
half of the residential mortgage |oans that remain in our servicing portfolio. Individual borrowers and certain local governments
have contended that the use of MERSisimproper or otherwiseadversely affectsthesecurity interest. If documentation requirements
were not met, or if the use of MERS or the MERS system is found not valid or effective, we could be obligated to, or choose to,
take remedial actions and may be subject to additional costs or losses.

Failure to meet regulatory requirements and expectations in the U.S. regarding sales practices and incentive compensation
programs could negatively impact our customers, our business and reputation. Our remuneration practices and performance
management framework are designed to prevent and deter conflicts of interest and inappropriate sales incentives. Additionally,
our other sales controls, including our framework for handling customer and employee complaints regarding sales practices, are
designed to ensure customersreceive products that they have authorized and meet their needs. Failure to execute our sales controls
could result in the sale of, or upgrade to, products and services that fail to meet the needs of, or are unsuitable for, customers and
clients, and can lead to financial harm to our customers, regulatory sanctions, financial loss and reputational damage.

We may not manage risks associated with the replacement of benchmark rates effectively. The expected replacement of
benchmarks, including the key London Interbank Offered Rate ("LIBOR") with alternative benchmark rates introduces a number
of risksfor us, our clients, and the financia servicesindustry more widely. Thisincludes, but is not limited to:

»  Legal risks, as changes required to documentation for new and existing transactions may be required;
e Financia risks, arising from any changes in the valuation of financial instruments linked to benchmark rates;
»  Pricing risks, as changes to benchmark indices could impact pricing mechanisms on some instruments;

e Operational risks, duetothepotential requirement to adapt | T systems, tradereporting infrastructure, operational processes
and controls; and

*  Conduct risks, through potential material, adverse, impact on customersor financial markets, and engagement during the
transition period.

The benchmark specifications together with the timetable and mechanisms for implementation have not yet been agreed across
theindustry and regulatory authorities. Accordingly, it is not currently possible to determine whether, or to what extent, any such
changes would affect us. However, the implementation of alternative benchmark rates may have a material adverse effect on our
financial condition, customers and operations.

We could incur losses or be required to hold additional capital as a result of model limitations or failure. We use models
for a range of purposes in managing our businesses, including regulatory capital calculations, stress testing, credit approvals,
financial crime and fraud risk management and financial reporting. We could face adverse consequences as a result of decisions,
which may lead to actions by management, based on models that are poorly devel oped, implemented or used, or as aresult of the
model ed outcome being misunderstood or the use of such information for purposes for which it was not designed. We hold capital
for known risks and limitations of our models as appropriate. If additional weakness in a model is discovered or if a model is
shown to have failed, we may be required to hold more capital. Risks arising from use of models could have a material adverse
effect on our businesses, financia condition and/or results of operations, minimum capital requirements and reputation.

Regulatory scrutiny and supervisory concerns over the use by banks of models is considerable, particularly the internal models
and assumptions used by banks in the application of the stress testing exercise and in the calculation of regulatory capital.

Management projections, estimates and judgments based on historical performance may not be indicative of our future
performance. Our management is required to use certain estimates in preparing our financial statements, including accounting
estimates to determine loan loss reserves, reserves related to litigation, deferred tax assets and the fair market value of certain
assets and liabilities, including goodwill and intangibles, among other items. In particular, loan |oss reserve estimates and certain
asset and liability val uations are subject to management'sjudgment and actual results areinfluenced by factors outside our control.
To the extent historical averages of the progression of loansinto stages of delinquency or the amount of loss realized upon charge-
off are not predictive of future losses and management is unable to accurately evaluate the portfolio risk factors not fully reflected
in historical models, unexpected additional losses could result. Similarly, to the extent assumptions employed in measuring fair
valueof assetsand liabilitiesnot supported by market pricesor other observable parametersdo not sufficiently capturetheir inherent
risk, unexpected additional losses could result.
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We are required to establish avaluation allowance for deferred tax assets and record a charge to income or equity if we determine,
based on available evidence at the time the determination is made, that it is more likely than not that some portion or all of our
deferred tax assetswill not be realized. In evaluating the need for a valuation allowance, we estimate future taxable income based
on management approved business plans, future capital requirements and ongoing tax planning strategies. This eval uation process
involves significant management judgment about assumptions that are subject to change from period to period. The recognition
of deferred tax assets requires management to make significant judgments about future earnings, the periods in which items will
impact taxableincome, future corporate tax rates and the application of inherently complex tax laws. The use of different estimates
can result in changes in the amounts of deferred tax items recognized, which can result in equity and earnings volatility because
such changes are reported in current period earnings. See Note 16, "Income Taxes," in the accompanying consolidated financial
statements for additional discussion of our deferred tax assets.

Our financial statements depend on our internal controls over financial reporting. The Sarbanes-Oxley Act of 2002 requires
our management to evaluate our disclosure controls and procedures and internal control over financial reporting. We are required
to disclose, in our annual report on Form 10-K, the existence of any "material weaknesses' in our internal control over financial
reporting. In acompany as large and complex as ours, lapses or deficiencies, including significant deficiencies, in internal control
over financial reporting may occur fromtimeto timeand we cannot assureyou that wewill not find one or more material weaknesses
as of the end of any given year.

Changes in accounting standards are beyond our control and may have a material impact on how we report our financial
results and condition. Our accounting policies and methods are fundamental to how we record and report our financial condition
and results of operations. From time to time, the FASB, the IASB, the SEC and our bank regulators, including the OCC and the
FRB, changethefinancial accounting and reporting standards, or theinterpretati on thereof, and guidance that governthe preparation
and disclosure of external financial statements. These changes are beyond our control, can be hard to predict and could materially
impact how we report and disclose our financial results and condition, including our segment results. For example, the FASB's
new guidance on expected credit losses will likely, among other things, significantly change how we measure credit impairment
on our loan portfolios, which will also affect the level of deferred tax assets that we recognize. We could be required to apply a
new or revised standard retroactively, resulting in our restating prior period financial statementsin material amounts. We may, in
certain instances, change a business practice in order to comply with new or revised standards. For further discussion see Note 2,
"Summary of Significant Accounting Policiesand New Accounting Pronouncements,” in the accompanying consolidated financial
statements.

Key employees may be difficult to attract or retain due to talent available in the market and the improved economic
environment. Our employees are our most important resource and, in many areas of the financial servicesindustry, competition
for qualified personnel isintense. Employee fatigue, relocations, and external competition targeting top talent could have impacts
on attrition. If we were unable to continue to attract, develop and retain qualified key employees to support the various functions
of our businesses, our performance, including our competitive position, could be impacted. Any future limitations on executive
compensation imposed by legislation or regulation could adversely affect our ability to attract and maintain qualified employees.
Intheimproved economic environment, wemay faceincreased difficulty in retaining top performersand critical skilled employees.
If key personnel wereto leave us and equally knowledgeabl e or skilled personnel are unavailablewithin the HSBC Group or could
not be sourced inthe market, our ability to manage our businesses, in particul ar through any future difficult economic environment
may be compromised.

Significant reductions in pension assets may require additional financial contributions from us. Certain employees are
eligibleto participatein the HSBC North Americaqualified defined benefit pension plan, which has been frozen. At December 31,
2018, plan assets were lower than projected plan liabilities resulting in an under-funded status. The accumulated benefit obligation
exceeded the fair value of the plan assets by approximately $302 million. As these obligations relate to the HSBC North America
pension plan, only a portion of this deficit could be considered our responsibility. We and other HSBC North America affiliates
with employees participating in this plan will be required to make up this shortfall over anumber of years as specified under the
Pension Protection Act. This can be accomplished through direct contributions, appreciation in plan assets and/or increases in
interest ratesresultinginlower liability valuations. See Note 20, " Pension and Other Postretirement Benefits," intheaccompanying
consolidated financial statements for further information concerning the HSBC North America defined benefit plan.

Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties

The principal executive offices of HSBC USA and HSBC Bank USA arelocated at 452 Fifth Avenue, New York, New York 10018.
The main office of HSBC Bank USA is located at 1800 Tysons Blvd., Suite 50, Tysons, Virginia 22102. HSBC Bank USA has
145 branches in New York, 35 branches in California, 17 branches in Florida, 9 branches in New Jersey, 7 branchesin Virginia,
4 branches in Washington, 3 branches in Connecticut, 3 branches in Maryland, 2 branches in the District of Columbia and 2
branches in Pennsylvania at December 31, 2018. We also have 5 representative officesin New York, 4 in California, 2 each in
Florida, Texas, New Jersey and Massachusetts, and 1 in each of Colorado, the District of Columbia, Delaware, Georgia, Illinois,
North Carolina, Oregon, Pennsylvania and Washington.

Item 3. Legal Proceedings

SeeNote 28, "Litigation and Regulatory Matters," inthe accompanying consolidated financial statementsfor our legal proceedings
disclosure, which isincorporated herein by reference.

Item 4. Mine Safety Disclosures

Not applicable.

PART II

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

HSBC USA'scommon stock isnot publicly traded. Asof the date of thisfiling, HSBC North Americawasthe sole holder of HSBC
USA's common stock. No dividends were paid on the common stock outstanding during either 2018 or 2017.
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Item 6. Selected Financial Data

Year Ended December 31, 2018 2017 2016 2015 2014
(dollars are in millions)

Statement of Income (Loss) Data:

NEL INLErESt INCOME.......cuerieereiirereieieee s $ 2252 $ 2273 $ 2484 $ 2470 $ 2304
Provision for credit [0SSes..........ccccocciicicccccccccc, (73) (165) 372 361 188
Total OthEr FEVENUES.........coecveerecteecte et 1,899 2,002 1,404 1,735 1,657
Operating EXPENSES.........crirerieeee e 3,638 3,391 3,298 3,284 3,475
Income before iNCOME taX........cccvveveveerieriereereeeeeee e 586 1,049 218 560 298
Income tax expense (DENEfit) ... 266 1,228 89 230 (56)
Net iNCOME (10SS) ......vmmiiieiciece s $ 320 $ (179) $ 129 $ 330 $ 354
Balance Sheet Data at December 31: -
Loans:
Real estate, including construction ...........ccccceeeeenecniennens $ 11344 $ 10533 $ 10,890 $ 10,000 $ 10,300
Business and corporate banking..........ccceveeereereerenieniennnns 13,066 12,504 14,080 14,365 13,878
Global banKing.........ccoeeivirriiriseeesee s 20,167 20,088 23,481 29,905 25,507
Other COMMENCIal.......c.ccveevieeeieceeceee e 4,765 9,910 5,765 8,183 8,402
Total COMMEICIA .......ceeiiiiecie e 49,342 53,035 54,216 62,453 58,087
Residential MOrtgagesS.......coevvvveveriereseereereeseeeseseneens 17,383 17,273 17,181 17,758 16,661
Home equity MOrgages ........ccccvereererereeneeiereereseseseeaens 982 1,191 1,408 1,600 1,784
(O o ] oo 1 1,019 721 688 699 720
Other CONSUMES ........ccviiieeieeeerte e 252 343 382 407 489
TOtAl CONSUMEY .....ooiveeieiieeiteiteete ettt ere e sre s 19,636 19,528 19,659 20,464 19,654
TOtAl |OBNS......ccueeceiectee ettt 68,978 72,563 73,875 82,917 77,741
Loans held fOr SAl€.......coovieeveieeieceeciecec e 512 715 1,809 2,185 612
TOAl BSSELS.....ccveeceeieiteecteetee et 172,448 187,235 201,301 188,278 185,539
Total dEPOSITS......ccveeeeeeeeee e 110,955 118,702 129,248 118,579 116,118
Long-term debt...... oo 30,628 34,966 37,739 33,509 27,524
Preferred StOCK ........covvereereeirere st 1,265 1,265 1,265 1,265 1,565
COMMON EOUILY ...ttt et ene s 19,241 18,829 19,090 19,260 15,402
L0 = 1= o 0 Y/ 20,506 20,094 20,355 20,525 16,967
Tangible eqUity™..........o..ovveoeeeeeeeeeeeeeeeeeeeeeeeee e 17,613 17,194 17,444 17,607 13,743

30



HSBC USA Inc.

Year Ended December 31, 2018 2017 2016 2015 2014

Selected Financial Ratios:
Rate of return on average:

TOLAl BSSELS......cveveirerieteerer s 2% (D% 1% 2% 2%
Risk-weighted 8SSetsS ..o .3 (.1 1 2 3
COMMON EQUILY ..ottt 13 1.3 3 14 18
Tangible CommOon eQUILY ... 1.4 (1.4) 3 1.6 2.1
TOA EOUILY cvvveooveeereeeereeseesseeeeesssesessesesssessssseessssesssssesssssnesees 1.6 (9 6 17 2.1
NS T L= =S 0= o T T 1.42 1.28 1.28 1.35 1.43
L0aNS 10 dEPOSItS Fatio® ..........eeeeeeeeeeeeee e 75.02 73.70 75.67 93.07 91.94
EffiCIBNCY FaliO. ..o 87.6 79.3 84.8 78.1 87.7
Allowance asapercent of 10aNS .............coooeeeeeorereeeseeeeeeeeeseeeens 78 94 1.38 1.10 .87
Commercial allowance as apercent of 10aNS™...........ooveveevevernennn. 93 1.15 1.72 1.25 .85
Commercial net charge-off ratio®™ ...........o.cooeooeeeeveeeeeeeeeseeeeseeenn. .09 30 34 10 .06
Consumer allowance as a percent of 10ans™ ............occoovvevvvvevcrnnen. 42 37 44 .65 .96
Consumer two-months-and-over contractual delinquency .............. 2.05 2.48 4.05 4,56 5.59
Consumer net charge-off ratio™ ............coocoovooveoreeeeeceseeseeeseessee 13 11 33 32 43
Common equity Tier 1 capital to risk-weighted assets.................... 13.6 14.2 13.7 12.0 10.3
Tier 1 capital to risk-weighted assets........cocvveveverenenereeeeeeens 14.6 15.3 145 12.6 114
Total capital to risk-weighted assetS.......ccvevevenvennenee e 17.2 184 18.3 16.5 15.8
Tier 11eVerage ratio......ccoovveveevreecirenee s 11.0 9.9 9.2 9.5 85
Supplementary leverage ratio™ ...........coooeroereieeeereessesresesesneons 7.6 7.3 6.5 N/A N/A
Total equity 1O total @SSELS........ccoveereirreeeerrr s 11.9 10.7 10.1 10.9 9.1

@ The following table provides a reconciliation of common equity to tangible common equity:

Year Ended December 31, 2018 2017 2016 2015 2014
(dollars are in millions)

COMMON EOUITY ...ttt nenees $ 19241 $ 18829 $ 19090 $ 19260 $ 15402

LESS: GOOAWIIl ..voovvvervevaeeesesieesseeesssesessssss e sssessssssnsssnsess s sssessssessssnssssnns 1,607 1,607 1,612 1,612 1,612

Less: Intangible assets - purchased credit card relationships. 21 28 34 41 47

Tangible COMMON EQUILY .......cvrureeeeerireeteereeeeisesesees e ssesesssessesesssessesssssessenssnsns $ 17613 $ 17194 $ 17444 $ 17607 $ 13743

@ Represents period end loans, net of allowancefor |oan losses, asa percentage of core deposits as cal culated 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.

®  Excludesloans held for sale.
@ In 2016, we began publicly disclosing our supplementary leverage ratio.
N/A Not Applicable
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

Certain matters discussed throughout this Form 10-K are forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. In addition, we may make or approve certain statements in future filings with the United States
Securitiesand Exchange Commission ("SEC"), in pressreleases, 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 areintended to identify forward-looking statements
but should not be considered as the only means through which these statements may be made. These matters or statements will
relate to our future financial condition, economic forecast, results of operations, plans, objectives, performance or business
developments and will involve known and unknown risks, uncertainties and other factors that may cause our actual results,
performance or achievements to be materially different from that which was expressed or implied by such forward-looking
statements.

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

e uncertainty concerning the future market and economic conditions in the United States and abroad, including but not
limited to, changesin interest rates, energy prices and unemployment levels, a declinein housing prices, the availability
of credit and liquidity, changesin consumer confidence and consumer spending and behavior, consumer perception asto
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");

» changesin laws and regulatory requirements;

« thepotential impact of any legal, regulatory or policy changes affecting financial institutions and the global economy as
aresult of the current Administration in the U.S;;

« theability to deliver on our regulatory priorities;

e capital and liquidity requirements under Basel guidance, the Federal Reserve Board's ("FRB") Comprehensive Capital
Anaysisand 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 regquirements 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 requirementsintheU.S. andinnon-U.S. jurisdictionstofacilitate thefuture orderly resolution of largefinancial
institutions;

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

* theability of HSBC Holdings plc ("HSBC" and, together with its subsidiaries, "HSBC Group") and HSBC Bank USA,
National Association (together withitssubsidiaries, "HSBC Bank USA™) tofulfill the requirementsimposed by applicable
consent orders or guidance from regulators generally;

« theuseof usasaconduit for illegal activities without our knowledge by third parties;

» theability to successfully manage our risks;

» thepossibility of the inadequacy of our data management and policies and processes;

» thefinancial condition of our clients and counterparties and our ability to manage counterparty risk;

«  concentrations of credit and market risk;

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

e theability to implement our business strategies;

» theability to successfully implement changes to our operational practices as needed and/or required from time to time;
e damageto our reputation;

« theability to attract and retain customers and to attract and retain key employees;
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» the effects of competition in the markets where we operate including increased competition from non-bank financial
services companies, including securities firms;

» theeffectsof operational risksthat are inherent in banking operations, including fraudulent and other criminal activities,
breakdowns in processes or procedures and systems failure or non-availability;

» disruptioninour operationsfrom theexternal environment arising from eventssuch asnatural disasters, global pandemics,
acts of war, terrorist attacks, or essential utility outages;

« afailurein or abreach of our operation or security systems or infrastructure, or those of third party servicers or vendors,
including as aresult of cyberattacks;

» theability of third party suppliers, outsourcing vendors, off-shored functionsand our affiliatesto provideadequate 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;

» afailureinour internal controls;

e our ability to meet our funding requirements;

» adverse changesto our credit ratings;

« financia difficulties or credit downgrades of mortgage bond insurers;
e our ability to cross-sell our products to existing customers;

e 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;

«  continued heightened regul atory scrutiny with respect to existing and futureresidential mortgage servicing and foreclosure
practices, with particular focus on loss mitigation, foreclosure prevention and outsourcing;

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

e changesin the methodology for determining benchmark rates;

» 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 modé limitations or falure;
» thepossibility of incorrect interpretations, application of or changesin tax laws to which we and our clients are subject;

e additional financia contribution requirements to the HSBC North America Holdings Inc. ("HSBC North America")
pension plan;

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

» theother risk factors and uncertainties described under Item 1A, "Risk Factors,” in thisAnnual Report on 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. For more

information about factorsthat could cause actual resultsto differ materially from thosein the forward-looking statements, see ltem
1A, "Risk Factors," in thisAnnua Report on Form 10-K.

33



HSBC USA Inc.

Executive Overview

HSBC USA isawholly-owned subsidiary of HSBC North America, which isanindirect 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' or "our."

2018 Economic Environment The U.S. economy continued to grow during 2018. U.S. Gross Domestic Product ("GDP") for 2018
has not yet been reported, but is expected to show a higher annual growth rate than 2017's GDP annual growth rate, whileinflation
in 2018 averaged near the FRB's target inflation rate. During 2018, the FRB continued reducing its holdings of U.S. Treasury
bonds and mortgage-backed securities and, in December 2018, the FRB increased short-term interest rates by 25 basis points, the
fourth such rate increase of the year. However, the FRB has indicated that any further increases in short-term interest rates will
depend on future economic conditions. The U.S. economy added over 2.6 million jobs during 2018 and the total unemployment
rate fell to 3.9 percent at December 2018 as compared with 4.1 percent at December 2017.

Although the U.S. economy continued to grow, uncertainty concerning the future economic environment, including anticipated
slower growth, increased significantly during the fourth quarter. The sustainability of economic growth will be determined by
numerous other variables including consumer sentiment, energy prices, credit market volatility, employment levels and housing
market conditions which will impact corporate earnings and the capital markets. Concerns over higher interest rates, inflation,
domestic and global policy issues, U.S. trade policy and geopalitical events as well as the implications of those events on the
marketsin general further add to global uncertainty. Higher interest rates, in combination with global economic conditions, fiscal
and monetary policy and thelevel of regulatory and government scrutiny of financial institutionswill continueto impact our results
in 2019 and beyond.

2018 Events

e InJune 2018, the Office of the Comptroller of the Currency ("OCC") terminated the 2010 consent cease and desist order
and the 2012 enterprise-wide compliance consent order. In August 2018, the FRB terminated the 2010 consent cease and
desist order entered into by our parent, HSBC North America. In September 2018, the OCC terminated the second OCC
consent order entered into in 2012 by HSBC Bank USA which, among other things, required the bank to correct the
circumstances noted in the OCC's report and imposed certain restrictions on HSBC Bank USA.

* InOctober 2018, HSBC North Americaand certain subsidiariesreached an agreement with the U.S. Department of Justice
("DOJ") toresolvethe DOJsinvestigation of their legacy securitization, i ssuanceand underwriting of residential mortgage-
backed securities issued between 2005 and 2007. Under the terms of the agreement, HSBC North America, without
admitting liability or wrongdoing under the Financial Industry Reform, Recovery and Enforcement Act, paid a $765
million civil monetary penalty, of which $492 million was paid by HUSI and was recorded as a charge to other expenses
during 2018. For additional discussion, see Note 28, "Litigation and Regulatory Matters," in the accompanying
consolidated financial statements.

Performance, Developments and Trends Net income (loss) was income of $320 million during 2018 compared with a loss of
$179 million and income of $129 million during 2017 and 20186, respectively. Our net lossin 2017 reflects the impact of the Tax
Cutsand JobsAct ("Tax Legislation") enacted in December 2017 which lowered the Federal corporateincometax rateto 21 percent
effective January 1, 2018 and resulted in an increase to our income tax provision of approximately $865 million due to a lower
carrying value of our net deferred tax asset.

Income before income tax was $586 million during 2018 compared with $1,049 million and $218 million during 2017 and 2016,
respectively. The decrease in income before income tax in 2018 compared with 2017 was due to higher operating expenses driven
by expense recorded in 2018 related to the settlement of a mortgage securitization legal matter as discussed above, lower other
revenues which reflect the non-recurrence of a gain recorded in 2017 on the sale of Visalnc. ("Visa') Class B common shares
("Class B Shares"), lower releasesin the provision for credit losses and lower net interest income. The increase in income before
incometax in 2017 compared with 2016 reflects higher other revenues driven by higher gains on sales of Visa Class B Shares and
alower provision for credit losses, partially offset by lower net interest income and higher operating expenses.
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Our reportedresultsinall periodswereimpacted by certainitemsmanagement believesto besignificant, which distort 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:

Year Ended December 31, 2018 2017 2016
(in millions)

Income before inCome tax, as rEPOIEd..........ccureirieirerere e $ 586 $ 1049 $ 218

Expense related to the settlement of certain mortgage loan legal matters...........ccceceveeeenne 516 — —

COSIS O BCNIBVEM ..ottt en e — 222 113

Gains on sales of Visalnc. Class B common sharesto athird party, net®.............c..ccoooevveen, 7 (308) (72)
Loss on partia settlement of HSBC North America pension obligation..........ccccccevevvevenenne — 35 —

AJUSLE PEITOIMENCED ...ttt e e ee s eseese e s e s s snesesenees $ 1,109 $ 998 $ 260

@ Reflects transformation costs incurred through 2017 to deliver the cost reduction and productivity outcomes outlined in the HSBC Investor Updatein June
2015. See "Results of Operations' for amore detailed discussion of these costs.

@ 1n2018, includesaloss of $7 million related to achangein the Visa Class B Share conversion rate announced by Visaasaresult of the outstanding litigation
for which we retained the associated risk. See Note 26, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements,” in the accompanying
consolidated financial statements for additional information. In 2017, the amount also includes expense of $4 million related to subsequent fair value
movements on the swap agreements to retain litigation risk prior to completion of the final VISA Class B common share sae.

®  Represents anon-U.S. GAAPfinancial measure.

Excluding the collective impact of the items in the table above, our adjusted performance during 2018 increased $111 million
compared with 2017 due primarily to higher other revenues driven by higher trading revenue, partially offset by lower releasesin
the provision for credit losses and lower net interest income. Excluding the collective impact of the items in the table above, our
adjusted performance during 2017 increased $738 million compared with 2016 due to alower provision for credit losses, higher
other revenues driven by higher trading revenue, higher fair value option revenue and higher other income, as well as lower
operating expenses, partially offset by lower net interest income.

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.

Future Prospects Our operations are dependent upon our ability to grow revenues, maintain stable deposit balances and, to a
lesser extent, access the global capital markets. Numerous factors, both internal and external, may impact our access to, and the
costs associated with, both retail and wholesale sources of funding. These factors may include our debt ratings, overall economic
conditions, overall market volatility, the counterparty credit limits of investorsto the HSBC Group asawhole and the effectiveness
of our management of credit risks inherent in our customer base.

Our results are also impacted by general global and domestic economic conditions, including employment levels, housing market
conditions, property valuations, interest rates and legislative and regulatory changes, all of which are beyond our control. Changes
ininterest rates generally affect both the rates we charge to our customers and the rates we pay on our borrowings. Achieving our
profitability goals in 2019 is largely dependent upon macroeconomic conditions which include the interest rate environment,
housing market conditions, unemployment levels, market volatility, energy prices and our ability to attract and retain loans and
deposits from customers, al of which could impact trading and other revenue, net interest income, loan volume, loss provision
and ultimately our results of operations.

35



HSBC USA Inc.

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:

Year Ended December 31, 2018 2017 2016
(in millions)
Profit beforetax — U.S. GAAPDESIS........cooiieececece e $ 586 $ 1,049 $ 218
Adjustments:
Expected credit 10SSeS/ 10an impPairMmENt...........cooererereeereseneee s 124 (29) 7
(o7 g Mo g To T4 7= 1 o] o [OOSR 18 5 2
DEPOSIT INCENTIVES.....cueieieieeeeeter ettt bbb bbb e e e e eneeaas 11 — —
Pension and other postretirement benefit COSES.......covvininninninee e 8 94 19
PrOPEITY ..ttt bbb bbb bbbt 8) (11) (19)
LoanNS held fOr SBlE.......c.ciiicccce s (18) (150) 60
Structured Notes and dEPOSITS............cciiiiiicii — (85) —
L 1T ST ETTSPTTST 8 27 21
Profit before tax — Group RepOrting BaSIS..........coueeerirerirereniere e $ 729 % 9200 $ 294

The significant differences between U.S. GAAP and the Group Reporting Basis as they impact our results are summarized in
Note 23, "Business Segments,” in the accompanying consolidated financial statements. Differences in reported profit before tax
in the table above that were individually significant for the years presented are explained bel ow.

During 2018, reserve releases were recorded under both the Group Reporting Basis and U.S. GAARP, though the releases were
higher under the Group Reporting Basis. The higher reserve releases under the Group Reporting Basis were primarily due to
releases associated with a single client relationship driven by improvementsin credit conditions which resulted in reclassification
from'stage 2' (which requires alifetime ECL estimate) to 'stage 1' (which requires a 12-month ECL estimate) and other modeling
factors as well as a reduction of ECL associated with oil and gas clients. In addition, reserve releases driven by paydowns, sales
and maturities were partialy offset by the impact of downgrades, which was more pronounced under U.S. GAAP, aswell as a
provision under U.S. GAAP for risk factors associated with geopolitical risks and market volatility inherent in certain segments
of the portfolio.

In 2017, pension expense was higher under U.S. GAAPdue primarily to theimpact of HSBC North Americacompleting alimited-
timelump sum offer toformer vested HSBC North AmericaPension Plan empl oyees. Under the Group Reporting Basis, completion
of the offer resulted in a benefit from reducing HSBC North America's net under-funded status, while under U.S. GAAP, this
benefit was more than offset by expense from an acceleration of a portion of the Plan's actuarial losses which had been reflected
in HSBC North America's accumul ated other comprehensive income. Under the Group Reporting Basis, these actuarial losses are
recorded directly to retained earnings.

In 2017, losses on loans held for sale were higher under the Group Reporting Basis primarily due to the lower of cost or market
adjustments recorded on residential mortgage |oans in previous periods under U.S. GAAP.

Beginning January 1, 2018, HSBC concluded that achangeinaccounting policy and presentationfromtrading liabilitiestoliabilities
designated under the fair value option for structured notes and deposits under the Group Reporting Basis would be appropriate
sinceit would better align with the presentation of similar financial instruments by peers under IFRSs and therefore provide more
relevant information about the effect of these financial liabilities on reported financia position and performance. As aresult, the
fair value movement on structured notes and deposits attributable to our own credit spread is now being recorded in other
comprehensive income (loss) under the Group Reporting Basis, consistent with U.S. GAAP. In 2017, fair value movement on
structured notes and deposits attributable to our own credit spread was recorded in trading income under the Group Reporting
Basis.
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Critical Accounting Policies and Estimates

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

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

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

Allowance for Credit Losses Because welend money to others, we are exposed to the risk that borrowers may not repay amounts
owed to uswhen contractually due. Consequently, we maintain an allowancefor credit |ossesthat reflects our estimate of probable
incurred losses in the existing loan portfolio. Allowance for credit loss estimates are reviewed periodically and adjustments are
reflected through the provision for credit losses in the period they become known. Our risk and finance departments share
responsibility for establishing appropriate levels of allowances for credit losses inherent in our various loan portfolios and they
assess and independently approve our allowance for credit losses. We believe the accounting estimate relating to the allowance
for credit lossesisa"critical accounting estimate” for the following reasons:

e Changesin the provision can materially affect our financial results;

» Estimates related 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, which are highly uncertain; and

« Theallowance for credit lossesis influenced by factors outside of our control such as borrower performance, economic
conditions such as industry and business trends and trends in housing markets and interest rates, energy prices,
unemployment, bankruptcy trends, geopolitical events and the effects of laws and regulations.

Because our estimates of the allowance for credit losses involve judgment and are influenced by factors outside of our control,
there is uncertainty inherent in these estimates. Our estimate of probable incurred credit losses isinherently uncertain because it
is highly sensitive to changes in economic conditions which influence growth, industry and business performance, bankruptcy
trends, trendsin housing markets and interest rates, delinquency rates and the flow of |oans through various stages of delinquency,
the realizability of any collateral and actual 10ss experience. Changes in such estimates could significantly impact our allowance
and provision for credit losses.

Asanillustration of theeffect of changesin estimatesrel ated to theallowancefor credit losses, a10 percent changein our projection
of probable net credit losses on our loans would have resulted in a change of approximately $54 million in our allowance for credit
losses at December 31, 2018.

Our allowance for credit losses is based on estimates and is intended to be adequate but not excessive. The allowance for credit
losses is regularly assessed for adequacy. The allowance for credit losses, which is carried as a reduction to loans on the balance
sheet includes reserves for inherent probable credit |osses associated with all loans outstanding. A reserve is also maintained for
off-balance sheet risk, which is recorded in other liabilities and includes probable and reasonably estimable credit losses arising
from off-balance sheet arrangements such as letters of credit and undrawn commitments to lend.

The alowances include amounts calculated for specific individual loan balances and for collective loan portfolios depending on
the nature of the exposure and the manner in which risks inherent in that exposure are managed.

* All commercial loans in a nonaccrual status that exceed $500,000 and all consumer and commercial troubled debt
restructurings ("TDR Loans") are evaluated individually for impairment. Reserves against impaired |loans are determined
primarily based on the present value of expected future cash flows, discounted at theloan's original effectiveinterest rate,
or asapractica expedient, the fair value of the collateral if the loan is collateral dependent or, for commercia loans, the
observable market price if the loan istraded in the market.
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» Loansthat arenot individually evaluated for impairment are pool ed into homogeneous categories of loansand collectively
evaluated to determineif it is deemed probable, based on historical data and other environmental factors, that aloss has
been incurred even though it has not yet manifested itself in a specific loan.

We estimate probable losses for pools of homogeneous consumer loans and certain small business loans which do not qualify as
TDR Loans using aroll rate migration analysis that estimates the likelihood that aloan will progress through the various stages
of delinquency and ultimately charge-off based upon recent performance experience of other loansin our portfolio. Thismigration
analysis incorporates estimates of the period of time between a loss occurring and the confirming event of its charge-off. This
analysis also considers delinquency status, |oss experience and severity and takes into account whether borrowers have filed for
bankruptcy or have been subject to account management actions, such as the re-age or modification of accounts. We also take into
consideration the loss severity expected based on the underlying collateral, if any, for the loan in the event of default based on
historical and recent trends which are updated monthly based on arolling average of several months' data using the most recently
available information and is typically in the range of 20-40 percent for residential mortgages and 70-100 percent for home equity
mortgages. At both December 31, 2018 and 2017, lessthan 1 percent of our second lien home equity mortgages for which thefirst
lien residential mortgage is held or serviced by us and has a delinquency status of 90 days or more delinquent were less than 90
days delinquent and not considered to be a TDR Loan or aready recorded at fair value less cost to sell.

An advanced credit risk analysis methodology is utilized to support the estimation of incurred losses inherent in pools of
homogeneous commercial loans and off-balance sheet risk. This methodology uses the probability of default from the customer
risk rating assigned to each counterparty together with the estimated |oss emergence period (estimate of the period of time between
aloss occurring and the confirming event of its charge-off) of the separate portfolios. The "Loss Given Default” rating assigned
toeachtransactionor facility isbased onthecollateral securing thetransaction and the measure of exposure based on thetransaction.
A suite of models, tools and templates is maintained using quantitative and statistical techniques, which are combined with
management'sjudgment to support the assessment of each transaction. Thesewere developed usinginternal dataand supplemented
with data from external sources which was judged to be consistent with our internal credit standards. These advanced measures
are applied to the homogeneous credit pools to estimate the required allowance for credit losses.

In addition, loss reserves on consumer and commercia loans are maintained to reflect our judgment of portfolio risk factorswhich
may not be fully reflected in the statistical calculations or when historical trends are not reflective of current inherent lossesin the
portfolio. Portfolio risk factors considered in establishing the allowance for credit losses on loans include, as appropriate, growth,
including new lending markets and customer concentrations, product mix and risk selection, unemployment rates, bankruptcy
trends, geographic concentrations, loan product features such as adjustable rate loans, economic conditions such as trends in
housing markets, interest rates and industry and business performance, portfolio seasoning, account management policies and
practices, model imprecision, changes in underwriting practices, current levels of charge-offs and delinquencies, changesin laws
and regul ations, geopalitical risksand market volatility, customer concentration and other factorswhich can affect payment patterns
on outstanding loans such as natural disasters. We al so consider key ratios such as allowance as apercentage of loansin devel oping
our allowance estimates.

The results from the consumer roll rate analysis, commercial analysis and the specific impairment reserving process are reviewed
each quarter by theWholesaleand Retail Allowancefor Loan Losses Committees. These committeesal so consider other observable
factors, both internal and external to us in the general economy, to ensure that the estimates provided by the various models
adequately include all known information at each reporting period.

Goodwill Impairment Goodwill is not subject to amortization but is tested for possible impairment at least annually or more
frequently if eventsor changesin circumstancesindicatethat it ismorelikely than not that the asset might beimpaired. Impairment
testing requires that the fair value of each reporting unit be compared with its carrying amount, which is determined on the basis
of capital invested in the unit including attributable goodwill. We determine the invested capital of areporting unit by applying to
the reporting unit's risk-weighted assets a capital charge that is consistent with the targets assigned and monitored through our
capital management monitoring framework, and additionally, allocating to each reporting unit the remaining carrying amount of
HUSI's net assets. Accordingly, the entire carrying amount of HUSI's net assetsis allocated to our reporting units. Significant and
long-term changesin theapplicablereporting unit'sindustry and rel ated economi ¢ conditionsare considered to be primary indicators
of potential impairment due to their impact on expected future cash flows. In addition, shorter-term changes may impact the
discount rate applied to such cash flows based on changesin investor requirements or market uncertainties. In evaluating possible
impairment, specific factors we consider are: (a) the observance of material changes to business plan information (e.g., financia
forecasts); (b) significant increasesin observed peer group discount rates; (c) significant announced or planned businessdivestitures;
(d) the margin by which the fair value of each reporting unit exceeded the carrying amount at the previous testing date; (€)
deteriorationin macroeconomic, industry or market conditionsthat havenot yet beenrefl ected inthelatest businessplaninformation,
if any, and; (f) other relevant events specific to the reporting unit (e.g., changes in management, strategy or customers, capital
allocation or litigation).

The determination of fair value as part of the impairment testing of our goodwill is a"critical accounting estimate”" due to the
significant judgment required in the use of the fair value approaches. We utilize the market approach and the discounted cash flow
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method to determine fair value. The market approach focuses on valuation multiples for reasonably similar publicly traded
companies and also considers recent market transactions. The discounted cash flow method includes such variables as revenue
growthrates, expensetrends, interest ratesand terminal values. Based on an eval uation of key dataand market factors, management's
judgment is required to select the specific variables to be incorporated into the models. Additionally, the estimated fair value can
be significantly impacted by the risk adjusted cost of capital percentage used to discount future cash flows. The risk adjusted cost
of capital percentageisderived from an appropriate capital asset pricing model, which itself depends on anumber of financial and
economic variables which are established on the basis of those believed to be used by market participants. Because our fair value
estimate involves judgment and is influenced by factors outside our control, it is reasonably possible our judgment could change.
When management'sjudgment isthat the anticipated cash flows have decreased and/or the cost of capital percentage hasincreased,
the effect will be alower estimate of fair value. If the fair value of the reporting unit is determined to be lower than the carrying
amount, an impairment charge may be recorded and net income (loss) would be negatively impacted.

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

We have established July 1 of each year as the date for conducting our annual goodwill impairment assessment. We continue to
utilize a two-step approach to test our goodwill for impairment. The first step, used to identify potential impairment, involves
comparing each reporting unit's fair value to its carrying amount, including goodwill. If the fair value of areporting unit exceeds
its carrying amount, including allocated goodwill, there is no indication of impairment and no further procedures are required. If
the carrying amount including allocated goodwill of the reporting unit exceeds the unit's fair value, a second step is performed to
quantify the impairment amount, if any. If theimplied fair value of goodwill as determined using the same methodology as used
in a business combination is less than the carrying amount of goodwill, an impairment charge is recorded for the excess. Any
impai rment charge recognized cannot exceed the amount of goodwill assigned to areporting unit. Subsequent reversals of goodwill
impairments are not permitted. During the third quarter of 2018, we completed our annual impairment test of goodwill and
determined that the fair value of al of our reporting units exceeded their carrying amounts, with the fair value of each reporting
unit being 159 percent or more of book value, including allocated goodwill.

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

Valuation of Financial Instruments A significant portion of our financial assets and liabilities are carried at fair value. These
include trading assets and liabilities, derivatives held for trading or used for hedging, securities available-for-sale and equity
securities. Furthermore, we have el ected to measure specific assetsand liabilities at fair value under thefair value option, including
certain commercial loans held for sale, certain securities purchased and sold under resale and repurchase agreements, structured
deposits, structured notes, and certain of our own debt issuances. Fair value is defined as the price that would be received to sell
anasset or paidtotransfer aliability inan orderly transaction between market participantsat the measurement date. Whereavailabl e,
we use quoted pricesto determine fair value. If quoted prices are not available, we base fair value on models using inputs that are
either directly observable or are derived from and corroborated by market data.

Valuation of Major Classes of Assets and Liabilities - Fair value measurement accounting principles establish afair value hierarchy
structure that prioritizesthe inputsto determinethe fair value of an asset or liability (the "Fair Value Framework™). The Fair Vaue
Framework establishes a three-tiered fair value hierarchy as discussed further in Note 27, "Fair Value Measurements,” in the
accompanying consolidated financial statements. Classification within thefair value hierarchy is based on the lowest hierarchical
level input that is significant to the fair value measurement. As such, the classification of afinancial asset or liability within the
fair value hierarchy is dynamic in that the asset or liability could be transferred to other hierarchy levelsin each reporting period
as aresult of price discovery. We review and update our fair value hierarchy classifications quarterly. Changes from one quarter
to the next related to the observability of theinputsinto afair value measurement may result in areclassification between hierarchy
levels. Level 3 assets as apercentage of total assets measured at fair value were approximately 2.9 percent at December 31, 2018.

Imprecision in estimating unobservable market inputs can impact the amount of revenue, expense or other comprehensive income
(loss) recorded for a particular financial instrument. While we believe our valuation methods are appropriate, the use of different
methodol ogies or assumptionsto determinethefair value of certain financial assetsand liabilitiescould resultinadifferent estimate
of fair value at the reporting date. For additional discussion of the determination of fair value for individual financial assets and
liahilities carried at fair value see Note 27, "Fair Value Measurements,” in the accompanying consolidated financial statements.
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The following is a description of the methodologies used in the valuation of significant financial assets and liabilities for which
quoted market prices and observable market parameters are not available.

»  Derivatives - Wemanagegroupsof derivativeinstrumentswith off setting market and credit risks. Accordingly, we measure
the fair value of each group of derivative instruments based on the exit price of the group's net risk position. The fair
value of anet risk position is determined using internal models that utilize multiple market inputs. The majority of the
market inputs can be validated through market consensus data. For complex or long-dated derivative products where
market datais not available, fair value is sensitive to the limitation of the valuation model (model risk), the liquidity of
the product (liquidity risk) and the assumptions about inputs not obtainable through price discovery process (data
uncertainty risk). Accordingly, we make valuation adjustments to capture the risks and uncertainties. Because of the
interrelated nature, we do not separately make an explicit adjustment to the fair value for each of theserisks. Instead, we
apply arange of assumptionsto the valuation input that we believeimplicitly incorporates adjustmentsfor liquidity, model
and data uncertainty risks.

We aso include a credit valuation adjustment to reflect the credit risk associated with the net derivative positions. In
estimating the credit val uation adjustment, we net the derivative positions by counterparties. Thefair value for anet long
credit risk position is adjusted for the counterparty's credit risk referred to as credit valuation adjustment whereas the fair
value for a net short credit risk position is adjusted for HUSI's own credit risk referred to as debit valuation adjustment.
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 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 aproxy based on credit default swaps referencing to credit names of similar
credit standing.

»  Valuation of Securities - For the majority of our trading and available-for-sale securities, we obtain fair value for each
security instrument from multiple independent pricing vendors ("IPV") and brokers, if available. We have established
adequate controlsin pricing vendor selection and fair value validation. The validation methodsinclude but are not limited
to comparisons among | PV pricesfor the sameinstrument, review and challenge of 1PV valuation methodol ogies, inputs
and assumptions, and the elapsed time between the date to which market data relates and the measurement date. For
securitiesthat aredifficult to value, we useinternal pricing model swhich estimate thefair val ue based on our assumptions
in funding risk, default risk and loss upon default. We exercise significant judgment in estimating these assumptions and
inputs to the valuation model. We believe these model inputs reflect market participants assumptions about risks and the
risk premium required to compensate for undertaking risks. For certain non-recourse instruments, we use the fair value
of the collateral as a proxy to the measurement.

»  Structured Notes and Deposits - Structured notes and deposits are hybrid instruments containing embedded derivatives.
Thevaluation of thehybridinstrumentsispredominantly driven by thederivativefeaturesembedded withintheinstruments
and our own credit risk. Depending on the complexity of the embedded derivative, the same risk elements of valuation
adjustments described in the derivative section above would also apply to hybrid instruments. In addition, cash flowsfor
the funded notes and deposits are discounted at the relevant interest rates for the duration of the instrument adjusted for
our own credit spreads. Thecredit spreads so applied aredetermined with referenceto our own debt i ssuancerates observed
in primary and secondary markets, internal funding rates and the structured note rates in recent executions.

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

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

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

If wedetermineasaresult of thisassessment that aderivativeisnolonger ahighly effective hedge, hedge accounting isdiscontinued
as of the quarter in which such determination was made. The assessment of the effectiveness of the derivatives used in hedging
transactions is considered to be a "critical accounting estimate”" due to the use of statistical regression analysis in making this
determination. Inputsto statistical regression analysis require the use of estimates regarding the amount and timing of future cash
flows which are susceptible to significant changesin future periods based on changes in market rates as well as the selection of a
convention for the treatment of credit spreads in the analysis. Statistical regression analysis also involves the use of additional
assumptions including the determination of the period over which the analysis should occur.
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The outcome of the statistical regression analysis serves as the foundation for determining whether or not a derivative is highly
effective as a hedging instrument. This can result in earnings volatility as the mark-to-market on derivatives which do not qualify
as effective hedges and the ineffectiveness associated with qualifying hedges are recorded in current period earnings. For example,
a 10 percent adverse change in the value of our derivativesthat do not qualify as effective hedges would have reduced revenue by
approximately $120 million for the year ended December 31, 2018.

To develop and implement a replacement for the benchmark U.S. dollar London Interbank Offered Rate ("LIBOR"), the Federal
Reserve set up the Alternative Reference Rates Committee ("ARRC") which brought together representatives from the private
sector and regulators. After a series of round table discussions, the ARRC recommended the Secured Overnight Financing Rate
("SOFR") asan alternativeto U.S. dollar LIBOR and, inApril 2018, the Federal Reserve Bank of New York commenced publication
of SOFR.

Regulators have been actively monitoring the efforts made by the ARRC and othersto help transition from LIBOR to an acceptable
aternative, and are aware of the potential accounting implications of the transition. The FASB has also been making progress,
adding the Overnight Index Swap rate based on the SOFR as a benchmark interest rate and has added a project to its agenda to
consider changesto U.S. GAAP that may be needed by the transition away from LIBOR.

Asaresult of these devel opments, significant accounting judgment is involved in determining whether certain hedge accounting
relationships that hedge the variability of cash flows and interest rate risk due to changesin LIBOR continue to qualify for hedge
accounting as of December 31, 2018. Management’s judgment is that those existing hedge accounting rel ationships continue to
be supported at year-end. Even though there are plansto replace LIBOR with an economically similar rate over the next few years,
thereiswidespread continued reliance on LIBOR in market pricing structuresfor long-term products with maturities over hedging
horizons that extend beyond the timescales for replacing LIBOR. In addition, there is a current absence of term structures based
on an alternative rate. This judgment will be kept under review in the future as markets for an aternative rate develop and any
specific accounting guidance is developed to deal with these unusual circumstances.

Deferred Tax Asset Valuation Allowance We recognize deferred tax assets and liabilities for the future tax consequences related
to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and
for tax credits and State net operating losses. Our net deferred tax assets, including deferred tax liabilities, totaled $1.4 billion and
$1.5 hillion at December 31, 2018 and 2017, respectively. We evaluate our deferred tax assets for recoverability considering
negativeand positiveevidence, including our historical financial performance, projectionsof futuretaxableincome, futurereversals
of existing taxable temporary differences, tax planning strategies and any carryback availability. We are required to establish a
valuation allowance for deferred tax assets and record a charge to earnings or equity if we determine, based on available evidence
at the time the determination is made, that it is more likely than not that some portion or al of the deferred tax assets will not be
realized. In evaluating the need for a valuation allowance, we estimate future taxable income based on management approved
business plans. This process involves significant management judgment about assumptions that are subject to change from period
to period. Becausethe recognition of deferred tax assets requires management to make significant judgments about future earnings,
the periods in which items will impact taxable income and the application of inherently complex tax laws, we have identified the
assessment of deferred tax assets and the need for any related valuation allowance as a critical accounting estimate.

Weareincluded in HSBC North America's consolidated U.S. Federal incometax return and in various combined State tax returns.
We have entered into atax allocation agreement with HSBC North America and its subsidiary entities which governs the current
amount of taxesto be paid or received by the various entities and, therefore, we look at HSBC North America and its affiliatesin
reaching conclusions on recoverability. Based on our forecasts of futuretaxableincome, we currently anticipate that our continuing
operations will generate sufficient taxable income to allow usto realize our deferred tax assets.

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

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

Additional detail on our assumptions with respect to the judgments made in evaluating the realizability of our deferred tax assets
and on the components of our deferred tax assets and deferred tax liabilities at December 31, 2018 and 2017 can be found in Note
16, "Income Taxes," in the accompanying consolidated financial statements.

Contingent Liabilities Both we and certain of our subsidiaries are parties to various legal proceedings resulting from ordinary
business activities relating to our current and/or former operations. These actionsinclude assertions concerning violations of laws
and/or unfair treatment of consumers. We have also been subject to various governmental and regulatory proceedings.
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We estimate and provide for potential losses that may arise out of litigation and regulatory proceedings to the extent that such
losses are probable and can be reasonably estimated. Significant judgment is required in making these estimates and our final
liabilities may ultimately be materially different from those estimates. Our total estimated liability in respect of litigation and
regulatory proceedings is determined on a case-by-case basis and represents an estimate of probable losses after considering,
among other factors, the progress of each case or proceeding, our experience and the experience of others in similar cases or
proceedings and the opinions and views of legal counsel.

Litigation and regulatory exposureis acritical accounting estimate because it represents a key area of judgment and is subject to
uncertainty and certain factors outside of our control. Due to the inherent uncertainties and other factorsinvolved in such matters,
we cannot be certain that we will ultimately prevail in each instance. Such uncertainties impact our ability to determine whether
it is probable that aliability exists and whether the amount can be reasonably estimated. Also, as the ultimate resolution of these
proceedings is influenced by factors that are outside of our control, it is reasonably possible our estimated liability under these
proceedings may change. We will continue to update our accruals for these legal, governmental and regulatory proceedings as
facts and circumstances change. For further details, see Note 28, "Litigation and Regulatory Matters," in the accompanying
consolidated financial statements.

Balance Sheet Review

The following table provides balance sheet totals at December 31, 2018 and increases (decreases) since December 31, 2017:

Increase (Decrease) From
December 31, 2017

December 31,
2018 Amount %

(dollars are in millions)
Period end assets:

ShOrt-term iNVESIMENES ..o $ 27,382 $  (17,508) (39.00%
LOBINS, MEL....evteiiirieieieieieieiet bbbt bbb bbbkttt b bbb bbbttt ettt 68,437 (3,445) (4.8)
Loans held fOr SAlE........ccoiic 512 (203) (28.4)
TrA0ING @SSELS....cveveeirieierieiete sttt st sttt ettt ettt se et st e e ene e 21,978 5,828 36.1
IS ol = USSR 46,049 1,372 31
AL OENEN @SSELS ...ttt 8,090 (831) (9.3)

$ 172,448 $  (14,787) (7.9)%

Period end liahilities and equity:

Total dEPOSITS ... $ 110955 $ (7,747) (6.5)%
Trading labilities........ccociiiciiic 3,643 (1,236) (25.3)
ShOrt-term BOMOWINGS ..o 4,180 (470) (10.2)
LONG-TENM AEDL......cvveeeireereee e 30,628 (4,338) (12.4)
Interest, taxes and other liahilities.............ccccociiiiiiicc e, 2,536 (1,408) (35.7)
TOLBl EOUITY . ..vvorveoeveeeeeeeesseseeseeessesssessessssssssssen s ss st enssssssesssesssnssensnsssessenssnsens 20,506 412 2.1

$ 172,448 $  (14,787) (7.9)%

Short-Term Investments Short-terminvestmentsinclude cash and duefrom banks, interest bearing depositswith banksand federal
funds sold and securities purchased under agreementsto 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 decreased compared with
December 31, 2017 due primarily to aredeployment of liquidity to trading security positions held aseconomic hedges of derivative
products issued to clients, amanaged reduction in excess liquidity driven by the repayment of long-term debt that matured during
2018 as well as a decline in client deposits reflecting the proactive management of our balance sheet usage and the impact of
competitive pressures as discussed further below. These decreases were partially offset by the impact of a $5.0 billion overnight
loan to an affiliate that was outstanding at December 31, 2017, asthe wire process from the affiliate to settle daily activity failed.
Thisloan was repaid in early January 2018.
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Loans, Net Thefollowing table summarizesour |oan balancesat December 31, 2018 and increases (decreases) since December 31,
2017:

Increase (Decrease) From
December 31, 2017

December 31,
2018 Amount %

(dollars are in millions)

Commercial loans:

Real estate, including CONSLIUCION .........coveeiieeiircre s $ 11,344 $ 811 77 %
Business and corporate banking..........ccceeerereereeenienieseseseseese e seesseseeseeeesenses 13,066 562 45
GIOBE DANKING™ ... 20,167 79 4
Other COMMENGIE ..o 4,765 (5,145) (51.9)
Total COMMENCIAL.........ceirieirieeee e 49,342 (3,693) (7.0)
Consumer loans:
Residential MOMQAgES. .......cerirerireiirrie st 17,383 110 6
Home equity MOMgageS.........ccccuiuiiiiccic s 982 (209) (17.5)
Credit CAIOS ...c.vecvvecteceecte ettt sttt s be et sre e ste st e saeeneesreennens 1,019 298 41.3
OthEr CONSUIMEY ........oiiiiiirrrr e 252 (92) (26.5)
TOLBl CONSUMIET ...ttt ettt et e et st eeebe e st e e saeesateesbeeeareebeesnresnreesans 19,636 108 .6
TOAl [0BNS ... 68,978 (3,585) (4.9)
Allowance fOr Credit 0SSES .........ccviieiirerieee e 541 (140) (20.6)
0= T . SR $ 68,437 $ (3,445) (4.8)%

@ Representslarge multinational firmsincluding globally focused U.S. corporate and financial institutions, U.S. dollar lending to multinational banking clients
managed by HSBC on aglobal basis and complex large business clients supported by GB& M relationship managers.

@ Includes loans to HSBC affiliates which totaled $2,274 million and $6,750 million at December 31, 2018 and 2017, respectively.

Commercial |oans decreased as compared with December 31, 2017 largely reflecting the impact of a $5.0 billion overnight loan
to an affiliate that was outstanding at December 31, 2017 and was repaid in early January as discussed above. This decrease was
partially offset by loan growth due to new business activity exceeding paydowns, sales and maturities as we continued to apply a
disciplined lending approach to grow the business. The growth in commercial non-affiliate loans primarily reflects increasesin
the semiconductor, retailing, real estate and telecommunication industries, partially offset by decreases in the energy and
pharmaceutical industries.

Consumer loanswere relatively flat compared with December 31, 2017 asan increasein credit card receivabl es reflecting growth
in customer activity driven by new product promationswhich aretargeted beyond our current customer base and higher residential
mortgage loans which we continue to target towards our Premier and Advance customer relationships were largely offset by a
continued decline in home equity mortgages due to net paydowns as our focus continues to shift towards residential mortgage
loans.

The following table presents loan-to-value ("LTV") ratios for our residential mortgage loan portfolio, excluding mortgage |oans
held for sale:

LTV Ratios®®
December 31, 2018 December 31, 2017

First Lien Second Lien First Lien Second Lien
LTV < 8000 ..ttt s 98.4% 94.1% 97.6% 89.8%
80% S LTV K O0%0...ueeueeueeiirieriesieeresie st sn e 11 44 16 6.6
90% K LTV < LO0%0....ccueeueeueruerienieniesie e siesieseeseesieseeseeee e seeeeneas 3 1.2 5 2.6
LTV 3 10090 ...ceieeeeseeieeeeeeees et s 2 3 3 1.0
Average LTV for portfolio.........coornneiinene e 49.1 48.7 51.0 52.4

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

@ Current estimated property valuesare cal cul ated using the most current HPI s avail able and applied on anindividual 0an basis, which resultsin an approximate
three month delay in the production of reportable statistics. Therefore, the information in the table above reflects current estimated property values using
HPIs at September 30, 2018 and 2017, respectively.

Loans Held for Sale The following table summarizes |oans held for sale at December 31, 2018 and increases (decreases) since

December 31, 2017:

Increase (Decrease) From
December 31, 2017

December 31,
2018 Amount %

(dollars are in millions)

Commercial loans:

Real estate, including CONSIIUCTION ........c.ooveirieinieireeneene e $ 27 $ (88) (76.5)%

GlObEl DENKING.......coriieeeieei e 367 (166) (31.1)

Total COMMENCIEL.........ceieieirecreee e 394 (254) (39.2)
Consumer loans:

Residential MOrgagES. ......cceeieveerieieeseee e 65 59 *

OthEr CONSUIMEY ..o 53 (8) (13.1)

TOLBl CONSUMEN ...ttt bbb bbb ene s 118 51 76.1
Total 10aNSheld fOr SAlE........ooiieieee s $ 512 $ (203) (28.4)%

* Percentage change is greater than 100 percent.

Commercial loans held for sale decreased compared with December 31, 2017. Commercial loans held for sale primarily consists
of certain loans that we have elected to designate under the fair value option which include loans that we originate in connection
with our participation in anumber 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 valueof theseloanstotaled $109 million and $471 million at December 31, 2018 and 2017, respectively. Balanceswill fluctuate
from period to period depending on the volume and level of activity. In addition, at December 31, 2017, commercia loans held
for sale included $115 million of syndicated real estate loans that were sold during 2018.

Commercial loans held for sale also includes certain loans that we no longer intend to hold for investment and transferred to held
for sale which totaled $285 million and $62 million at December 31, 2018 and 2017, respectively.

Consumer loans held for sale increased compared with December 31, 2017. Prior to 2018 applications, we sold agency-€ligible
residential mortgage loan originations on a servicing released basis directly to PHH Mortgage Corporation ("PHH Mortgage'").
Beginning with 2018 applications, PHH Mortgageis no longer obligated to purchase these |loans from us directly upon origination
and instead we currently market these loans for sale to other third parties 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 accompanying consolidated
statement of income (loss).

Other consumer loans held for sale reflects student loans which we no longer originate.

Excluding the commercia 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.
Thevaluation allowanceon consumer loansheld for salewas$4 millionand $5 millionat December 31, 2018 and 2017, respectively.
The valuation alowance on commercial loans held for sale was $3 million and $10 million at December 31, 2018 and 2017,
respectively.
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Trading Assets and Liabilities The following table summarizes trading assets and liabilities at December 31, 2018 and increases
(decreases) since December 31, 2017:

Increase (Decrease) From
December 31, 2017

December 31,

2018 Amount %
(dollars are in millions)
Trading assets:
SEOUMEIES™ ..ooooee ettt $ 17041 $ 6,890 67.9 %
PreCious MELalS ........cooviviiiii e 1,889 (385) (16.9)
DENVAIVES, NP ...t e e se e se s eeees 3,048 (677) (18.2)
$ 21978 $ 5,828 36.1 %
Trading liabilities:
Securities sold, Not yet pUrchased.............cccviveiiveiiicic e, $ 738 $ (984) (57.1)%
Payables for precious metals...........ococccvciccicicicci e 215 (309) (59.0)
DENVAIVES, NELD .......oooieoee s 2,690 57 2.2
$ 3,643 $ (1,236) (25.3)%

@ SeeNote 3, "Trading Assets and Liabilities," in the accompanying consolidated financial statements for a breakout of trading securities by category.

@ At December 31, 2018 and 2017, thefair value of derivativesincluded in trading assets has been reduced by $2,013 million and $3,423 million, respectively,
relating to amounts recognized for the obligation to return cash collateral received under master netting agreements with derivative counterparties.

©®  AtDecember 31,2018 and 2017, thefair valueof derivativesincludedintrading liabilitieshasbeen reduced by $3,458 million and $3,680 million, respectively,
relating to amounts recognized for the right to reclaim cash collateral paid under master netting agreements with derivative counterparties.

Trading securities balances increased compared with December 31, 2017 dueto increasesin foreign sovereign, U.S. Treasury and
equity positions. Trading security positions are held as economic hedges of interest rate, credit and, beginning in 2018, equity
derivative productsissued to clients of domestic and emerging markets. Balances of securities sold, not yet purchased were lower
compared with December 31, 2017 driven by adecreasein short U.S. Treasury positionsrelated to economic hedges of derivatives
in the interest rate trading portfolio.

Precious metals trading assets decreased compared with December 31, 2017 due to decreases in our own palladium and gold
inventory positions held as hedges for client activity as well as lower spot prices for most metals. Payables for precious metals
were lower 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 balances decreased compared with December 31, 2017 mainly from market movements while derivative liability
balances increased dlightly as market movements were more than offset by the impact of lower netting of outstanding positions.
Market movements resulted in lower valuations of interest rate and equity derivatives, partialy offset by higher valuations of
foreign exchange, credit and commodity derivatives.

Securities Securities include securities available-for-sale and securities held-to-maturity. Securities balances were higher
compared with December 31, 2017 driven by net purchases of foreign sovereign and U.S. Government sponsored mortgage-backed
securities, partially offset by net salesof U.S. Treasury and other asset-backed securitiesas part of acontinuing strategy to maximize
returns while balancing the securities portfolio for risk management purposes based on the current interest rate environment and
liquidity needs. In addition, as discussed morefully in Note 2, " Summary of Significant Accounting Policiesand New Accounting
Pronouncements," the adoption of new accounting guidance resulted in a reclassification of certain equity investments to other
assets as of January 1, 2018.

See Note4, " Securities," inthe accompanying consolidated financial statementsfor information regarding our securities portfolios
at December 31, 2018 and 2017. At December 31, 2016, our securities avail able-for-sale portfolio, which totaled $36,910 million,
consisted of $36,069 million of U.S. Treasury, U.S. Government agency and U.S. Government sponsored obligations and $841
million of other available-for-sale securitiesand our securities held-to-maturity portfolio, which totaled $12,809 million, consisted
of $12,789 million of U.S. Government agency and U.S. Government sponsored obligations, $15 million of U.S. stateand political
subdivision obligations and $5 million of other held-to-maturity securities.

All Other Assets All other assets includes, among other items, properties and equipment, net and goodwill. All other assets
decreased compared with December 31, 2017 due primarily to lower derivative balances associated with economic hedging
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activities and lower tax assets. These decreases were partially offset by the impact of the adoption of new accounting guidance
related to equity investments as discussed above.

Deposits The following table summarizes deposit balances by major depositor categories at December 31, 2018 and increases
(decreases) since December 31, 2017:

Increase (Decrease) From
December 31, 2017

December 31,

2018 Amount %
(dollars are in millions)
Individuals, partnerships and COrporations...........coevveerererereeenesese e siene e $ 95513 $ (8,656) (8.3)%
Domestic and foreign bBanks...........ccoeviiiinnenn e 12,126 1,255 115
U.S. government and states and political SUbdiviSions.............cccccucvcicieicicicicnnen 432 (191) (30.7)
Foreign governments and official iINStUtIONS...........ccovreriircinecceeeee 2,874 508 215
DEPOSItS NEIT FOr SAIEW ...t ee s eeeene 10 (663) (98.5)
TOtAl AEPOSITS.... e $ 110955 $ (7,747) (6.5)%
TOLAl COME AEPOSIESD ...t e s se e s sseese s $ 91,909 $ (6,591) (6.7)%

@ Represents deposits associated with the sale of a portion of our Private Banking business. No lower of cost or fair value adjustment was required as aresult
of the transfer to held for sale.

@ 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 decreased compared with December 31, 2017 as we proactively managed our balance sheet usage and monitored
non-stableyear end balanceswhich, in combination with volatility reflecting theimpact of competitive pressuresin arisinginterest
rate environment, resulted in lower commercial demand and savings deposits and lower wholesal e deposits. Also contributing to
thedecreaseintotal depositswerelower retail savingsdepositsdriven primarily by theattrition of balancesassociated with previous
promotional rate campaigns and lower Private Banking deposits reflecting the impact of the client referral agreement with UBS
Wealth Management Americas ("UBS"). These decreases were partially offset by higher deposits from affiliates. We continue to
actively manage our balance sheet to increase profitability while maintaining adequate liquidity.

Short-Term Borrowings Short-term borrowings were lower compared with December 31, 2017 as a decrease in securities sold
under repurchase agreements, including the impact of higher netting of outstanding positions, was partially offset by an increase
in commercial paper outstanding.

Long-Term Debt Long-term debt decreased compared with December 31, 2017 astheimpact of debt issuances, including $7,000
million of senior debt issued to HSBC North Americaduring the fourth quarter of 2018, were more than offset by debt retirements
and lower borrowings from the Federal Home Loan Bank of New York ("FHLB"). Debt issuances during 2018 totaled $11,923
million, of which $6,352 million was issued by HSBC Bank USA.

Incremental issuances from our shelf registration statement with the SEC totaled $3,571 million of senior structured notes during
2018. Total long-term debt outstanding under this shelf was $16,249 million and $21,387 million at December 31, 2018 and 2017,
respectively.

Incremental issuances from the HSBC Bank USA Globa Bank Note Program totaled $1,352 million during 2018. Total debt
outstanding under this program was $4,493 million and $4,117 million at December 31, 2018 and 2017, respectively.

Borrowings from the FHLB totaled $2,100 million and $3,100 million at December 31, 2018 and 2017, respectively.

Interest, Taxes and Other Liabilities Interest, taxesand other liabilitiesdecreased compared with December 31, 2017 dueprimarily
to a decline in derivative balances associated with hedging activities, lower outstanding settlement balances related to security
purchases, lower tax liabilities and a decline in accrued interest payable.
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Results of Operations

Net Interest Income Net interest income isthe total interest income on earning assets less the total interest expense on deposits
and borrowed funds. In the discussion that follows, interest income and rates are presented and analyzed on a taxable equivalent
basisto permit comparisons of yields on tax-exempt and taxabl e assets. An analysis of consolidated average balances and interest
ratesis presented in this MD& A under the caption " Consolidated Average Balances and I nterest Rates."

The significant components of net interest margin are summarized in the following table:

2018 Compared 2017 Compared
with 2017 with 2016
Increase (Decrease) Increase (Decrease)
Year Ended December 31, 2018 Volume Rate 2017 Volume Rate 2016

(dollars are in millions)
Interest income:

Short-term inVestments ............ccccveveeererenennes $645 $ (3200 $ 296 $ 669 $ 10 $ 294 $ 365
Trading SECUItIES......ccoviiiciicrccs 213 48 (44) 209 (20) (33) 262
SECUMTIES ... 1,131 (43) 222 952 (96) 91 957
Commercial 10aNS.........ccovevrennenenereeeseeeee 1,840 (83) 412 1511 (299) 273 1537
CONSUMES [0ANS......cccveiieeeeeteecee et 749 4 23 730 (3D 14 747
OthEN ...t 77 15 10 52 11 2 43
Total interest iNCOME...........covvvvvrinirrees 4,655 (387) 919 4,123 (425) 637 30911
Interest expense:
DEPOSITS. ..t 1,072 (52) 420 703 (22) 256 468
Short-term borrowings..........ccccooerncencncnenns 172 (52) 100 124 (6) 51 79
Long-term debt.......c.coeevrereeerenre e 1,123 (170) 295 998 23 111 864
Tax ligbilitiesand other ..........cccvveviireccnnennene, 36 1 10 25 9 1 15
Total interest eXpense.........ocovvvvvcerniccesssennes 2,403 (272 825 1,850 5 419 1,426
Net iNterest iNCOME .........cvevvrverereieiessesseeseseenns $2,252  $ (115 94 $2273 $ (430) $ 218 2485
Less: tax equivalent adjustment ..............c.....coo....... — - 1
Net interest income — non taxable equivalent basis  $2,252 $2,273 $2,484
Yield on total interest earning assets.........cocoeveveneee. 2.94% 2.32% 2.02%
Cost of total interest bearing liabilities................... 1.91 131 .99
Interest rate SPread .....cc.cveeeeeeeeeeece e T 103 1.01 1.03
Benefit from net non-interest paying funds® ......... 39 27 25
Net interest margin on average earning assets........ T 142% 1.28% 1.28%

@ Represents the benefit associated with interest earning assets in excess of interest bearing liabilities. Increased percentages reflect growth in this excess or
ahigher cost of interest bearing liabilities, while decreased percentages reflect areduction in this excess or alower cost of interest bearing liabilities.

Net interest income decreased during 2018 and 2017. Higher market ratesin both 2018 and 2017 resulted in higher interest income
from short-term investments, securities and loans which was partially offset by higher interest expense from deposits, short-term
borrowings and long-term debt. In 2018, the favorable net impact of higher market rates as well as lower interest expense from
lower average deposit, short-term borrowing and long-term debt balances was more than offset by lower interest income from
lower average short-term investment, security and loan balances. In 2017, the favorable net impact of higher market rates was
more than offset by lower interest income from lower average security and loan balances as well as lower interest income from
trading securities.

Short-term investments Interest income decreased during 2018 due to lower average balances, partially offset by higher yields
earned on these investments. In 2017, interest income was higher due primarily to higher yields earned on these investments.

Trading securities Interestincomeincreased slightly during 2018 asan increasein lower yielding foreign sovereign positionsand
adecrease in higher yielding corporate bond positions resulted in higher average balances, largely offset by lower yields. In 2017,
interest income was lower due to decreases in higher yielding corporate bond and municipal bond positions. Securities in the
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trading portfolio aremanaged aseconomic hedgesagainst thederivativeactivity of our clients. Asaresult, interestincomeassociated
with trading securities was partially offset within trading revenue by the performance of the associated derivatives as discussed
further below.

Securities Interestincomeincreased during 2018 dueto higher yields, partially offset by lower average balances. In 2017, interest
income decreased dightly as higher yieldswere more than offset by lower average balances. Lower average balancesin both 2018
and 2017 weredriven primarily by net salesof U.S. Treasury and U.S. Government sponsored mortgage-backed securities, partially
offset by net purchases of foreign sovereign securities and, in 2017, net purchases of U.S. Government agency mortgage-backed
securities.

Commercial loans Interest income was higher during 2018 dueto higher yields driven by rate increases on variable rate products,
partially offset by lower average balances. In 2017, interest income waslower astheimpact of higher yieldsdriven by rateincreases
on variable rate products was more than offset by lower average balances. Lower average balances in both 2018 and 2017 were
driven by paydowns, sales and maturities as we continued to focus efforts on improving returns.

Consumer loans Interest income increased during 2018 due primarily to higher yields on residential mortgages, partially offset
by lower average balances driven by the impact of residential mortgage loan salesin 2017. In 2017, interest income decreased as
higher yields were more than offset by lower average balances driven by residential mortgage |oan sales and net paydowns.

Other Higher interest income during 2018 reflects higher average balances as well as higher yields on cash collateral posted. In
2017, interest income was higher largely reflecting higher average balances in cash collateral posted.

Deposits Interest expenseincreased during 2018 and 2017 due primarily to higher rates paid reflecting theimpact of rateincreases
onwhol esaledepositsand promotional ratesofferedto our retail customerson savingsaccountsand certificatesof deposits, partially
offset by lower average interest-bearing deposit balances. Lower average interest-bearing deposit balancesin both 2018 and 2017
weredriven primarily by lower depositsfrom affiliates, lower depositsin Private Banking reflecting theimpact of theclient referral
agreement with UBS and lower wholesal e time deposits. Whileretail savings deposits were higher in 2017 driven by promotional
rate campaigns, they were lower in 2018 due primarily to the attrition of balances associated with such campaigns.

Short-term borrowings Higher interest expense during 2018 and 2017 was due to higher rates paid on these borrowings, partially
offset by lower average borrowings.

Long-term debt Interest expense was higher during 2018 and 2017 due primarily to higher rates paid reflecting the impact of rate
increases on variable rate borrowings and new issuances. Thisincrease was partially offset in 2018 by lower average borrowings.

Tax liabilities and other Interest expenseincreased during 2018 driven by higher rates paid on securities sold, not yet repurchased.
In 2017, interest expense increased driven by higher average borrowings in securities sold, not yet repurchased.

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

Year Ended December 31, 2018 2017 2016
(dollars are in millions)
Commercial:
Redl estate, including CONSIIUCTION ...........cooviveiiiiicci e, $ 34 $ @ $ —
Business and corporate Danking.............ccccerriiineeeeee s (31) (59) 10
GIlobal BANKING........ceveiiecie e, (109) (116) 348
Other COMIMENTIEL.........cooorereererrre e ©) 6 (6)
Total COMMENCIEL ... s (109) 172 352
Consumer:
Residential MOrtgages. ... (18) 7 9
HOME eqUItY MOMQAGES. .......c.rueeeieieiririeieieie e ©) (8) D
Credif CAITS......oiiec e 55 22 26
Other CONSUIMEY ......ccuiiiiiiii b 2 — 4
TOLAl CONSUIMIET ...t e s 36 7 20
Total provision fOr Credit 0SSES..........cociiirrieerr s $ (73) $ (165 $ 372
Provision as a percentage Of @VErage 10aNS ..............vvueveerveessssesssssssssssssssssssssssssesssssssnns )% (2% 5%

Our provision for credit losses increased $92 million during 2018 due to lower releases in the provision for credit losses in our
commercia loan portfolio and an increased provision for credit losses in our consumer loan portfolio. In 2017, our provision for
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credit losses decreased $537 million driven by alower provision for credit lossesin our commercial loan portfolio and, to alesser
extent, alower provision for credit lossesin our consumer loan portfolio. During 2018 and 2017, we decreased our allowance for
credit losses as the provision for credit losses was lower than net charge-offs by $140 million and $336 million, respectively. In
2016, weincreased our allowancefor credit lossesastheprovision for credit losseswas higher than net charge-offsby $105 million.

Releasesin the commercial provision for credit losseswere lower by $63 million during 2018. While both 2018 and 2017 reflected
continued improvements in the credit quality of our portfolio driven by paydowns, sales and maturities as we continued to focus
efforts on improving returns as well asimprovementsin credit conditions associated with certain client relationships, the releases
in 2018 were partialy offset by ahigher provision for risk factors associated with geopolitical risks and market volatility inherent
in certain segments of the portfolio aswell as higher provisions for downgrades reflecting weakness in the financial condition of
certain clients. In 2017, the provision for credit lossesin our commercial loan portfolio decreased $524 million reflecting releases
of credit | ossreserves asdiscussed above compared with lossprovisionsin 2016. Thelossprovisionsin 2016 weredriven primarily
by the deterioration of asinglemining client relationship aswell asother downgradesreflecting weaknessin thefinancial condition
of certain clients at that time, including oil and gas, mining and other industry loan exposures.

Releasesin the provision for credit osses on residential mortgages and home equity mortgages were higher by $6 million during
2018 driven by continued improvements in economic and credit conditions, including lower dollars of delinquency. In 2017,
releases in the provision for credit losses on residential mortgages and home equity mortgages were higher by $5 million. During
2016, we transferred certain mortgages to held for sale and, as a result, recorded a lower of cost or fair value adjustment of $11
million related to credit factors as a component of the provision for credit losses. Also in 2016, we recorded a reserve release
related to residential mortgages serviced by others as aresult of updated information regarding the underlying loan characteristics
reported by the servicers. Excluding these items, releases in the provision for credit losses on residential mortgages and home
equity mortgages were flat in 2017 reflecting the continued positive impacts of improvements in economic and credit conditions
and the origination of higher quality Premier mortgages.

The provision for credit |osses associated with credit cards and other consumer loans increased $35 million during 2018 dueto a
higher provision for credit losses in credit cards reflecting growth in customer activity driven by new product promotions along
with an associated increasein dollars of delinquency. In 2017, the provision for credit |osses associated with credit cards and other
consumer loans decreased $8 million due to improvements in economic and credit conditions.

Our methodology and accounting policies related to the allowance for credit losses are presented under the caption "Critical
Accounting Policies and Estimates' in this MD&A and in Note 2, "Summary of Significant Accounting Policies and New
Accounting Pronouncements,” in the accompanying consolidated financial statements. See "Credit Quality" in this MD&A for
additional discussion on the allowance for credit |osses associated with our various loan portfolios.

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

Year Ended December 31, 2018 2017 2016
(in millions)
(OIS o ([l o= 0 [ = =N o 1 $ 50 $ 46 $ 52
Trust and investment Management fEES........cc.oi s 135 156 153
Other feeS and COMMISSIONS.........coeirieirieirieere ettt b e b e s 684 669 721
TraOiNG FEVENUE........eouiitiitirie ettt b bbbt bbb e e e e e e eneeas 625 354 227
Other SECUNMTIES JAINS, NEL.........cveiiieieeeerr e 24 52 70
Servicing and other fees from HSBC affiliates.........ccooririneniiiniie e 356 348 289
Gain (loss) on instruments designated at fair value and related derivatives..................... 19 43 (71)
Other income (10ss):
Valuation of 0ans held for Sale............cooiiiiii 5 18 (83)
Residential mortgage banking revenue (EXPENSE) ... (6) (6) 16
INSUFBINCE........eeeietiieeeete ettt s n e e nesre e nennn e 11 14 20
Gainson sales of VisaClass B Sharesto athird party .........c.ccoeevevereneneieeieieeceene, — 312 71
Miscellaneous iNCOME (10SS).........ccueucuiiiiiciicce s 4) 4 (61)
Total other iINCOME (I0SS) .....vcuviviiireiiereeere e 6 334 (37)
TOtaAl OtNES TEVENUES.........oeeiee e $ 1899 $ 2002 $ 1,404

Credit card fees, net Credit card fees, net were higher during 2018 reflecting higher interchange fees, partially offset by higher
cost estimates associated with our credit card rewards program. In 2017, credit card fees, net were lower as higher interchange
fees were more than offset by higher cost estimates associated with our credit card rewards program.
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Trust and investment management fees Trust and investment management fees decreased during 2018 dueto lower average assets
under management inretail fixed incomefundsdriven in part by negative market performance aswell asadecrease in assets under
management in Private Banking reflecting the impact of the client referral agreement with UBS. In 2017, trust and investment
management fees increased slightly due to favorable market performancein retail fixed income funds.

Other fees and commissions Other fees and commissions increased during 2018 due to higher credit facilities fees driven by
increased commercial lending activity compared with 2017, partially offset by declinesin account service fees, custody fees and
other feebased income. In 2017, other fees and commissions decreased due primarily to lower credit facilitiesfeesdriven by lower
commercia lending activity compared with 2016 as well as declines in custody fees and other fee based income. See Note 21,
"Fee Income from Contracts with Customers,” in the accompanying consolidated financial statements for additional information
including asummary of the components of other fees and commissions.

Trading revenue Trading revenueis 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 related to trading securitieswhich isan 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 revenues
related to the mortgage banking business are included as a component of other income (10ss).

Year Ended December 31, 2018 2017 2016
(in millions)

Business Activities:
DENVAIVESDP) ..ot $ 107 $ (72 $ (35)
FOraign EXCNANGE.....cc.eitirieieitee et e e eneas 185 190 210
IVLELALS ..ottt e et et s s e aeerenee e seeneenee e et e te e et eneeneennenens 315 212 90
Balance Sheet Management...........cccvviierireirees e 24 24 (27
Global BanKing..........cooiiiiiiin s 2 4 (11)
Other trading........cciiiiiici 4 4 —

Total trading FEVENUE..........oeceee e $ 625 $ 354 $ 227

@ Includesderivative contractsrelated to the Credit, Ratesand Equitiesbusiness activitieswithin Global Marketsaswell asour legacy structured credit products.
Derivative contracts related to the Foreign Exchange and Metal s business activities within Global Markets aswell as derivative products related to Balance
Sheet Management, Global Banking and other trading are reported separately within those respective business activities.

@ Derivativestrading revenuein all periods does not reflect associated net interest income as certain derivatives, such astotal return swaps, were economically
hedged by holding the underlying interest bearing referenced assets.

Trading revenue increased during 2018 driven by higher revenue from Derivatives and Metals. Derivatives revenue was higher
due primarily to higher revenue from emerging markets rate products as well as favorable debit val uation adjustments associated
with movementsin our own credit spreads, partially offset by unfavorableval uation adjustmentson legacy structured credit products
and the non-recurrence of again of approximately $11 million recorded in 2017 related to the unwind of one of our unconsolidated
variableinterest entities ("VIES"). Theincrease in Metals revenue was due to increased client trading activity and a redepl oyment
of surplusliquidity in the short term to Metals. In 2017, trading revenue increased largely driven by higher revenuein Metals due
to increased client trading activity reflecting improved investor demand for this asset class and the impact of a redeployment of
surplusliquidity in the short term to Metalsin 2017 aswell as higher revenue in Balance Sheet Management due to the improved
performance of economic hedge positions used to manageinterest rate risk. Theseincreasesin 2017 were partially offset by lower
revenue from Derivatives and Foreign Exchange. Derivatives revenue was lower due to lower new deal activity on interest rate
swaps, unfavorable debit val uation adjustments associated with movementsin our own credit spreads and unfavorable valuation
adjustments on our legacy structured credit products, partialy offset by higher revenue from emerging markets rate products and
the gain recorded in 2017 related to the unwind of one of our unconsolidated VIESs as discussed above. The decrease in Foreign
Exchange revenue was driven by reduced client trading activity.

Other securities gains, net We maintain securities portfolios as part of our balance sheet diversification and risk management
strategies. During 2018, 2017 and 2016, we sold $5,169 million, $14,196 million and $19,462 million, respectively, of primarily
U.S. Treasury, U.S. Government agency mortgage-backed and U.S. Government sponsored mortgage-backed securities as part of
a continuing strategy to maximize returns while balancing the securities portfolio for risk management purposes based on the
current interest rate environment and liquidity needs. Other securities gains, net decreased during 2018 and 2017 reflecting the
impact of lower sales activity associated with balancing the securities portfolio for risk management purposes as compared with
the respective prior year periods. The decrease in 2017 also reflects the non-recurrence of gains from the sale of certain longer-
term state municipal bonds as we reduced these positions in 2016. The gross realized gains and losses from sales of securities,
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whichisincluded asacomponent 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 increased during 2018 driven by
higher cost reimbursements associated with wealth management activities performed on behalf of HSBC Markets (USA) Inc.
("HMUS"), higher cost reimbursementsassoci ated with trading activitiesperformed on behal f of HSBC Bank plc and approximately
$10 million of cost reimbursements recorded in 2018 reflecting the impact of entering into an agreement with HSBC in December
2017 under which they reimburse us for costs associated with enhancing the HSBC Group's digital banking platform. These
increasesin 2018 were partially offset by lower fees dueto the transfer of certain operational support staff from HSBC Bank USA
to HSBC Technology & Services (USA) ("HTSU") support services as discussed below as well as the non-recurrence of fees
received from HSBC Finance Corporation ("HSBC Finance") in 2017, including $28 million of loan prepayment fees and fees
associated with residential mortgage servicing activities performed prior to the compl etion of itsreceivable sales program. In 2017,
servicing and other fees from HSBC affiliates increased driven by higher billings associated with shared services performed on
behalf of other HSBC affiliates, including higher cost reimbursements associated with certain RBWM wealth managers who were
transferred to HSBC Bank USA from HMUS support services as discussed below, aswell as higher loan prepayment feesreceived
from HSBC Finance. These increases in 2017 were partially offset by lower fees associated with residential mortgage servicing
activities performed on behalf of HSBC Finance.

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 and all of our hybrid instrumentsissued, including structured notes and deposits. We also use
derivatives to economically hedge the interest rate and other risks associated with certain financial liabilities for which fair value
option accounting has been elected. Gain (loss) on instruments designated at fair value and related derivatives was lower during
2018 attributable primarily to unfavorable movements related to the economic hedging of interest rate and other risks within our
structured notes and deposits, partially offset by favorable movements related to the economic hedging of interest rate risk within
our own debt. Beginning January 1, 2017, the fair value movement on fair value option liabilities attributable to our own credit
spread isrecorded in other comprehensive income (loss). Excluding thisitem, which resulted in aloss of $36 millionin 2016, gain
(loss) on instruments designated at fair value and related derivatives remained higher in 2017 attributable primarily to favorable
movementsrelated to the economic hedging of interest rate and other riskswithin our structured notes and deposits, partially offset
by unfavorable fair value adjustments on loans. See Note 15, "Fair Value Option," in the accompanying consolidated financial
statements for additional information including a breakout of these amounts by individual component.

Other income (loss) Beginning in 2016 and into 2017, we sold substantialy all of our remaining Visa Class B Shares to a third
party resulting in net pre-tax gains of approximately $312 million and $71 million during 2017 and 2016, respectively. Excluding
this item, other income (loss) remained lower during 2018 and remained higher during 2017. The decrease in 2018 was largely
due to the non-recurrence of a gain of $48 million recorded from the sale of certain residential mortgages in 2017 and lower
valuation gains on loans held for sale which were partially offset by lower losses associated with credit default swap protection
whichlargely reflectsthe hedging of asingle client relationship and higher income associ ated with fair value hedge ineffectiveness.
In 2017, the increase was largely due to improved valuations on loans held for sale, the gain recorded from the sale of certain
residential mortgagesin 2017 asdiscussed above, lower losses associated with credit default swap protection which largely reflects
the hedging of a single client relationship and lower losses associated with fair value hedge ineffectiveness. These increases in
2017 were partialy offset by lower residential mortgage banking revenue due primarily to the impact of the sale of our remaining
Mortgage Servicing Rights ("M SRs") portfolio in 2016.
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Operating Expenses The following table summarizes the components of operating expenses:

Year Ended December 31, 2018 2017 2016
(dollars are in millions)
Salaries and employee DENEFITS ..o s $ 83 $ 1077 $ 981
Support services from HSBC affiliates:
[515=S o7= L0 I (o 3 N 5 TSR 1,198 1,165 1,027
Feespaid tO HIMUS ..ottt e e ene s 105 121 214
Fees paid to other HSBC affiliates .......covvviririreireeer e 300 263 254
Total support services from HSBC affiliafes.........ccoveereerieereeneeseeeeeee e 1,603 1,549 1,495
OCCUPANCY EXPENSE, NMEL .....eeviiietiriesteste e se ettt sresb e e sr b b sr e s e s e sse e enesseeneeneas 185 202 171
Other expenses:
EqQUIipMENt and SOftWEIE. ........coveuiriiiiiriesc e e 60 53 58
IMEBIKELING. ..ttt ettt bbbt p e p et rne 108 84 57
OULSIAE SENVICES. ..ottt en e 59 95 120
ProfeSSIONal TEES.....c.eiiitie e e e eae s 90 100 98
Off-balance sheet Credit rESEIVES..........covcvicieicic e, (11) (26) 44
FDIC @SSESSMENT FEES......eiuiieiitirie ettt sttt bbb e e e e e e eaeas 135 138 168
Expense related to 16gal MatterS.......coovveeeieeieceeee s enens 522 29 48
MISCEITANEOUS ...ttt bbb e bt eae s 57 90 58
TOtal OtNEr EXPENSES ...ttt et et s ebe e 1,020 563 651
Total OPEratiNng EXPENSES ......c.eveeireeeireeiertee sttt s et n e pe e nrene $ 3638 $ 3391 $ 3,298
PErSONNEl - BVEIA0E NUMDEY .........o.veeeeeeeeeesee e se e see e ese s ee e es e eee e T 4770 = 5811 5,734
EffICIENCY FBLIO ...ttt e eb e en e 87.6% 79.3% 84.8%

Prior to 2018, coststo achieve, which reflected transformation coststo deliver the cost reduction and productivity outcomesoutlined
in the HSBC Investor Update in June 2015, were a significant component of total operating expenses. Costs to achieve primarily
consisted of project cost support service charges from HTSU, lease termination and associated expenses, professional fees and
severancecosts. Excluding coststo achieve, total operating expensesincreased $455 million during 2018 and decreased $16 million
during 2017. The following table presents costs to achieve by financial statement line item:

Year Ended December 31, 2017 2016
(in millions)
Salaries and employee DENEFITS.......o.o e e $ 23 $ 8
Support services from HSBC affiliateS......ccvcviiiiiiie e s 130 73
OCCUPANCY EXPENSE, NMEL .....otiiieiiteeee et ree st e stesieeste st e besseebesaeeabesaeesbeeaseeaeeeesaeeasesaeeeesaeeabesseenbesseenbenananes 36 10
@1 cq o= 1S = 33 22
TOLEl OPEIAING EXPENSES. ... eeieeeeeeeieeeee et ettt st ettt se e eese e e e e e e et eaeebe e st eaeebesbesaesbesbeseeneeneenee e aneeneeaene $ 222 % 113

Salaries and employee benefits Salaries and employee benefits expense decreased during 2018 due primarily to lower expense
reflecting the impact of transferring certain operational support staff from HSBC Bank USA to HTSU support servicesin 2018 in
order to comply with certain banking reforms as well as lower pension expense driven primarily by the impact of alimited-time
settlement offer to former vested HSBC North America Pension Plan employees which resulted in a loss of approximately $35
million in 2017 as discussed further in Note 20, "Pension and Other Postretirement Benefits,” in the accompanying consolidated
financial statements. Also contributing to the decrease in 2018 were the non-recurrence of costs to achieve recorded in 2017 as
discussed above and the non-recurrence of expense recorded in 2017 related to staff performing residential mortgage serving
activities on behalf of HSBC Finance. These decreases in 2018 were partially offset by the addition of personnel associated with
growth initiatives in certain businesses. In 2017, salaries and employee benefits increased driven by the impact of transferring
certain RBWM wealth managersto HSBC Bank USA from HMUS support servicesduring thethird quarter of 2016, higher pension
expensedriven by thelossrecorded in 2017 associ ated with thelimited-time settlement offer to former vested HSBC North America
Pension Plan employees asdiscussed above, higher coststo achieve as discussed above and higher incentive compensation expense
due to improved business performance. In addition, while salaries expense in 2017 reflected the favorable impact of cost
management efforts, including targeted staff reductions to optimize staffing and improve efficiency as well as reductions in staff
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performing residential mortgage servicing activities on behaf of HSBC Finance, these reductions were more than offset by the
factors described above as well as the addition of personnel associated with growth initiativesin certain businesses.

Support services from HSBC affiliates Support services from HSBC affiliates increased during 2018 due primarily to higher
expense associated with certain operational support staff which were transferred from HSBC Bank USA to HTSU support services
asdiscussed above aswell asincreased costs associated with our investment to improve and modernize our legacy businesssystems.
These increases in 2018 were partially offset by the non-recurrence of costs to achieve recorded in 2017 as discussed above and
the favorable impact of cost management effortsin our technology and support service functions. In 2017, support services from
HSBC affiliates increased due primarily to higher costs to achieve as discussed above and increased costs associated with our
investment to improve and modernize our legacy business systems. Theseincreasesin 2017 were partially offset by lower expense
due to the transfer of certain RBWM wealth managersto HSBC Bank USA from HMUS support services as discussed above as
well asthefavorableimpact of cost management effortsincluding staff optimizationin our technol ogy and support servicefunctions.
The trend in the components of support services from HSBC affiliates presented in the table above also reflects the impact of a
transfer of support service personnel from HMUSto HTSU in 2017 which increased HT SU support services expense and decreased
HMUS support servicesexpense by approximately $94 million during 2017. A summary of the activitiescharged to usfrom various
HSBC affiliatesisincluded in Note 22, "Related Party Transactions," in the accompanying consolidated financial statements.

Occupancy expense, net Occupancy expense decreased in 2018 due to the non-recurrence of coststo achieve recorded in 2017 as
discussed above, partially offset by higher rent expense, increased maintenance costs and the impact of extending the lease of our
452 Fifth Avenue property, including the 1 W. 39th Street building, in 2017. The sale and leaseback of our 452 Fifth Avenue
property in 2010 resulted in a gain which is deferred and was being recognized over the lease term (which was ten years) due to
our continuing involvement. During 2017, we extended the lease for an additional five years as well as the amortization of the
deferred gain to reflect the new lease term. In 2017, occupancy expense increased due primarily to higher costs to achieve as
discussed above, the impact of extending the lease of our 452 Fifth Avenue property as discussed above and lower rental income,
partially offset by lower depreciation expense.

Other expenses Other expenses were higher during 2018 driven by higher expense related to legal matters, including expense
recorded in 2018 related to the settlement of a mortgage securitization matter, as well as higher marketing expense, higher losses
associated with card fraud and lower releases of off-balance sheet credit reserves. Theseincreasesin 2018 were partially offset by
the non-recurrence of costs to achieve recorded in 2017 as discussed above, higher levels of expense capitaization related to
internally devel oped software, lower outside services expense and thereversal in 2018 of an accrual previously taken in connection
with abankruptcy preference claim. For additional discussion of the mortgage securitization legal matter, see Note 28, "Litigation
and Regulatory Matters," in the accompanying consolidated financial statements. In 2017, other expenses were lower largely due
to releases of off-balance sheet credit reserves compared with provisionsin 2016 aswell as higher levels of expense capitalization
related to internally developed software, lower deposit insurance assessment fees, lower outside services expense due in part to
the non-recurrence of expense recorded for activities related to the sale of our MSRs in 2016 and lower expense related to legal
matters as 2016 reflects $27.5 million of expense related to a civil money penalty that was assessed in conjunction with the
termination of a consent cease and desist order by the OCC. These decreases in 2017 were partialy offset by higher marketing
expense, higher operational losses associated with certain credit card accounts and higher costs to achieve as discussed above.

Efficiency ratio Our efficiency ratio was 87.6 percent during 2018, compared with 79.3 percent during 2017 and 84.8 percent
during 2016. Our efficiency ratio was higher in 2018 due to higher operating expenses, lower other revenues and lower net interest
income as discussed in detail above. In 2017, our efficiency ratio improved due to higher other revenues, partialy offset by lower
net interest income and higher operating expenses as discussed in detail above.

Income taxes Our effective tax rate was 45.4 percent in 2018 compared with 117.1 percent in 2017 and 40.8 percent in 2016. For
a complete analysis of the differences between effective tax rates based on the total income tax provision attributable to pretax
income and the statutory U.S. Federal income tax rate, see Note 16, "Income Taxes," in the accompanying consolidated financial
statements.

In December 2017, Tax L egislation was enacted which reduced the Federal corporateincometax rate from 35 percent to 21 percent
effective January 1, 2018, resulting in an increase of $865 million to our income tax provision in 2017 due to a lower carrying
value of our net deferred tax asset. The Tax Legislation also contained other complex provisions, such as the Base Erosion and
Anti-Abuse Tax ("BEAT"), which may have a material impact in future periods on income tax expense and taxes payable for the
HSBC North America consolidated tax group, of which we are a member. In December 2018, the Internal Revenue Service and
the Treasury Department issued proposed regulations (the "Proposed Regulations”) related to the BEAT, which provide guidance
and clarify some of the key aspects of thistax which were not addressed in the Tax L egislation. Based on our current interpretation
of the Tax L egislation and the Proposed Regul ations, the HSBC North Americaconsolidated tax group is not expected to be subject
tothe BEAT in 2018. We continueto evaluate the BEAT provisions, including the Proposed Regul ations and their potential impact,
which remains uncertain and will depend upon the issuance of final treasury regulations, actions HSBC North America or its
affiliatesmay takeasaresult of the Tax L egislation and thefuture earnings of HUSI and other subsidiariesof HSBC North America.
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Although our analysisis ongoing and could change depending upon the factors discussed above, we currently do not anticipate a
material impact on HUSI's financial position or results of operations from the BEAT.

Segment Results — Group Reporting Basis

We have five distinct business segments that we utilize for management reporting and analysis purposes, which are aligned with
HSBC's global business strategy: Retail Banking and Wealth Management ("RBWM™"), Commercial Banking ("CMB"), Global
Banking and Markets ("GB&M"), Private Banking ("PB") and a Corporate Center ("CC"). See Item 1, "Business,” in this Form
10-K for adescription of our segments, which are based upon our global businesses, including a discussion of the main business
activitiesof the segmentsand asummary of their productsand services. There have been no changesinthebasisof our segmentation
as compared with the presentation in our Annual Report on Form 10-K for the year ended December 31, 2017 (2017 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 afunding charge or credit that includes both interest rate and liqui dity 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 ratesthat i ncorporateboth repricing (interest raterisk) and tenor (liquidity) characteristics. Theobjective
of these charges/credits is to transfer interest rate risk from the segments to one centralized unit in Balance Sheet Management,
recognize term funding costs/benefits and more appropriately reflect the profitability of the segments.

Certain other revenue and operating expense amounts are al so apportioned among the business segments based upon the benefits
derived fromthisactivity or therel ationship of thisactivity to other ssgment activity. Theseinter-segment transactionsare accounted
for asif 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 eval uated
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 agencieson aU.S. GAAP basis.

As discussed more fully in Note 23, "Business Segments,” in the accompanying consolidated financia statements, during 2018,
we adopted new accounting guidance under the Group Reporting Basis for the requirements of IFRS 9 and we also implemented
achange in accounting policy under the Group Reporting Basisto classify structured notes and deposits as liabilities designated
under the fair value option. There have been no additional changes in the measurement of segment profit as compared with the
presentation in our 2017 Form 10-K.

The significant differences between U.S. GAAP and the Group Reporting Basis as they impact our results are summarized in
Note 23, "Business Segments,” in the accompanying consolidated financial statements.

Retail Banking and Wealth Management The following table summarizes the Group Reporting Basis results for our RBWM
segment:

Year Ended December 31, 2018 2017 2016
(dollars are in millions)

NEL INLENESE INCOIME. ...t $ 889 $ 886 $ 818
Other OpPErating INCOIME........ccuiiiirireerire ettt s ettt r e nnees 297 526 363
Total 0perating iNCOME™ ..o 1,186 1,412 1,181
Expected credit losses/ loan impairment Charges...........c.coceveviiiniccininccsee 38 25 70
NEL OPErating INCOME .....c.ovieieieieee et 1,148 1,387 1,111
OPErAiNG EXPENSES. ... c.veueetereetereeteseeteseeseseesessesessesesseesseessensesessesessesessesessesessensssensssensssenes 1,286 1,185 1,131
Profit (10SS) DEFONE taX .......eucverceeiacieecieieiee ettt $ (138) $ 202 $ (20)
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@ Thefollowing table summarizes the impact of key activities on the total operating income of our RBWM segment:

Year Ended December 31, 2018 2017 2016
(dollars are in millions)

Current accounts, SaViNGS aNd AEPOSITS. .......c.cvireerirriererreiere e nesnaene $ 696 $ 635 $ 539

Mortgages, credit cards and other personal [eNding..........cvcrrreierrenece s 227 275 373

Wealth and asset ManagemMent PrOTUCES ...........cv..cuecvveeeeeeeeeeeeesesseesesssseessssssessssseeesssssessssssessesssssnesssssee 108 173 131

Retail business banking and other®@ ............ccoocoo.vuoiieererviiseeeee s 155 329 138

TOtal OPEIAiNgG INCOME......cuvirieeeireseiei ettt bbbttt ettt s e naebennen $ 1,186 $ 1412 % 1,181

@ In 2018, we began reporting cost reimbursements associated with activities performed on behalf of other HSBC affiliates in Retail business banking and
other. Asaresult, wereported $88 million of cost reimbursementsin Retail business banking and other during 2018 that previously would have been reported
in Wealth and asset management products.

®  During 2017, Retail business banking and other reflects again on sale of Visa Class B Shares of approximately $312 million and aloss on the sale of certain

partially charged-off residential mortgages as discussed below. During 2016, Retail business banking and other reflectsagain on sale of VisaClass B Shares
of approximately $71 million.

2018 profit before tax compared with 2017 Our RBWM segment reported a loss before tax during 2018 compared with a profit
before tax during 2017 due primarily to lower other operating income driven by the non-recurrence of a net pre-tax gain of
approximately $312 million recorded from the sale of Visa Class B Sharesin 2017 as well as higher operating expenses.

Net interest income increased slightly during 2018 as higher net interest income from deposits driven by improved spreads was
largely offset by lower net interest income from lending reflecting the impact of loan sales in 2017 and a continued decline in
home equity mortgages.

Excluding the gain on sale of Visa Class B Shares as discussed above, other operating income increased during 2018 due to the
non-recurrence of aloss of $73 million recorded in 2017 on the sale of certain partially charged-off residential mortgages, higher
cost reimbursements associ ated with wealth management activities performed on behalf of HMUS and approximately $10 million
of cost reimbursements recorded in 2018 reflecting the impact of entering into an agreement with HSBC in December 2017 under
which they reimburse us for costs associated with enhancing the HSBC Group's digital banking platform. These increases were
partially offset by lower asset management fees due to lower average assets under management in fixed income funds driven in
part by negative market performance aswell asaloss of $7 million recorded in 2018 related to achangein the Visa Class B Share
conversion rate announced by Visa as aresult of the outstanding litigation for which we retained the associated risk.

Expected credit lossesincreased during 2018 driven by higher loss estimatesin credit cards reflecting growth in customer activity
driven by new product promotions along with an associated increase in dollars of delinquency, partially offset by lower loss
estimates in residential mortgages driven by continued improvements in economic and credit conditions. In addition, beginning
in 2018, changesin expected credit losses are measured under IFRS 9.

Operating expenses increased during 2018 due to higher marketing expense largely driven by new product promotions in credit
cards, higher expense related to the addition of personnel associated with growth initiatives, higher losses associated with card
fraud, higher support service cost allocations from affiliates, higher legal costs and higher pension expense reflecting the non-
recurrence of a$26 million benefit recorded in 2017 associated with the limited-time offer to former vested HSBC North America
Pension Plan employees.

2017 profit before tax compared with 2016 Our RBWM segment reported a profit before tax during 2017 compared with a loss
before tax during 2016 due primarily to higher other operating income driven by the sale of substantially all of our remaining Visa
Class B Shares which resulted in a net pre-tax gain of approximately $312 million in 2017 compared with a net pre-tax gain of
approximately $71 million in 2016. The improvement in 2017 also reflects higher net interest income, lower loan impairment
charges and the benefit recorded in 2017 associated with the limited-time settlement offer to former vested HSBC North America
Pension Plan employees as discussed above. These improvements were partially offset by higher operating expenses.

Net interest incomeincreased during 2017 largely driven by higher net interest incomefrom depositsdueto higher average balances
and improved spreads, partially offset by lower net interest income from lending. Net interest income from lending declined due
to lower average balances driven by loan sales and a declining home equity mortgage portfolio as well as lower spreads.

Excluding the gains on sales of Visa Class B Shares as discussed above, other operating income decreased during 2017 primarily
due to the loss on the sale of certain partially charged-off residential mortgages in 2017 as discussed above and lower servicing
fees reflecting the impact of the sale of our remaining MSRs portfolio in 2016. These decreases were partially offset by higher
affiliate income associated with certain RBWM wealth managers who were transferred to HSBC Bank USA from HMUS support
services as discussed below.

Loan impairment charges were lower during 2017 driven by improvements in economic and credit conditions, the origination of
higher quality Premier mortgages and lower loan impairment charges on home equity mortgages reflecting lower outstanding
balances. These decreases were partialy offset by the non-recurrence of areserve release recorded in 2016 related to residential
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mortgages serviced by others as a result of updated information regarding the underlying loan characteristics reported by the
servicers.

Excluding the benefit to pension expense as discussed above, operating expenses remained higher during 2017 due primarily to
higher expense associated with transferring certain RBWM wealth managers to HSBC Bank USA from HMUS support services
during the third quarter of 2016, the addition of personnel associated with growth initiatives, higher marketing expense largely
driven by new product promotionsin credit cards and higher operational losses|argely associated with certain credit card accounts.
These increases were partially offset by the non-recurrence of $27.5 million of expense recorded in 2016 related to acivil money
penalty that was assessed in conjunction with the termination of a consent cease and desist order by the OCC.

Commercial Banking The following table summarizes the Group Reporting Basis results for our CMB segment:

Year Ended December 31, 2018 2017 2016
(dollars are in millions)

NEL INTEIESE INCOMI.......eeeciecee et e e e st e e e besae e besae e beereebeeaeenes $ 797 $ 739 $ 749
Other OPErating INCOME.........coiieiiireeiereee ettt b e b snenes 226 216 229
Total 0perating iNCOME™ ..ot es s sessesenees 1,023 955 978
Expected credit losses / |oan impairment Charges.............cocecccciceececeeceeeenenes (43) (52) 50
NEL OPEratiNg INCOIMIE ......cueieiiieieiteeete ettt sttt r et r e b n e e eb e e b snebe e 1,066 1,007 928
OPErAiNG EXPENSES. ....cveuertenerteeetereeteseetesesseseesestesessesessesesseeebeseebeseeseseeseseeseseenessenessenessenes 589 558 591
PrOfit DEFOIE TAX ... cveeee et s er e $ 477 $ 449 $ 337

@ The following table summarizes the impact of key activities on the total operating income of our CMB segment:

Year Ended December 31, 2018 2017 2016
(dollars are in millions)

Lending and Transaction MaNAGEIMENL ...ttt sttt $ 443 % 41 % 501

Global Liquidity and Cash Management, current accounts and savings depoSItS .........ccoveerrenreremnenienne 462 414 375

Global Trade and ReceilVableS FiNGNCE........c.c.vuiieriiieieiriieenesie e 48 52 50

Investment banking products aNd OtNEY.............ccciiiiii s 70 48 52

Total OPErating INCOME.......cuiuiuiiiiii bbb s $ 1,023 $ 955 $ 978

2018 profit before tax compared with 2017 Our CMB segment reported higher profit before tax during 2018 due to higher net
interest income and higher other operating income, partially offset by higher operating expenses and lower releasesin credit |oss
estimates.

Net interest income increased during 2018 due to the favorable impact of higher loan and deposit balances as we continued to
focus efforts on improving returns while applying adisciplined lending approach to grow the business aswell asimproved spreads
from rate increases.

Other operating income increased during 2018 due to higher credit facility fees and higher GB&M collaboration revenue.

Expected credit |osses reflected lower releases during 2018. While both years reflected releases in credit 1oss reserves driven by
paydowns, salesand maturitiesaswell asimprovementsin credit conditionsassociated with certain client rel ationships, therel eases
in 2018 were partially offset by higher provisionsfor downgrades reflecting weaknessin the financial condition of certain clients.
In addition, beginning in 2018, changes in expected credit |osses are measured under IFRS 9.

Operating expenses increased during 2018 due primarily to higher support service cost alocations from affiliates, higher deposit
insurance assessment fees and higher pension expense reflecting the non-recurrence of a $9 million benefit recorded in 2017
associated with the limited-time offer to former vested HSBC North America Pension Plan employees as discussed above. These
increases were partially offset by lower staff costs.

2017 profit before tax compared with 2016 Our CMB segment reported a higher profit before tax during 2017 due to improved
loan impairment charges and lower operating expenses, partialy offset by lower net interest income and lower other operating
income.

Net interest income was lower during 2017 due to lower |oan balances largely reflecting the sale of certain commercial real estate
loans in 2016 as well as paydowns and maturities exceeding new loan originations as we focused efforts on improving returns,
partially offset by improved spreads on deposits.

Other operating incomewas lower in 2017 driven by lower credit facilities feesreflecting theimpact of lower commercial lending
activity compared with 2016 and the non-recurrence of gains recorded in 2016 from asset salesin commercial real estate.
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Loan impairment charges improved during 2017 due primarily to releasesin credit loss reservesin 2017 reflecting improvements
in credit conditions associated with certain client relationships, including oil and gasindustry clients, aswell asreleases of reserves
due to paydowns and maturities exceeding new loan originations, compared with loan impairment chargesin 2016 associated with
downgrades reflecting weaknesses in the financial condition of certain client relationships at that time.

Operating expenses declined during 2017 driven by lower deposit insurance assessment fees, theimpact of targeted staff reductions
during 2016 and lower pension expense driven by the benefit recorded in 2017 associated with the limited-time offer to former
vested HSBC North America Pension Plan employees as discussed above.

Global Banking and Markets The following table summarizes the Group Reporting Basis results for our GB&M segment:

Year Ended December 31, 2018 2017 2016
(dollars are in millions)

NEL INEEIESE INCOME.......iieeiiieeiiie ettt r et r e e b e b snebe e $ 610 $ 585 $ 567
Other OPErating INCOME.........coiieiiireeiereee ettt b e b snenes 751 617 785
Total 0perating iNCOME™ ..ot es s sessesenees 1,361 1,202 1,352
Expected credit |osses/ 10an impairment Charges. ..o (194) (94) 383
NEL OPEratiNg INCOIMIE ......cueieiiieieiteeete ettt sttt r et r e b n e e eb e e b snebe e 1,555 1,296 969
OPErAiNG EXPENSES. ....cveuertenerteeetereeteseetesesseseesestesessesessesesseeebeseebeseeseseeseseeseseenessenessenessenes 834 881 986
Profit (10SS) DEFOre tax ..........cevieirieiieeee e $ 721 % 415 $ a7)

@ Thefollowing 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.

Year Ended December 31, 2018 2017 2016
(dollars are in millions)
(=101 OO $ 43 $ 16 $ 66
REIES ... 46 82 101
Foreign EXChange @and MELAIS...........ciiieriieecre ettt bbbt 298 254 291
EQUITTES. ..ttt bbb b £ A e bbb e Re e bR E e e b et et b e Rt b be et ben 38 39 42
TOtal GIODA MEIKELS. ... 425 391 500
GlODEI BANKING......vvteteiteieieieteieieteiet ettt b bbbt b bbb bbb s naenes 420 322 430
Global Liquidity and Cash Management...........cceeuiueiiiieiriiieiieieeeie it 504 501 448
SECUNTIES SEIVICES......uctutieiteieieie ettt bbbk bbb bbb bbb bbb bbb bbb bbb bbb e bbb bbb bbb bt nebeban 56 55 41
59 53 68
(43) (99 (91
(60) (21) (44)

$ 1361 $ 1202 $ 1,352

@ During 2017 and 2016, credit and funding val uation adjustmentsincluded | osses of $85 million and $33 million, respectively, from the fair value movement
on structured notes and deposits attributable to our own credit spread.

®  Other includescost reimbursementsassociated with activities performed on behalf of other HSBC affiliates and certain corporatefunding charges not assigned
to products. Beginning in 2018, interest earned on capital which was historically reported in Other, has been allocated to the product linesin the table above
and, as aresult, we have reclassified prior year amountsin order to conform to the current year presentation. Reported total operating income for all periods
was unaffected.

2018 profit before tax compared with 2017 Our GB& M segment reported higher profit before tax during 2018 due to higher other
operating income, higher releasesin credit |oss estimates, lower operating expenses and higher net interest income.

Credit revenue increased during 2018 due to higher revenue from collateralized financing related activity.
Rates revenue decreased during 2018 due to lower revenue from interest rate swaps and structured rate products.

Foreign Exchange and Metals revenue increased during 2018 due to higher revenue in Metals driven by increased client trading
activity, partially offset by lower revenue in Foreign Exchange as increased client trading activity was more than offset by the
impact of market conditions.

Equities revenue was relatively flat during 2018.

Global Banking revenue increased during 2018 due to lower |osses associated with credit default swap protection which largely
reflectsthe hedging of asingle client exposure, higher credit facilitiesfeesand lower losses from |oan sales. These increases were
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partially offset by lower net interest income driven by lower loan balances due to paydowns, sales and maturities exceeding loan
growth aswe continued to focus efforts on improving returns while applying a disciplined lending approach to grow the business.

Global Liquidity and Cash Management revenue was relatively flat during 2018 as higher net interest income due to an increase
in high quality deposit balances and the favorable impact of higher short-term market rates were largely offset by lower clearing
fees and compliance fees and the reporting change for cost reimbursements associ ated with activities performed on behalf of other
HSBC affiliates as discussed below.

Securities Services revenue was relatively flat during 2018 as higher revenue from new direct custody and clearing client activity
aswell ashigher netinterest income dueto thefavorableimpact of higher short-term market rateswaslargely offset by thereporting
change for cost reimbursements associated with activities performed on behalf of other HSBC affiliates as discussed bel ow.

Global Trade and Receivables Finance revenue increased during 2018 due to higher fees on standby letters of credit.

As previously discussed, beginning January 1, 2018, the fair value movement on structured notes and deposits attributable to our
own credit spread isnow being recorded in other comprehensiveincome (loss). During 2017 and 2016, credit and funding valuation
adjustments included losses of $85 million and $33 million, respectively, from the fair value movement on structured notes and
deposits attributable to our own credit spread. Excluding this item, credit and funding valuation adjustments resulted in higher
losses during 2018 attributable primarily to movements in our own credit spreads within our derivative liability balances and
funding spreads.

Other revenue decreased during 2018 reflecting higher corporate funding and excess liquidity charges. In addition, in 2018 we
began reporting cost reimbursements associated with activities performed on behalf of other HSBC affiliatesin Other. Asaresult,
wereported $31 million of cost reimbursementsin Other during 2018 that previously would have been reported in Global Liquidity
and Cash Management and Securities Services above.

Expected credit losses reflected higher rel eases during 2018 due to continued improvements in the credit quality of our portfolio
driven by paydowns, sales and maturities as we continued to focus efforts on improving returns aswell asimprovementsin credit
conditions associated with certain client relationships, including the upgrade of alarge oil and gas client relationship during 2018.
In addition, beginning in 2018, changes in expected credit losses are measured under |IFRS 9.

Operating expenses were lower during 2018 due primarily to lower staff costs, lower corporate function cost allocations from
affiliatesand thereversal in 2018 of an accrual previously taken in connection with abankruptcy preference claim. These decreases
were partially offset by higher deposit insurance assessment fees,

2017 profit before tax compared with 2016 Our GB&M segment reported a profit before tax during 2017 compared with a loss
beforetax during 2016 dueto improved loanimpairment charges, |ower operating expensesand higher net interestincome, partially
offset by lower other operating income.

Credit revenue declined during 2017 due to lower revenue from collateralized financing related activity, lower client activity and
volumes from low market volatility, and higher primary issuancesin 2016.

Ratesrevenue decreased during 2017 dueto lower new deal activity oninterest rate swaps, partially offset by favorable movements
related to the economic hedging of interest rate and other risks within our structured notes and deposits.

Foreign Exchange and Metals revenue decreased during 2017 as higher revenue from Metals client related trading activity was
offset by lower revenue from client trading activity in Foreign Exchange.

The decrease in Equities revenue during 2017 was due primarily to unfavorable movements related to the economic hedging of
interest rate and other risks within our structured notes and deposits.

Global Banking revenue decreased during 2017 due to lower net interest income driven by lower loan balances as paydowns and
maturities exceeding new loan originations as we focused efforts on improving returns, higher funding costs and lower event
financing fees which were partially offset by lower losses associated with credit default swap protection which largely reflectsthe
hedging of asingle client exposure.

Global Liquidity and Cash Management revenue increased during 2017 driven by higher net interest income due to the favorable
impact of higher short-term market rates as well as an increase in high quality deposit balances.

Securities Services revenue increased during 2017 driven by higher revenue from new direct custody and clearing client activity
aswell as higher net interest income due to the favorable impact of higher short-term market rates.

Globa Trade and Receivables Finance revenue was lower during 2017 reflecting a decline in receivables financing products,
partially offset by higher supply chain solutions revenue.

Excluding thefair value movement on structured notes and deposits attributabl e to our own credit spread as discussed above, credit
and funding valuation adjustments were favorable in 2017 due in part to movements in the credit spreads of our derivative
counterparties and our derivative balances.
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Other revenueimproved during 2017 reflecting higher cost reimbursements associ ated with activities performed on behalf of other
HSBC affiliates.

Loan impairment chargesimproved during 2017 reflecting releasesin credit lossreservesin 2017 compared with |oan impairment
chargesin 2016. Thereleasesof lossreservesin 2017 reflect improvementsinthe credit quality of our portfolio driven by paydowns,
sales and maturities exceeding new loan originations as well as improvementsin credit conditions associated with certain client
relationships, including a single mining client relationship. The loan impairment charges in 2016 were driven primarily by the
deterioration of the single mining client relationship as well as other downgrades reflecting weakness in the financial condition
of certain clientsat that time, including oil and gas, mining and other industry loan exposures. Loan impairment charges associated
withoil and gasindustry loan exposuresin 2016 werelargely dueto thedowngradeof alargeclient rel ationshi p and the establi shment
of specific reservesrelated to two large loans which became impaired.

Operating expenses were lower during 2017 due primarily to lower corporate function cost allocations from affiliates, lower
litigation expense and lower deposit insurance assessment fees.

Private Banking The following table summarizes the Group Reporting Basis results for our PB segment:

Year Ended December 31, 2018 2017 2016
(dollars are in millions)

LS 11 (== AT (000 [T $ 172 $ 217  $ 207
Other OpErating INCOME........coiiiiuirieirietireei ettt bbb nes 73 94 89
Total OPErating INCOME. .....cc.iitirieriireiieie ettt sb et bbb e e e e e neeneeaes 245 311 296
Expected credit losses/ loan impairment Charges...........cvveereereienenesenese s (4) 2 —
NEt OPEratiNg INCOIME ...ttt ettt be bbb bbb e e e e e e e ae e 249 309 296
OPEFALING EXPENSES. ....cveuertenerteeetese et sttt ettt st e st st et b e bt eb s ebe s ebesee bt seeseseesesben e b eneenenes 236 244 232
[ L0 o< {0 (<N x= O $ 13 $ 65 $ 64

In August 2017, our PB business entered into an agreement to refer parts of its Latin America portfolio, consisting primarily of
clients based in areas where we do not have a corporate presence, including Central Americaand the Andean Pact, to UBS. Under
the terms of the agreement, we facilitate the referral of these client relationships to UBS for afee, including the transfer of client
assets, consisting of clientinvestmentsand deposits, aswell asthetransfer of therel ationship managersand client serviceemployees
that support these clients. Loans associated with these client relationships were not included in the agreement. Total operating
income associated with these client relationships was approximately $14 million, $51 million and $50 million during 2018, 2017
and 2016, respectively.

The following table provides information regarding PB client assets during 2018 and 2017:

Year Ended December 31, 2018 2017

(in millions)

Client assets at beginning Of PEMOU.............ceeeieeieeieeceeee ettt aene s $ 39,089 $ 40462

Net NEW MONEY (OULFIOWS) ..ottt st s e e e e eneens (500) (2,333)
CHeNt tranSfErSTO UBS ..ottt ettt ettt bbb st st abe st e eneeneene e (1,494) (853)
RV L0 LC o 7= o (1,078) 1,813
Client assetS at €Nd Of PEITOU. ........c.c.cviveuieereeeereeeeee ettt ettt aess sttt e s st tesn s sseseseneas $ 36,017 $ 39,089

2018 profit before tax compared with 2017 Our PB segment reported lower profit before tax during 2018 due to lower net interest
income and lower other operating income, partially offset by lower operating expenses and improved credit |oss estimates.

Net interest income decreased during 2018 reflecting the impact of lower deposit balances due primarily to theimpact of the client
referral agreement with UBS.

During 2017, we recorded a net pre-tax gain of $9 million associated with the sale of a portion of our Private Banking business
asdiscussed above. During 2018, werecorded a$3 million loss asaresult of adeclinein the estimated fair value of the contingent
consideration receivable associated with the sale. Excluding these items, other operating income remained lower during 2018 due
to lower fees and commissions reflecting a decline in assets under management.

Expected credit lossesimproved during 2018 driven by arecovery in 2018 reflecting lower loss estimatesin the mortgage portfolio.
In addition, beginning in 2018, expected credit |osses are measured under IFRS 9.

Operating expenses decreased during 2018 reflecting lower staff costs.
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2017 profit before tax compared with 2016 Our PB segment profit before tax was relatively flat during 2017 as higher net interest
income and higher other operating income was largely offset by higher operating expenses.

Net interest income was higher during 2017 due to improved spreads reflecting the impact of favorable market rates.

Excluding the gain associated with the sale of aportion of our Private Banking business asdiscussed above, other operating income
decreased in 2017 due to lower fees and commissions driven by a decline in managed and investment product balances.

Loan impairment charges were relatively flat in 2017.

Operating expenses increased during 2017 reflecting higher litigation expense, higher staff costs and higher corporate function
cost allocations from affiliates.

Corporate Center The following table summarizes the Group Reporting Basis results for our CC segment:

Year Ended December 31, 2018 2017 2016
(dollars are in millions)

Net interest iNCOME (EXPENSE) .....viverrereereerreriereereeeeseresesresesrestessessesses e sseseesseseesessessessenes $ 91 $ (40) $ 132
Other OpErating INCOIME.......c..ciuiiiirierierieierie ettt sttt sbe st see et bese e e e e e e e e esessesseebens 257 274 127
Total Operating iNCOME™ ...t en e 348 234 259
Expected credit [osses/ |oan impairment Charges..........oevevereneveniese e 4 — 9
(NS Q0] 1< = 11 1o [T o g 1= 344 234 268
OPENBLING EXPENSES ....crveveetertereestesteseessaeeeeeeaeese et sseesessesaesbesbestessesesseseansensensenessessessessens 688 465 338
LOSS BEFOIE aX ......ooeveiiiiceetcie s $ (344) $ (231) $ (70)

@ Thefollowing table summarizes the impact of key activities on the total operating income of our CC segment:

Year Ended December 31, 2018 2017 2016
(dollars are in millions)

Balance Sheet ManagemMeNt® ...............cooocvuoeceeeeeeeseeeeeeeeseeeeeseseesessssseeessssseses s sessssssesssesseessesssesssssenesos $ 266 $ 245 $ 169

Legacy structured credit ProdUCLS............occciiiiini s 14 40 53

Legacy residential MOMgage aCtiVIties®™ ............ooo...ooveoeervvveseeeeee s ssss e — (15) 20

L6131 PP 68 (36) 17

Total OPErating INCOME .......cuceviceierreceeree et e e e nenis $ 348 $ 234 $ 259

@ Balance Sheet Management includes gains on the sale of securities of $24 million in 2018 compared with $48 million and $65 million in 2017 and 2016,
respectively.

®  Reflected fees associated with residential mortgage servicing activities performed on behalf of HSBC Finance prior to the completion of its receivable sales
program and revenue associated with certain residential mortgage loans that we previously purchased from HSBC Finance and sold during 2017.

2018 loss before tax compared with 2017 Our CC segment reported higher loss before tax during 2018 due to higher operating
expenses driven by expense recorded in 2018 related to the settlement of a mortgage securitization legal matter as well as lower
other operating income, partially offset by higher net interest income.

Net interest income was higher during 2018 due primarily to the impact of the liquidity framework we adopted in preparation for
the planned implementation of the Net Stable Funding Ratio ("NSFR") which provides atemporary cap on the net liquidity charge
to GB& M until the NSFR becomes effective. The framework, in combination with lower liquidity chargesin GB& M, resulted in
lower excessliquidity chargesbeing retained in the CC compared with 2017. See"Risk Management" inthisMD& A for additional
discussion of the NSFR. Theincreasein net interest income also reflects higher corporate funding charges to the businesses asthe
chargesin 2017 were reduced due to the loan prepayment fees received from HSBC Finance as discussed below.

Other operating income decreased during 2018 driven largely by the non-recurrence of revenue received from HSBC Finance in
2017, including $28 million of loan prepayment fees and fees associated with residential mortgage servicing activities performed
prior to the completion of its receivable sales program, as well as lower gains from asset sales in Balance Sheet Management and
the non-recurrence of a gain of approximately $11 million recorded in 2017 related to the unwind of one of our unconsolidated
VIEs. These decreases were partially offset by favorable movements related to the economic hedging of interest rate risk within
our own debt and higher income associated with fair value hedge ineffectiveness.

Expected credit |osses were higher during 2018 reflecting the impact of recording expected credit losses on certain financial assets
in accordance with IFRS 9.

Operating expenses were higher during 2018 due to higher expense related to legal matters reflecting the settlement of amortgage
securitization matter. This increase was partialy offset by the non-recurrence of costs to achieve of approximately $172 million
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in 2017, which primarily consisted of project cost support service chargesfrom HTSU, lease termination and associated expenses,
professional fees and severance costs, as well as higher levels of expense capitalization related to internally devel oped software
and the non-recurrence of expense recorded in 2017 related to staff performing residential mortgage serving activities on behalf
of HSBC Finance.

2017 loss before tax compared with 2016 Our CC segment reported higher loss before tax during 2017 due primarily to lower net
interest income and higher operating expenses duein part to higher costs to achieve of approximately $85 million, partially offset
by higher other operating income.

Net interest income was lower during 2017 driven largely by the impact of the liquidity framework we adopted in preparation for
the NSFR as discussed above. The decrease also reflects lower corporate funding charges to the businesses due in part to higher
loan prepayment fees received from HSBC Finance aswell aslower net interest income from legacy residential mortgages which
were sold during 2017.

Other operating income increased during 2017 reflecting the improved performance of economic hedge positions used to manage
interest rate risk, higher loan prepayment fees received from HSBC Finance, lower losses associated with fair value hedge
ineffectiveness and the gain recorded in 2017 related to the unwind of one of our unconsolidated VI Es as discussed above. These
increaseswere partially offset by lower fees associated with residential mortgage servicing activities performed on behalf of HSBC
Finance, lower gainsfrom asset salesin Balance Sheet Management and unfavorabl eval uation adjustmentson our legacy structured
credit products.

Loan impairment recoveries were lower during 2017 as 2016 reflects releases of reserves due to improvementsin economic and
credit conditions associated with legacy residential mortgages which were sold during 2017.

Operating expenses increased during 2017 reflecting higher costs to achieve as discussed above, higher corporate function cost
allocations and higher litigation expense, partially offset by the favorable impact of cost management efforts, including staff
optimizationin our technol ogy and support servicefunctionsaswell asreductionsin staff performing residential mortgageservicing
activities on behalf of HSBC Finance, and higher levels of expense capitalization related to internally devel oped software.

Reconciliation of Segment Results Aspreviously discussed, segment resultsarereported on aGroup Reporting Basi s. For segment
reporting purposes, inter-segment transactions have not been eliminated, and we generally account for transactions between
segments as if they were with third parties. See Note 23, "Business Segments,” in the accompanying consolidated financial
statements for a reconciliation of our Group Reporting Basis segment resultsto U.S. GAAP consolidated totals.

Credit Quality

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

Our reported results under U.S. GAAP reflect the following methodol ogies for establishing the allowance for credit losses.

Allowance for Credit Losses Commercia loans are monitored on a continuous basis with aformal assessment completed, at a
minimum, annually. As part of this process, a credit grade and loss given default are assigned and an allowance is established for
these loans based on a probability of default estimate associated with each credit grade under the allowance for credit losses
methodology. Credit Review, a function independent of the business, provides an ongoing assessment of lending activities that
includesindependently assessing credit grades and | oss given default estimatesfor sampled creditsacross various portfolios. When
it is deemed probable based upon known facts and circumstances that full interest and principal on an individual loan will not be
collected in accordance with its contractual terms, the loan is considered impaired. An impairment reserve is then established
primarily based on the present value of expected future cash flows, discounted at the loan's original effective interest rate, or asa
practical expedient, the fair value of the collateral if the loan is collateral dependent or the loan's observable market price if the
loan is traded in the market. Updated appraisals for collateral dependent loans are generally obtained only when such loans are
considered troubled and the frequency of such updates are generally based on management judgment under the specific
circumstances on a case-by-case basis. In addition, |oss reserves on commercial |oans are maintained to reflect our judgment of
portfolio risk factors which may not be fully reflected in the reserve calculations.

Our probability of default estimatesfor commercial |oans are mapped to our credit grade master scale. These probability of default
estimates are validated on an annual basis using back-testing of actual default rates and benchmarking of the internal ratings with
externa rating agency data like Standard and Poor's (" S& P") ratings and default rates. Substantially all appraisalsin connection
with commercial real estate |loans are ordered by the independent real estate appraisal review unit at HSBC. The appraisal must
bereviewed and accepted by thisunit. For loans greater than $250,000, an appraisal isgenerally ordered when theloanisclassified
as Substandard as defined by the OCC. On average, it takes approximately four weeks from the time the appraisal is ordered until
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it is completed and the values accepted by HSBC's independent appraisal review unit. Subsequent provisions or charge-offs are
completed shortly thereafter, generally within the quarter in which the appraisal is received.

In situations where an external appraisal is not used to determine the fair value of the underlying collateral of impaired loans,
current information such asrent rolls and operating statements of the subject property are reviewed and presented in a standardized
format. Operating results such as net operating income and cash flows before and after debt service are established and reported
with relevant ratios. Third-party market datais gathered and reviewed for relevance to the subject collateral. Datais also collected
from similar propertieswithin the portfolio. Actual saleslevelsof properties, operating income and expensefiguresand rental data
onasquarefoot basisare derived from existing loans and, when appropriate, used as comparablesfor the subject property. Property
specific data, augmented by market data research, is used to project a stabilized year of income and expense to create a 10-year
cash flow model to bediscounted at appropriateratesto present value. Thesevaluationsarethen used to determineif any impai rment
on the underlying loans exists and an appropriate allowance is recorded when warranted.

For loans identified as 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 asa practical expedient, the fair value of the collateral
if the loan is collateral dependent or, for commercia loans, the observable market price if the loan is traded in the market. The
circumstancesin which we perform aloan modification involving aTDR Loan at athen current market interest rate for aborrower
with similar credit risk would include other changesto theterms of the original |oan made as part of the restructuring (e.g. principal
reductions, collateral changes, etc.) in order for the loan to be classified asa TDR Loan.

For pools of homogeneous consumer loans and certain small business loans which do not qualify as TDR Loans, we estimate
probablelossesusing aroll rate migration analysis that estimatesthe likelihood that aloan will progress through the various stages
of delinquency and ultimately charge-off based upon recent historical performance experience of other loansin our portfolio. This
migration analysis incorporates estimates of the period of time between aloss occurring and the confirming event of its charge-
off. Thisanalysis considers delinquency status, loss experience and severity and takes into account whether borrowers have filed
for bankruptcy or have been subject to account management actions, such as the re-age or modification of accounts. We also take
into consideration the loss severity expected based on the underlying collateral, if any, for the loan in the event of default based
on historical and recent trendswhich are updated monthly based on arolling average of several months datausing the most recently
available information.

Theroll rate methodology isamigration analysis based on contractual delinquency and rolling average historical |oss experience
which capturesthe increased likelihood of an account migrating to charge-off asthe past due status of such account increases. The
roll rate models used were developed by tracking the movement of delinquencies by age of delinquency over a specified time
period. Each stage of delinquency represents a period of delinquency in 30-day increments. The roll from the last delinquency
stage resultsin charge-off. Contractual delinquency isamethod for determining aging of past due accounts based on the status of
paymentsunder theloan. Averageroll rates are devel oped to avoid temporary aberrations caused by seasonal trendsin delinquency
experienced by some product types. We have determined that a 12-month average roll rate balances the desire to avoid temporary
aberrations, while at the same time analyzing recent historical data. Theroll rate cal culations are performed monthly and are done
consistently from period to period. Weregularly monitor our portfolioto evaluatethe period of timeutilized inour roll ratemigration
analysis and perform a formal review on an annual basis. In addition, loss reserves on consumer loans are maintained to reflect
our judgment of portfolio risk factors which may not be fully reflected in the statistical roll rate calculation.

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

At December 31, 2018 2017 2016 2015 2014
(dollars are in millions)
Allowance for Credit 10SSES.......couiivieceeieeee e $ 541 $ 681 $ 1017 $ 912 $ 680
Ratio of Allowance for credit losses to: -
Loans.®
Commercial:
NON-BFfi lIBLES. ...cvecveveeeetecececteee ettt ettt et 97% 1.31% 1.83% 1.35% .92%
ATFIIIAIES ..o — — — — —
Total COMMENCIA .......cceieeeciece e e e .93 1.15 1.72 1.25 .85
Consumer:
Residential MOrtgages .......ccooeerererenere e .07 A4 A5 .38 .64
Home equity MOMQages. ... ..covvveerieerierereresie st 71 .92 1.42 150 179
Credit Cards........ooviveieieeeeeceeecetee et 5.69 4.44 4,94 4.58 5.42
Other CONSUMEY .....cueeueeeeeeeeeereee e e e e ae e e eneas 1.98 1.46 1.83 221 2.04
TOtal CONSUMES ......civieieiieiecie et see e re e e 42 37 44 .65 96
TOUAl .ottt aeenas .78% 94% 1.38% 1.10% 87%
Net charge-offs:®
COMMETCIA® ... 1,117% 405% 463%  1,217%  1,538%
(O00] 15 U1 0= SRR 319 348 132 205 229
TOUAl .ottt s enas 807% 398% 381% 707% 596%
Nonperforming loans.®
COMMENCIAl .e.veieeeeeeeeeeee e eneas 318% 99% 118% 293% 351%
(00015 U1 0= SRR 20 15 17 15 20
TOAl .ottt e b e e b e et ereer e s reenresae et 97% 61% 7% 78% 63%

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

@ Ratiosreflect full year net charge-offs.

®  Our commercial net charge-off coverage ratio for 2018, 2017, 2016, 2015 and 2014 was 134 months, 49 months, 56 months, 146 months and 185 months,
respectively. The net charge-off coverage ratio represents the commercial allowance for credit losses at year end divided by average monthly commercial

net charge-offs during the year.

@ Representsour commercial and consumer allowancefor credit | osses, asappropriate, divided by the corresponding outstanding balanceof total nonperforming
loans held for investment. Nonperforming loans include accruing loans contractually past due 90 days or more.

The following table summarizes the changesin the allowance for credit losses by product and the related |oan balance by product

during the years ended December 31, 2018, 2017, 2016, 2015 and 2014:

Commercial Consumer
Business
Construction and Home
and Other Corporate Global Other Residential Equity Credit Other
Real Estate Banking Banking Comm’l Mortgages Mortgages Cards  Consumer Total
(in millions)
Year Ended December 31, 2018:
Allowance for credit losses — beginning of
PEIOU....c.eieeieeeieieeieiee s $ 82 $ 244 $ 264 % 18 25 $ 1 3% 32 $ 5 $ 681
Provision charged (credited) to income...... 34 (31) (109) ®3) (18) ®3) 55 2 (73)
Charge-offS.......covvvnrrsrrsrsereses — (41) (48) — @) @) (35) 4 (142)
RECOVENES......coeeiiieieieie e — 47 1 — 13 6 6 2 75
Net (charge-offs) recoveries...........ccccovuenne — 6 47) — 6 (1) (29) (2) (67)
Allowance for credit losses—end of period $ 116 $ 219 $ 108 $ 15 13 $ 7 $ 58 $ 5 $ 541
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Year Ended December 31, 2017:
Allowance for credit losses — beginning of

PEIIOO. ..o $ R 3 317 $ 508 $ 13 $ 2% $ 20 $ 34 $ 7 $1,017
Provision charged (credited) to income...... 3 (59) (116) 6 ©) ()] 22 — (165)
Charge-0ffS.....ereeeeeeeseesseeeeseeseeseeesesseen ©) (37 (141) ) o) 6 (30 4 (230
RECOVENES......coevecrieieieeeeee e — 23 13 — 10 5 6 2 59
Net (charge-offs) recoveries............coovunane @) (14) (128) 1) 6 1) (24) 2 (171)
Allowance for credit losses—end of period $ 82 $ 244 $ 264 % 18 $ 25 % 11 $ 32 % 5 $ 681

Year Ended December 31, 2016:
Allowance for credit osses — beginning of

PENOU....c.eeeeeieieeee s $ 86 $ 407 $ 267 $ 19 % 68 $ 24 $ 32 $ 9 $ 912
Provision charged (credited) to income™® ... — 10 348 (6) ) 1) 26 4 372
Charge-offs™@ .o Q) (110) (107) — (45) ® (30 (8  (309)
RECOVENES......oiici e 7 10 — — 12 5 6 2 42
Net (charge-offs) recoveries...........ccccvunenne 6 (200) (207) — (33) 3) (24) (6) (267)
Allowance for credit losses—end of period $ 2 $ 317 $ 508 $ 13 $ 26 $ 20 $ 4 % 7 $1,017

Year Ended December 31, 2015:
Allowance for credit losses — beginning of

PEITOO. .o $ 89 $ 251 $ 131 $ 21 $ 107 $ 32 $ 39 $ 10 $ 680
Provision charged (credited) to income...... 2 215 136 2 (15) (4) 20 9 361
Charge-offs......ccoveeernierriecrneeenens (10) (69) — (@] (35) 8 (32 (12) (167)
RECOVENES......covirieieieee e 5 10 — 1 11 4 5 2 38
Net (charge-offs) recoveries...........covuunnne (5) (59) — — (24) (4) 27) (10) (129)
Allowance for credit losses—end of period $ 86 $ 407 $ 267 $ 19 $ 68 $ 24 $ 32 % 9 $ 912

Year Ended December 31, 2014:
Allowance for credit osses — beginning of

[0 o e SRR $ 108 $ 105 $ 7% $ 20 $ 186 $ 49 $ 5 $ 13 $ 606
Provision charged (credited) to income...... 2 157 64 (@) (40) (24) 23 3 188
Charge-offS.......corevrrnierencre s (24) (19) (8) 1) (55) (13) (41) (8) (169)
RECOVENES......ovici e 3 8 — 9 16 10 7 2 55
Net (charge-offs) recoveries...........ccccovuenn. (21) (11) (8) 8 (39) 3) (34) (6) (114
Allowance for credit losses—end of period $ 89 $ 251 $ 131 $ 21 % 107 $ 32 $ 39 $ 10 $ 680

@ Theprovision for credit losses and charge-offs for residential mortgage loans during 2016 includes $11 million related to the lower of amortized cost or fair

value adjustment attributable to credit factors for loans transferred to held for sale. See Note 7, "L oans Held for Sale," in the accompanying consolidated
financial statements for additional information.

For collateral dependent loansthat are transferred to held for sale, the existing allowance for credit losses at the time of transfer are recognized as a charge-
off. We transferred to held for sale certain residential mortgage loans during 2016 and, accordingly, we recognized the existing allowance for credit losses
on these loans as additional charge-offs totaling $22 million during 2016.

The allowancefor credit losses at December 31, 2018 decreased $140 million or 21 percent as compared with December 31, 2017
duetolower lossestimatesin our commercial loan portfolio, partially offset by higher lossestimatesin our consumer [oan portfolio.
Our commercia allowancefor credit losses decreased $150 million or 25 percent as compared with December 31, 2017 reflecting
continued improvements in the credit quality of our portfolio driven by paydowns, sales and maturities as we continued to focus
efforts on improving returns as well as improvements in credit conditions associated with certain client relationships. These
decreaseswere partially offset by ahigher provision for risk factorsassociated with geopolitical risksand market volatility inherent
in certain segments of the portfolio and higher provisions for downgrades reflecting weaknessin the financial condition of certain
clients. Our consumer allowance for credit losses increased $10 million or 14 percent as compared with December 31, 2017 due
to a higher alowance for credit losses in credit cards reflecting growth in customer activity driven by new product promotions
along with an associated increase in dollars of delinquency, partially offset by alower allowance for credit losses in residential
mortgages and home equity mortgages due to continued improvementsin economic and credit conditions, including lower dollars
of delinquency.

Thealowance for credit losses at December 31, 2017 decreased $336 million or 33 percent as compared with December 31, 2016
due primarily to lower loss estimatesin our commercial loan portfolio and, to alesser extent, lower |0ss estimatesin our consumer
loan portfolio. Our commercial alowance for credit losses decreased $322 million or 35 percent as compared with December 31,
2016 largely dueto improvementsin the credit quality of our portfolio driven by managed reductionsin certain exposures, rel eases
of reserves due to paydowns and maturities exceeding new |oan originations as we continued to focus efforts on improving returns,
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improvementsin credit conditions associated with certain client relationships and the partial charge-off of a single mining client
relationship. Our consumer allowance for credit losses decreased $14 million or 16 percent as compared with December 31, 2016
due to improvements in economic and credit conditions, the origination of higher quality Premier mortgages and lower loss
estimates in our home equity mortgage portfolio reflecting lower outstanding balances. These decreases were partially offset by
theimpact of a glight increase in delinquency levels.

The allowancefor credit losses at December 31, 2016 increased $105 million or 12 percent as compared with December 31, 2015
dueto higher lossestimatesin our commercial loan portfolio, partially offset by lower loss estimatesin our consumer [oan portfolio.
Our commercial allowance for credit lossesincreased $151 million or 19 percent as compared with December 31, 2015 primarily
due to higher loss estimates associated with the deterioration of the single mining customer relationship and, to a lesser extent,
other downgrades reflecting weaknesses in the financial condition of certain customer relationships, including mining and other
industry loan exposures. These increases were partialy offset by charge-offs associated with oil and gas industry loan exposures,
including alargeimpaired oil and gasindustry loan that was sold. Our consumer allowance for credit |osses decreased $46 million
or 35 percent as compared with December 31, 2015 primarily dueto charge-offs associated with the transfers of mortgagesto held
for sale aswell asreleases of reservesrelated to certain residential mortgages serviced by others asaresult of updated information
regarding the underlying loan characteristics being reported by the servicers and improved loss estimates associated with certain
home equity mortgages. The decrease al so reflectslower | 0ss estimates driven by improvementsin economic and credit conditions
and the origination of higher quality Premier mortgages.

The allowance for credit losses at December 31, 2015 increased $232 million or 34 percent as compared with December 31, 2014
dueto higher lossestimatesin our commercial loan portfolio, partially offset by lower loss estimatesin our consumer |oan portfolio.
Our commercia alowancefor credit lossesincreased $287 million or 58 percent as compared with December 31, 2014 reflecting
higher loss estimates associated with oil and gasindustry loan exposures and, to alesser extent, downgradesin other industry loan
exposures reflecting weaknesses in the financial circumstances of certain customer relationships as well as higher alowances
associated with loan growth. Theseincreaseswere partially offset by releases of reservesassociated with maturitiesof lower quality
loans and managed reductionsin certain exposures. Our consumer allowance for credit |osses decreased $55 million or 29 percent
as compared with December 31, 2014 reflecting lower loss estimatesin our residential mortgage and home equity mortgage |oan
portfoliosdriven by lower severity estimates, improvementsin economic and credit conditionsincluding lower delinquency levels
and the origination of higher quality Premier mortgages aswell as lower loss estimates associated with the remediation of certain
mortgage servicing activities and alower allowance for credit lossesin our credit card portfolio reflecting lower receivable levels
and improved delinquency roll rates.

Our residential mortgage loan allowance for credit lossesin all periods reflects consideration of risk factorsrelating to trends such
as recent portfolio performance as compared with average roll rates as well as housing market trends and second lien exposure.

The allowance for credit losses as a percentage of total loans held for investment at December 31, 2018, 2017, 2016 and 2015
increased or decreased compared with their respective prior year periods for the reasons discussed above.

Theallowancefor credit |osses as a percentage of net charge-offsat December 31, 2018 increased as compared with December 31,
2017 as adecrease in dollars of net charge-offs driven by lower charge-offs in our commercial loan portfolio associated with a
single mining client relationship and loan sales outpaced the decrease in our overall alowance for credit losses for the reasons
discussed above. In 2017, the allowance for credit losses as a percentage of net charge-offswas relatively flat as lower dollars of
net charge-offsin both our commercia and consumer loan portfolios was largely offset by adecreasein our overall allowance for
credit losses for the reasons discussed above. In 2016, the allowance for credit |osses as a percentage of net charge-offs decreased
astheincreasein dollars of net charge-offslargely driven by higher charge-offs associated with oil and gasindustry loan exposures
in our commercial loan portfolio, including alarge impaired oil and gas industry loan that was sold, outpaced the increase in our
overall allowance for credit losses for the reasons discussed above. In 2015, the allowance for credit |osses as a percentage of net
charge-offsincreased astheincreasein our overall alowancefor credit lossesfor the reasons di scussed above outpaced theincrease
in dollars of net charge-offs due to higher charge-offsin our commercial loan portfolio.

The allowance for credit losses as a percentage of nonperforming loans held for investment at December 31, 2018 increased as
compared with December 31, 2017 driven by a decrease in nonperforming loans due primarily to managed reductions in certain
exposures in our commercia loan portfolio which was partially offset by adecrease in our overal allowance for credit losses for
the reasons discussed above. In 2017, the allowance for credit losses as a percentage of nonperforming loans held for investment
decreased as the decrease in our overal allowance for credit losses for the reasons discussed above outpaced the decreases in
nonperforming loans driven by our commercial loan portfolio. In 2016, the allowance for credit losses as a percentage of
nonperforming loansheld for investment wasrel atively flat astheincreasein nonperforming loansdriven by higher nonperforming
loansin our commercial loan portfolio was largely offset by theincrease in our overall allowance for credit losses for the reasons
discussed above. In 2015, the allowance for credit losses as a percentage of nonperforming loans held for investment increased as
the increase in our overall allowance for credit losses for the reasons discussed above outpaced the increase in nonperforming
loans driven by higher nonperforming loansin our commercial loan portfolio.

65



HSBC USA Inc.

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

% of % of % of % of % of
Loans to Loans to Loans to Loans to Loans to
Total Total Total Total Total
Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans
At December 31, 2018 2017 2016 2015 2014
(dollars are in millions)
Commercia® ... $ 458 715% $ 608 731% $ 930 734% $ 779 75.3% $ 492 74.7%
Consumer:
Residential mortgages . 13 25.2 25 238 26 233 68 215 107 21.4
Home equity
MOrtgages........c.cev.n. 7 1.4 11 1.6 20 1.9 24 1.9 32 2.3
Credit cards.................. 58 15 32 1.0 34 9 32 8 39 9
Other consumer ........... 5 4 5 5 7 5 9 5 10 7
Tota consumer ............ 83 28.5 73 26.9 87 26.6 133 24.7 188 25.3
Tota ..o, $ 541 100.0% $ 681 100.0% $1,017 100.0% $ 912 100.0% $ 680 100.0%

@ SeeNote 6, "Allowance for Credit Losses," in the accompanying consolidated financial statements for components of the commercial allowance for credit
losses.

Reserves for Off-Balance Sheet Credit Risk Wealso maintain aseparatereservefor credit risk associated with certain commercial

off-balance sheet exposures, including letters of credit, unused commitments to extend credit and financial guarantees. The

following table summarizes this reserve, which is included in other liabilities on the consolidated balance sheet. The related

provision is recorded as a component of other expense within operating expenses.

At December 31, 2018 2017 2016 2015 2014
(in millions)

Off-balance sheet credit risk reServe.......coovvveceeeevneen. $ 9% $ 106 $ 134 $ 9 $ 68

Off-balance sheet reserves decreased in 2018 and 2017 reflecting managed reductions in certain exposures and improvementsin
credit conditions associated with certain client relationships. In 2016, off-balance sheet reserves increased reflecting the impact
of downgradesin oil and gas industry and other industry loan exposures. In 2015, off-balance sheet reserves increased reflecting
higher loss estimates associated with oil and gasindustry exposures. Off-balance sheet exposures are summarized under the caption
"Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations” in thisMD&A.
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Delinquency Thefollowing table summarizesdollarsof two-months-and-over contractual delinquency and two-months-and-over
contractual delinquency as a percent of total loans and loans held for sale ("delinquency ratio"):

2018 2017

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

Delinquent loans:

Commercial.......coocoeeeeeeeeeiieee e $ 60 $ 99 $ 16 $ 19 $ 45 $ 82 $ 68 $ 79
Consumer:
Residential mortgages¥@.......... 347 329 356 381 425 406 442 434
Home equity mortgages™®@........ 30 31 32 37 39 36 38 40
Credit cards.......ccccceeveveveeenenen. 20 18 15 13 12 11 11 12
Other consuMer .......cccceevvvreerene 8 7 8 9 10 10 8 10
Total consumer.........ccceceeeeeenenen. 405 385 411 440 486 463 499 496
TOtal ..o $ 465 $ 484 $ 427 $ 459 $ 531 $ 545 $ 567 $ 575
Delinquency ratio: -
Commercial.......ccceeeeeeeeeececeeeeenen, .12% .21% .03% .04% .08% 17% .14% .16%
Consumer:
Residential mortgages™®.......... 1.99 1.89 2.05 2.20 2.46 2.36 2.57 251
Home equity mortgages®™® ....... 3.05 3.02 2.95 3.25 3.27 2.92 2.96 2.98
Credit cards......c.cccceevevevieenenen. 1.96 1.98 1.78 1.69 1.66 1.68 1.70 1.86
Other consumer .........cccceeeeeienene 2.62 2.20 2.23 2.13 248 2.26 1.63 2.20
Total CONSUMEY .......ccceevreeeerenen. 2.05 1.96 2.09 2.24 248 2.37 254 251
TOtal ..o .67% 72% .64% .68% 72% .80% .82% .82%

@ At December 31, 2018 and 2017, consumer mortgage loan delinquency includes $254 million and $342 million, respectively, of loans that are carried at the
lower of amortized cost or fair value of the collateral less costs to sell, including $1 million and $1 million, respectively, relating to loans held for sale.

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

2018 2017

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

Dollars of delinquent loans:

Interest-only 10ans..........coeevene. $ 9 3 9 3 12 $ 11 $ 10 $ 30 % 41 $ 25

ARM 10aNnS.......ccoovveeniririininene 114 112 133 145 142 137 147 121
Delinquency ratio:

Interest-only loans........cccoceueeee .28% .28% 37% .33% .29% .86% 1.18% .70%

ARM 10aNnS.......ccovveenriniiinne .94 .94 1.11 1.20 1.19 1.15 1.24 1.01

Our two-months-and-over contractual delinquency ratio decreased 5 basis points compared with September 30, 2018 dueto lower
dollars of delinquency in our commercial loan portfolio, partially offset by higher dollars of delinquency in our consumer loan
portfolio. Compared with December 31, 2017, our two-months-and-over contractual delinquency ratio also decreased 5 basis
points as higher dollars of delinquency in our commercial loan portfolio was more than offset by lower dollars of delinquency in
our consumer loan portfolio.

Our commercia |oan two-months-and-over contractual delinquency ratio decreased 9 basis points compared with September 30,
2018 due primarily to collections on two corporate banking loans which became delinquent in the third quarter. Compared with
December 31,2017, our commercial |oan two-months-and-over contractual delinquency ratio increased 4 basi spointsdueto higher
dollars of delinquency driven by several corporate banking clients which became 60 days delinquent in the second half of the year
aswell asacommercial rea estate client which became 60 days delinquent in the fourth quarter. These increases were partially
offset by the collection of alarge global banking loan in the first quarter as well aslower outstanding |oan balances.

Our consumer loan two-month-and-over contractual delinquency ratio increased 9 basis points compared with September 30, 2018
due primarily to higher levels of reported residential mortgage delinquency associated with temporary customer payment
interruptions due to the transfer of servicing in December. Compared with December 31, 2017, our consumer loan two-month-
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and-over contractual delinquency ratio decreased 43 basis pointsdue primarily to lower dollars of residential mortgage delinquency
driven by continued improvementsin economic and credit conditions.

Net Charge-offs of Loans Thefollowing tablesummarizesnet charge-off (recovery) dollarsaswell asthe net charge-off (recovery)
of loans for the quarter, annualized, as a percentage of average loans, excluding loans held for sale, ("net charge-off ratio"):

2018 2017
Quarter Ended Quarter Ended

2016
Full Full Full
Year Dec.31 Sept.30 June30 Mar. 31 Year Dec.31 Sept.30 June30 Mar. 31 Year

(dollars are in millions)

Net Charge-off Dollars:

Commercial:
Readl estate, including
CONSLIUCtion ..........ceue.. $  — $ — $ — & — $ — $ 7 $ — $ 4 $ 2 $ 1 $ (6
Business and corporate
banking ........ccoevvveennee (6) 6 1 (16) 3 14 — 5 — 9 100
Global banking.................. 47 — 11 32 4 128 70 14 45 (1) 107
Other commercid.............. — — — — — 1 — — 1 — —
Total commercid .............. 41 6 12 16 7 150 70 23 48 9 201
Consumer:
Residential mortgages....... (6) 1 (3) 1) ®3) (6) ) 2 4) 2 33
Home equity mortgages.... 1 — — 1 — 1 D — 1 3
Credit cards........c.covverenne 29 9 8 6 6 24 6 6 24
Other consume ................. 2 1 ) 1 1 2 1 — — 1 6
Total consumer 4

Net Charge-off Ratio:

Commercial:
Real estate, including
construction .................. —% —% —% —% —% .07% —% .15% .08% .04% (.06)%
Business and corporate
banking .......cccoeevevennnen. (.05) .18 .03 (.:51) .10 A1 — 15 — .28 .55
Global banking.................. .24 — .24 .65 .08 .59 1.36 .28 .81 (.02 45
Other commercid.............. — — — — — .02 — — .10 — —
Total commercid .............. .09 .05 .10 13 .06 .30 .58 19 .39 .07 34
Consumer:
Residential mortgages....... (.03) .02 (.07) (.02) (.07) (.03) (.05) (.049) (.09) .04 19
Home equity mortgages.... .09 — — .36 — .08 (-33) — .30 .29 .20
Credit cards........ccovveeennene. 3.43 3.76 3.66 2.97 3.26 3.65 2.95 3.68 4.34 3.65 3.59
Other consumer ................. .65 1.63 (1.35) 1.18 1.13 .52 1.09 — — 1.03 153
Total consumer ..........c....... 13 .22 .08 14 .08 A1 .06 .08 .08 .20 .33
Total .o .10% .10% .10% 14% .07% .25% 43% .16% .30% .10% .33 %

Our net charge-off ratio as a percentage of average |oans decreased 15 basis points for the full year of 2018 compared with the
full year of 2017 due to lower levels of net charge-offs in our commercial loan portfolio associated with a single mining client
relationship and loan sales. This decrease was partialy offset by slightly higher levels of net charge-offs in our consumer loan
portfolio.

Our net charge-off ratio as a percentage of average loans decreased 8 basis points for the full year of 2017 compared with the full
year of 2016 due to lower levels of net charge-offs in both our commercial and consumer loan portfolios. The decrease in net
charge-offsin our commercial loan portfolio reflectslower charge-offs associated with oil and gas industry loan exposures which
were partially offset by the partial charge-off of asingle mining client relationship in 2017. The decrease in net charge-offsin our
consumer loan portfolio was largely dueto the non-recurrence of charge-offsrecorded in 2016 related to the transfers of mortgages
toheld for saleand, to alesser extent, improvementsin economic and credit conditionsand the origination of higher quality Premier
mortgages.
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Nonperforming Assets Nonperforming assets consisted of the following:

At December 31, 2018 2017 2016
(in millions)

Nonaccrual loans:

Commercial:
Real estate, including CONSIIUCHION .........c.coveveveeeeeeeeectcee et $ 7 % 12 3 56
Business and corporate Danking ..........c.coeoeeeeereeiererere et enea 70 215 187
GlODEl DANKING.....ccueitiiee et 65 385 546
Other COMMENCIAL ......ocvieieie ettt e sb e e b e s re e sreeane s 1 1 1
Commercial nonaccrua loansheld for Sale.........oovvvivviiiiinne e — — 11
TOtal COMIMEICIAL ..ottt st s ebe e 143 613 801
Consumer:
Residential Mortgages™@® .. ... 341 414 435
Home equity MOMGAgES T ... eeseee s 55 67 75
Consumer nonaccrual [oansheld for Sale........coiiiiiiii i 1 1 369
TOLAl CONSUMET......cueiitiete ettt ettt et be e e s re e etesaeesbesaeesbeeasesbeeasesbeenseereennesanennes 397 482 879
Total NONACCIUING 108NS ........eceieieieieseeeee e e e enenns 540 1,095 1,680
Accruing loans contractually past due 90 days or more:
Commercial:
Business and corporate Danking ..........c.coeoeeeeeeeeererere e s e e eaeas 1 1 1
TOtal COMMENCIE .....c.eeeieiieeceeee ettt e ereenesneennas 1 1 1
Consumer:
Credit CAIUS. ..ottt et st st 14 9 10
(@ 151 e e LS T [ 4 OSSR 6 8 7
TOLBl CONSUMEN ...ttt ettt b et e b e b e bbb e b e e e e e e e e eneenas 20 17 17
Total accruing loans contractually past due 90 days Or more .........cccccceeveeeeceeceeeenenne. 21 18 18
Total NONPerformMiNg [0ANS ..........c.oouiieeeeeeeee e 561 1,113 1,698
Other 18l €SAEE OWNEA™ ...ttt n e se e 12 11 27
Total NONPEITOIrMING ASSETS......ccvciiieiiriirieie et be e nrens $ 573 $ 1124 $ 1,725

@ At December 31, 2018, 2017 and 2016, nonaccrual consumer mortgage |oans held for investment include $289 million, $360 million and $382 million
respectively, of loans that are carried at the lower of amortized cost or fair value of the collateral less cost to sell.

@ Nonaccrual 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.

(©)

Nonaccrual consumer mortgage loans for all periods does not include guaranteed loans purchased from the Government National Mortgage Association.
Repayment of these loansis 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 December 31, 2018, 2017 and 2016, respectively.

Nonaccrual loansat December 31, 2018 decreased ascompared with December 31, 2017 dueprimarily tolower level sof nonaccrual
loans in our commercial loan portfolio driven by managed reductions in certain exposures, including the sale of a single mining
client relationship. Nonaccrual loansin our consumer |oan portfolio were also lower primarily reflecting continued improvements
in economic and credit conditions. Accruing loanspast due 90 daysor moreincreased as compared with December 31, 2017 driven
by higher accruing loans past due 90 days or more in credit cards reflecting growth in customer activity driven by new product
promotions.

Nonaccrual loans at December 31, 2017 decreased as compared with December 31, 2016 due to lower levels of nonaccrual loans
in both our commercial and consumer loan portfolios. The decrease in commercial nonaccrua loans was driven primarily by
managed reductionsin certain exposures and the partial charge-off of asingle mining client relationship. The decreasein consumer
nonaccrual loanswas primarily dueto the sales of certain residential mortgages and, to alesser extent, improvementsin economic
and credit conditions and the origination of higher quality Premier mortgages. Accruing loans past due 90 days or more remained
flat compared with December 31, 2016.

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

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

At December 31, 2018 2017 2016

(in millions)
Impaired commercial loans:
Balance at end of PEITIO........coviuiuiiececeeees ettt $ 235 $ 698 $ 1,053
Amount With imPaiNMENT FESEIVE .......couiii ettt e s eeas 61 383 596
[MPEIMMENE FESEIVE ...ttt b et sb e et bne 19 127 308

Commercial impaired loans decreased in 2018 largely due to lower nonaccrual loans, including TDR Loans, for the reasons
discussed above. In 2017, commercial impaired |oans decreased due to lower nonaccrual loans for the reasons discussed above as
well aslower TDR Loans driven by managed reductionsin certain exposures and paydowns.

Criticized Loans Criticized |oan classifications presented in the table bel ow 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:

e 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.

e 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 lossif the deficiencies are not corrected.

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

The following table summarizes criticized commercial loans:

At December 31, 2018 2017 2016

(in millions)
SPECIAl MENLION......ocviiiiiiei ettt s e s ss s s s s s $ 907 $ 1407 $ 1941
SUDSIANAAIT ..ottt ettt et et resbeebeste b e besbeseensensessenseseeseeseerens 685 2,248 3,439
9 7o o1 | 19 127 358
0= OSSR $ 1611 $ 3782 $ 5738

Criticized loans decreased in 2018 due to the upgrade of alarge oil and gas client relationship as well as managed reductionsin
certain exposures, paydowns and improvementsin credit conditions associated with certain client relationships. In 2017, criticized
loans decreased due to managed reductionsin certain exposures, paydowns and improvementsin credit conditions associated with
certain client relationships.
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Concentration of Credit Risk A concentration of credit risk is defined as asignificant credit exposure with anindividual 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, ingtitutional, 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 |oans:

* Interest-only loans—A loan which allows a customer to pay the interest-only portion of the monthly payment for a period
of time which resultsin lower payments during theinitial 1oan period.

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

The following table summarizes the balances of interest-only and ARM loans in our loan portfolios, including certain loans held
for sale, at December 31, 2018 and 2017. Each category isnot mutually exclusive and loans may appear in more than one category
below.

At December 31, 2018 2017

(in millions)
Interest-only residential mortgage and home equity mortgage [0ans.........coccveveeeeeeceeenesesese s $ 3,208 $ 3,424
ARM L0BNSY ... es e es s s en s ssenssssnees 12,096 11,976

@ During 2019 and 2020, approximately $497 million and $777 million, respectively, of the ARM loans will experience their first interest rate reset.

Thefollowing table summarizes the concentrations of first and second lienswithin the outstanding residential mortgage and home
equity mortgage portfolios. Amounts in the table exclude residential mortgage loans held for sale of $65 million and $6 million
at December 31, 2018 and 2017, respectively.

At December 31, 2018 2017
(in millions)
Closed end:
(6 N L=, o O $ 17383 $ 17,273
SECONA LIBN ...ttt sttt et e e b e b e eaeeebeeasesbeeasesaeessesbeebesaeebesseebesseetenes 40 49
REVOIVING™ ..ottt et e et et esaee s e et s es et eeseee e s ees e enn e 942 1,142
1 o1 [T $ 18365 $ 18,464

@ A mgjority of revolving are second lien mortgages.
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Geographic Concentrations The following table reflects regional exposure at December 31, 2018 and 2017 for our rea estate

secured loan portfolios:

Commercial

Residential

Real Estate, Mortgages and
including Home Equity
Construction Loans Mortgages
December 31, 2018
NEW YOTK SEBEE......eeueeeeetiriestistesesestes e s e see e e e e ese e e s e stesteseestestesaeseensenseseensenaennenensens 32.1% 31.8%
(0= 11 £0]1 2 TT- VRSSO 21.5 435
North Central United SEatES........ccceieieiereeieeeieeceeerese et s e e enens 3.0 2.0
North Eastern United States, excluding New YOrk State..........coovveeveneneneeneeieeiceennens 6.4 7.8
SOUthern UNIted SEALES .......cceiiieieiereeeeiee et st eneens 28.9 10.4
Western United States, excluding California..........cooeevererenenenenie e 8.1 45
1o TSR 100.0% 100.0%
December 31, 2017
NEW YOTK SEBEE......eeueeeeetiriestestesesieste e e sesaeee e e esessessesresteseesrestesaeseensenseneeneenennneneesens 34.0% 31.9%
(0= 1) {0] 1 o T= VRSSO 22.0 42.6
North Central United SEateS........ccvvererereereeeeeeere s e e s 3.2 2.3
North Eastern United States, excluding New YOrk State..........ccooovevenenereieeienicniennens 6.8 8.1
SOUthern UNIted SEALES .......cceieereiieierecee ettt ene s 26.2 10.6
Western United States, excluding California..........coceoeerinenenenine e 6.7 45
= oo OSSR 11 —
TOLAL ...ttt ettt et et e ae e e e e aeebeebeehe et e hesheebebestestententesenseneeneeaeareas 100.0% 100.0%
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Commercial Credit Exposure Our commercial credit exposureisdiversified across abroad range of industries. Commercia loans
outstanding and unused commercial commitments by industry are presented in the table below:

2018 2017
Unused Unused
Commercial Commercial Commercial Commercial
At December 31, Utilized Commitments Utilized Commitments
(in millions)
Diversified finanCialS.........ccooe e $ 9110 $ 13260 $ 888 $ 10,652
REAl BHALE......ui ittt 9,084 3,523 8,532 3,048
CONSUMES SENVICES ...ttt ettt ettt et te e e beeareereenns 4,283 3,433 3,884 2,792
MELENTAIS ....veieectecie e r e ere 3,494 7,517 3,884 6,379
= 1 11 o TSRO 2,880 5,507 2,139 4,659
ENEIQY oottt s r e r e ere 2,319 7,384 3,182 7,950
Capital QOOUS .......overererreiee ettt 2,170 6,002 2,419 7,120
Commercial and professional SErVICES.........coeverereeieeeeieeeeerere e 1,991 4,046 1,981 3,576
Consumer durables and appare] ..o 1,916 3,816 1,921 3,693
Technology hardware and equipment ...........cccooeeeeieinncnencee 1,618 6,824 1,921 5,597
Semiconductors and semiconductor eqUiPMENt...........cceeeereerereeerienes 1,407 1,518 198 1,252
Health care equipment and SEIVICES.........ccoeereerereeereeerree e 954 1,669 1,084 1,183
BaNKS......ooceeeeeei ettt et e et e e e e e beseaeereeans 880 182 790 524
SOftWAr€ AN SEIVICES .....vveeieeie ettt s 832 1,499 734 2,331
TeleCoOMMUNICALiON SENVICES.......ecvecieerecteecte ettt sttt sreens 796 590 255 400
Food, beverage and tODACCO..........ccceeveveececieeceee e 732 2,985 818 3,242
TraNSPOTALION .......cvvreieei e 524 1,057 592 692
Food and stapleS retailing ...........ccooeeererinene e 501 1,857 517 1,481
Automobiles and COMPONENES.........ccvrerererereeeree e 458 1,126 580 1,276
UBHHTIES. ..ttt st beer e reene 396 1,267 627 724
Total commercial credit exposure in top 20 industries™ .................... 46,345 75,062 44,943 68,571
All OthEr INAUSETIES......ccvecviiteeee ettt 723 12,195 1,342 9,816
Total commercial credit eXPOSUIE? ...........oovvveeereeeeeeeeeeeeseesrseenns $ 47068 $ 87257 $ 46285 $ 78,387

@ Based in utilization at December 31, 2018.
@ Excludes commercial credit exposures with affiliates.
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Cross-Border Net Outstandings Cross-border net outstandings are amounts payable by residents of foreign countries regardless
of thecurrency of claim andlocal country claimsin excessof local country obligations. Cross-border net outstandings, as cal cul ated
in accordance with FFIEC guidelines, include deposits placed with other banks, loans, acceptances, securities available-for-sale,
trading securities, revaluation gains on foreign exchange and derivative contracts and accrued interest receivable. Excluded from
cross-border net outstandings are, among other things, thefollowing: local country claimsfunded by non-local country obligations
(U.S. dollar or other non-local currencies), principaly certificates of deposit issued by aforeign branch, where the providers of
funds agreethat, in the event of the occurrence of asovereign default or theimposition of currency exchangerestrictionsinagiven
country, they will not be paid until such default iscured or currency restrictionslifted or, in certain circumstances, they may accept
payment in local currency or assets denominated in local currency; and cross-border claims that are guaranteed by cash or other
externa liquid collateral. Cross-border net outstandings that exceed .75 percent of total assets at year-end are summarized in the
following table:

Banks and Public Sector,
Other Financial Commercial
Institutions and Industrial Total

(in millions)

December 31, 2018:

JADAN ..t e $ 32 $ 6,986 $ 7,018
BIAZI....oeeeeeeeeeeee ettt re e r et e 402 2,932 3,334
United KiNGAOM .......ccociiiieiice et 1,696 1,594 3,290
Cayman [Sands..........coieiiiir 2,268 183 2,451
L0147 o - NSRS 841 1,146 1,987
I = SOOI $ 5239 $ 12841 $ 18,080
December 31, 2017
ST .4 | FO OO $ 788 $ 303 $ 3,823
N =107 | 0 PSS 12 3,697 3,709
United KiNGAOM .......cooiiiiiiiie e e 2,090 401 2,491
(O ' OSSP 445 1,053 1,498
TOLAL ..ttt ettt et e e be e s are e beesaee e beeenreereean $ 333% $ 818 $ 11,521
December 31, 2016
2 = v | OO $ 854 $ 4628 $ 5,482
IMEEXICO .ttt sttt ettt et et et eaeesaeereesbeeneesreenaesreenresaean 853 2,081 2,934
United KiNGOOM .....c.coiiiiicie ettt s saene 1,456 356 1,812
1o ! $ 3163 $ 7065 $ 10,228

The increase in reported cross border net outstandings as compared with December 31, 2017 is primarily due to increased
investments in Japanese sovereign securities as well as loan growth, which resulted in cross border net outstandings with the
Cayman Islands rising above the reporting threshold.
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Credit Risks Associated with Derivative Contracts Credit risk associated with derivativesis measured asthe net replacement cost
of derivative contractsin areceivable position in the event the counterparties of such contractsfail to perform under the terms of
those contracts. In managing derivative credit risk, both the current exposure, which is the replacement cost of contracts on the
measurement date, as well as an estimate of the potential change in value of contracts over their remaining lives are considered.
Counterpartiesto our derivative activitiesinclude financial institutions, 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 occurrenceof certain events. In addition, wereduce 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.

Thetotal risk in aderivative contract is a function of a number of variables, such as:

« voldtility of interest rates, currencies, equity or corporate reference entity used as the basis for determining contract
payments;

» current market events or trends;

e country risk;

e maturity and liquidity of contracts;

» creditworthiness of the counterparties in the transaction;

» theexistence of a master netting agreement among the counterparties; and

* existence and value of collateral received from counterparties to secure exposures.
Thetable below presentstotal credit risk exposure cal culated using the general risk-based capital rulesof theBasel 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. Asaresult, risk-weighted amountsfor regul atory capital purposesare aportion of theoriginal grossexposures. Furthermore,
many contracts contain provisions that allow usto close out the transaction if the counterparty failsto post required collateral. In

addition, many contracts give us the right to break the transactions earlier than the final maturity date. As aresult, these contracts
have potential future exposures that are often much smaller than the future exposures derived from the regulatory capital rules.

At December 31, 2018 2017

(in millions)
Risk associated with derivative contracts:

TOtaAl Credit FISK EXPOSUIE.......cuieeeerieterieiirieerieesi ettt ettt et e b s st se st e be e s be e sbe e ntens $ 30643 $ 30,737
Less: collateral held 80aiNst @XPOSUNE. ..o e 5,251 7,213
NEL Credit FiSK EXPOSUIE ......cveveeeiieieeesiseeieieseses ettt s se e sessesesesesaesese e sssesasesessnseseneenen $ 25392 $ 23524

The table below summarizesthe risk profile of the counterpartiesto derivative contracts with credit risk exposure, net of cash and
other highly liquid collateral. The ratings presented in the table below are equivalent ratings based on our internal credit rating
system.

Percent of Current
Credit Risk Exposure,
Net of Collateral

Rating equivalent at December 31, 2018 2017

E N (0 Y USSR 46% 65%
F (0 TP PRSPPI 44 23
2]y (o J =] 1 eSS 8 10
BBt 10 B e e nn e e r e 2 2
(OO O 0o i o= Lo YU — —
L= OSSO 100% 100%

The decrease in the ratings as compared with December 31, 2017 is primarily due to the downgrade of a large clearinghouse
counterparty.
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Market risk istherisk that movementsin market factors, such asforeign exchangerates, interest rates, credit spreads, equity prices
and commodity prices, will reduce our income or the value of our portfolios. We manage the market risk associated with derivative
contracts by establishing and monitoring limits asto the types and degree of risk that may be undertaken aswell asthrough arange
of hedging and risk management strategies. Market risk is measured daily by using Value at Risk and other methodologies. See
the caption "Risk Management" in this MD& A for additional information regarding the use of Value at Risk analysis to monitor
and manage market risk.

Liquidity and Capital Resources

Effectiveliquidity management isdefined asensuring we can meet customer |oan requests, customer deposit maturities/withdrawal s
and other cash commitments efficiently under both normal operating conditionsand under unpredictabl e circumstances of industry
or market stress. To achievethisaobjective, wehaveguidelinesthat requiresufficient liquidity to cover potential funding requirements
and to avoid over-dependence on volatile, less reliable funding markets. Guidelines are set for the consolidated balance sheet of
HSBC USA to ensurethat it is a source of strength for our regulated, deposit-taking banking subsidiary, as well asto address the
more limited sources of liquidity availableto it as a holding company. Similar guidelines are set for HSBC Bank USA to ensure
that it can meet itsliquidity needsin various stress scenarios. Cash flow analysis, including stresstesting scenarios, formsthebasis
for liquidity management and contingency funding plans. See "Risk Management" in this MD&A for further discussion of our
approach towards liquidity risk management, including information regarding the key measures employed to define, monitor and
control our liquidity and funding risk.

Interest Bearing Deposits with Banks totaled $15,700 million and $11,157 million at December 31, 2018 and 2017, respectively,
of which $14,376 million and $10,338 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 $10,168 million and $32,618 million at
December 31, 2018 and 2017, 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 $17,041 million and $10,151 million at December 31, 2018 and 2017, 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 $46,049 million and $44,677 million at
December 31, 2018 and 2017, respectively. See "Balance Sheet Review" in this MD&A for further analysis and discussion on
trends.

Short-Term Borrowings totaled $4,180 million and $4,650 million at December 31, 2018 and 2017, respectively. See "Balance
Sheet Review" in this MD&A for further analysis and discussion on short-term borrowing trends.

Deposits totaled $110,955 million and $118,702 million at December 31, 2018 and 2017, respectively, which included $91,909
million and $98,500 million, respectively, of core deposits as cal culated in accordance with FFI EC guidelines. See " Balance Sheet
Review" in this MD& A for further analysis and discussion on deposit trends.

Long-Term Debt decreased to $30,628 million at December 31, 2018 from $34,966 million at December 31, 2017. Thefollowing
table summarizes issuances and retirements of long-term debt during 2018 and 2017:

Year Ended December 31, 2018 2017

(in millions)
LONG-TEMN AEDE ISSUE. .......vcveeeecictceeee ettt ettt ettt ae ettt e e s e bt ess s etetese s seetetensssetesennananas $ 11923 $ 5,158
LONG-ErM et FEPAIT. .......coveeeieeiteet et bbbttt (14,704) (8,953)
Net 1oNG-term delot FEPAIG ..........cce i s re sttt ne et e $ (2,781) $ (3,795)

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 2018.

Under our shelf registration statement on file with the SEC, we may issue certain securitiesincluding debt securities and preferred
stock. We satisfy theeligibility requirementsfor designation asa"well-known seasonedissuer,” which allowsustofilearegistration
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. At December 31, 2018, we were authorized to issue up to $36,000 million, of which
$19,751 million was available. HSBC Bank USA has a $40,000 million Global Bank Note Program that provides for theissuance
of subordinated and senior notes, of which $14,048 million was available at December 31, 2018. We anticipate using the Global
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Bank Note Program more in the future as part of our efforts designed to minimize overall funding costs while accessing diverse
funding channels.

Asamember of the FHL B and the Federal Reserve Bank of New York, we have secured borrowing facilitieswhich arecollateralized
by loans and investment securities. At December 31, 2018, long-term debt included $2,100 million of borrowings from the FHLB
facility. Based upon theamountspledged ascollateral under thesefacilities, we have additional borrowing capacity of upto $15,721
million.

Preferred Equity SeeNote 17, "Preferred Stock," intheaccompanying consolidated financial statementsfor information regarding
all outstanding preferred share issues.

Common Equity During 2018 and 2017, 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. Thefollowing table summarizesHSBC USA'sBasel 111 fully phased-in capital ratios cal culated as of December 31,
2018 and 2017:

2018 2017
Common equity Tier 1 capital to risk-weighted aSSELS........ccccvvevirerescsceee e 13.6% 14.1%
Tier 1 capital t0 riSK-WEIGhLEA @SSELS.......cooiiiiieeeeeer e b 14.6 15.2
Total capital t0 riSK-WEIGhLEH SSELS .......oeiviiriiri bbb 17.2 18.1
THEN L1EVEIAGE TAHOW ...t e e e e s se e ee e s e se e s 11.0 9.9
SUPPIEMENLANY [EVEIAgE FAtiO®P..........vveoeeeeeeeee e ses s 76 7.3

@ 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.

@ Beginning January 1, 2018, HSBC USA is required to maintain the regulatory minimum SLR of 3 percent. Total leverage exposure, the SLR denominator,
includes adjusted quarterly average assets plus certain off-balance sheet exposures.

HSBC USA manages capital in accordance with HSBC Group policy. The HSBC North America Internal Capital Adequacy
Assessment Process ("I CAAP") worksin conjunction with the HSBC Group's ICAAP. The HSBC North Americal CAAP applies
to HSBC Bank USA and evaluates regul atory capital adequacy and capital adequacy under various stress scenarios. Our approach
isto meet our capital needsfor these stress scenarioslocally through activitieswhich reducerisk. Totheextent that |ocal alternatives
are insufficient, as a wholly-owned subsidiary of HSBC, we would seek support from our ultimate parent. Regulatory capital
reguirements 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 111 (the "Basel 111 rule") which, for
banking organizations such as HSBC North America and HSBC Bank USA, became effective in 2014 with certain provisions
being phased in over time through the beginning of 2019. Under the Basel 111 rule, there are two methods available to calculate
risk-weighted assets, the general ly-applicabl e Standardized A pproach and the Advanced A pproaches, which arerequiredin addition
to the Standardized A pproach for large banking organizations that meet certain thresholds. As previously disclosed, in accordance
with FRB rules, HSBC North Americaand HSBC Bank USA received regulatory approval to opt out of the Advanced A pproaches
and are calculating their risk-based capital requirements solely under the Standardized Approach. HSBC Bank USA submits an
annual statement to the OCC to maintain this opt out. For additional discussion of the Basel 111 final rule requirements, including
fully phased-in required minimum capital ratios, as well as a discussion of recent regulatory developments and their expected
impact see Part I, "Regulation and Competition - Regulatory Capital and Liquidity Requirements,” in this Form 10-K. We continue
to review the composition of our capital structure and capital buffersin light of these developments.

Capital Planning and Stress Testing The FRB requires IHCs and large bank holding companies ("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 periodic company-run stress tests as required under DFAST, as amended by the Economic Growth,
Regulatory Relief and Consumer Protection Act ("Relief Act"). HSBC Bank USA is subject to the OCC's DFAST requirements,
which require certain banksto conduct annual company-run stresstests. The company-run stresstestsareforward looking exercises
to assess the impact of hypothetical macroeconomic baseline and severely adverse scenarios provided by the FRB and the OCC
for theannual exercise, and internally devel oped scenariosfor both the annual and periodic company-run exercises, onthefinancial
condition and capital adequacy of a bank-holding company or bank over a nine quarter planning horizon. See Part |, "Regulation
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and Competition - Regulatory Capital and Liquidity Requirements," in this Form 10-K for further discussion on capita planning
and stresstesting, including detail regarding the FRB's supervisory assessment as part of the CCAR process, aswell asadiscussion
of recent regulatory developments and their expected impact.

HSBC North America submitted its latest CCAR capital plan and annual company-run DFAST resultsin April 2018 and its |atest
mid-cycle DFAST results in October 2018. HSBC Bank USA submitted its latest annual DFAST results in April 2018. In July
2018, HSBC North Americaand HSBC Bank USA publicly disclosed their most recent annual DFAST results. In October 2018,
HSBC North America publicly disclosed the results of its mid-cycle DFAST results.

In June 2018, the FRB publicly disclosed its own DFAST and CCAR results and informed HSBC North Americathat it did not
object to HSBC North America's capital plan or the planned capital distributions included in its 2018 CCAR submission.

Stresstesting results are based solely on hypothetical adverse stress scenarios and should not be viewed or interpreted as forecasts
of expected outcomesor capital adequacy or of theactual financial condition of HSBC North Americaor HSBC Bank USA.. Capital
planning and stress testing for HSBC North America or HSBC Bank USA may impact our future capital and liquidity.

While bank holding company regulatory capital compliance is generally performed at the HSBC North Americalevel, and also
separately for HSBC Bank USA, as a bank holding company we are required to meet minimum capital requirementsimposed by
the FRB. We present our capital ratios, together with HSBC Bank USA's in Note 24, "Retained Earnings and Regulatory Capital
Requirements,” in the accompanying consolidated financial statements.

HSBC USAInc. HSBCUSA isawholly-owned subsidiary of HSBC North America, whichisanindirect wholly-owned subsidiary
of HSBC, and the parent company of HSBC Bank USA and other subsidiaries through which we offer consumer and commercial
banking productsand related financial servicesincluding derivatives, liquidity and cash management, trade finance and investment
solutions. Our main source of fundsis cash received from financing activities, primarily through debt issuance to third parties and
affiliates. In addition, we receive cash from affiliates by issuing preferred stock, from subsidiaries in the form of dividends and
from our parent by receiving capital contributions when necessary.

HSBC USA received cash dividends from its subsidiaries of $137 million and $136 millionin 2018 and 2017, respectively. During
2018 and 2017, HSBC USA did not receive any cash capital contributions from its parent, HSBC North America.

HSBC USA has a number of obligations to meet with its available cash. It must be able to service its debt and meet the capital
needs of its subsidiaries. It also must pay dividends on its preferred stock and may pay dividends on its common stock. HSBC
USA paid dividends on its preferred stock totaling $76 million and $77 million in 2018 and 2017, respectively. HSBC USA did
not pay any dividends on its common stock during either 2018 or 2017. We may pay dividends in the future, but will maintain our
capital at levels consistent with our regulatory requirements, risk appetite and internal capital adequacy process.

At various times, we will make capital contributions to our subsidiaries to comply with regulatory guidance, support receivable
growth, maintain acceptable investment grade ratings at the subsidiary level, or provide funding for long-term facilities and
technology improvements. During 2018 and 2017, HSBC USA did not make any capital contributionsits subsidiary, HSBC Bank
USA.

As of December 31, 2018, HSBC Bank USA hasthe ability to pay dividends under bank regulatory guidelines, as cumulative net
income for 2016 through 2018 exceeded dividends attributable to this period. Any reduction of permanent capital of HSBC Bank
USA would require OCC approval. See Note 24, "Retained Earnings and Regulatory Capital Requirements,” in the accompanying
consolidated financial statements for further details. In determining the extent of dividends to pay, HSBC Bank USA must also
consider the effect of dividend payments on applicable risk-based capital and leverage ratio requirements, as well as policy
statementsof federal regulatory agenciesthat i ndicate banking organi zationsshould generally pay dividendsout of current operating
earnings.

Subsidiaries At December 31, 2018, wehad onemajor subsidiary, HSBC Bank USA. Wemanage substantially all of our operations
through HSBC Bank USA, which contributesto thefunding of our businesses primarily through receiving depositsfrom customers;
the collection of receivable balances; issuing short-term, medium-term and long-term debt and selling residential mortgage loans.
Thevast mgjority of our domestic medium-term notes and long-term debt is marketed through subsidiaries of HSBC. Intermediate
and long-term debt may also be marketed through unaffiliated investment banks.
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2019 Funding Strategy Our current estimate for funding needs and sources for 2019 are summarized in the following table:

(in billions)

Increase (decrease) in funding needs:

= 0w =0T L= T N o OSSR $ 8

Net change in short-term investments and SECUNTIES............ccicci s (3

Net change in trading and OthEr SSELS.......c.cuiiiririrere et r e st et eseeseeaenee e ennenens 6
TOtA FUNDING NEEAS......c.eeee ettt b bt ae bt e et b et e £ e e et e R e e aeeaeeheeReehesbeebesbe et e bese e e enseneennns $—11
Increase (decrease) in funding sources: -

NEL CHANGE 1N AEPOSITS. . ..c.ee vttt ettt ettt bbb se e e e e e e e e aeeh e e it eheeb e s besbeebesbeseesb e beseesee s enne e enneneas $ 11

Net change in trading and other Short-term [1abilitIES..........ooiirrire e 1

Net change in [oNG-LerM DL ..o s Q)
TOLAl TUNAING SOUMCES.......ueeeiirieesteeste ettt ettt st b et b et b et b e se b s e bt b e e bt s b bt n b et b et s b et st et et e et s 11

Theabovetablereflectsalong-term funding strategy. Daily balancesfluctuate aswe accommodate customer needs, while ensuring
that we have liquidity in place to support the balance sheet maturity funding profile. Should market conditions deteriorate, we
have contingency plans to generate additional liquidity through the sales of assets or financing transactions. We remain confident
in our ahility 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 restrictionsimposed by federal law on extensions of credit to, and certain other 'covered
transactions with HSBC USA and other affiliates. For further discussion, see Part |, "Regulation and Competition - Affiliate
Transaction Restrictions,” in this Form 10-K.

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

Capital Expenditures Wemadecapital expendituresof $20 millionand $37 million during 2018 and 2017, respectively. Inaddition
to these amounts, during 2018 and 2017, we capitalized $121 million and $97 million, respectively, relating to the building of
several new banking platforms as part of an initiative to improve and modernize our legacy business systems and build common
platforms across HSBC.

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

Contractual Cash Obligations Thefollowing table summarizes our long-term contractual cash obligations at December 31, 2018
by period due:

2019 2020 2021 2022 2023 Thereafter Total
(in millions)
Subordinated long-term debt™® ................. $ 66 $ 1974 $ 203 $ — $ — $ 3706 $ 5949
Other long-term debt™® .............cooovvvvnee. 5,733 4,960 5,292 1,342 981 6,371 24,679
Other postretirement benefit obligations® 4 4 4 3 3 15 33
Operating lease obligations™ .................. 78 123 114 103 91 181 690
Purchase obligations™...........ccccoevevereu, 46 39 38 36 21 — 180
L1 SN $ 5927 $ 7100 $ 5651 $ 1484 $ 1,096 $ 10,273 $ 31,531

@ Represents future principal payments related to debt instruments included in Note 13, "L ong-Term Debt," in the accompanying consolidated financial
statements.

@ Represents estimated future employee benefits expected to be paid over the next ten years based on assumptions used to measure our benefit obligation at
December 31, 2018. See Note 20, "Pension and Other Postretirement Benefits," in the accompanying consolidated financial statements.

®  Representsexpected minimum lease payments, net of minimum subleaseincome, under noncancellable operating |easesfor premises and equipment included
in Note 26, "Guarantees Arrangements, Pledged Assets and Repurchase Agreements' in the accompanying consolidated financial statements.

@ Represents binding agreements for mortgage servicing, credit card servicing, lockbox services, advertising and other services.

These cash obligations could be funded primarily through cash collections on loans and from the issuance of new unsecured debt
or receipt of deposits.
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The pension obligation for our employees are the contractual obligation of HSBC North Americaand, therefore, are excluded from
the table above.

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.

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

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

Balance at December 31,

2019 2020 2021 2022 2023 Thereafter 2018 2017
(in millions)

Standby letters of credit, net of

participations™ ............ccoo.... $ 6688 $ 1,116 $ 569 $ 218 $ 267 $ 114 $ 8972 $ 8708
Commercial letters of credit........ 216 — — — 2 —_ 218 234
Credit derivatives? ..........co........ 7,999 4,930 5,472 7,362 18,155 1,466 45,384 42,328
Other commitments to extend

credit:

Commercia® ..., 23,097 8,733 13,883 13,888 26,301 3,400 89,302 78,787
CONSUMES ....cccuveeeereeeeeeeeiriee s 7,927 — — — — — 7,927 7,443
Total...coovi $ 45927 $ 14,779 $ 19,924 $ 21,468 $ 44,725 $ 4,980 $151,803 $137,500

@ Includes $1,321 million and $1,264 million issued for the benefit of HSBC affiliates at December 31, 2018 and 2017, respectively.
@ Includes $25,734 million and $25,639 million issued for the benefit of HSBC affiliates at December 31, 2018 and 2017, respectively.
®  Includes $2,045 million and $400 million issued for the benefit of HSBC affiliates at December 31, 2018 and 2017, respectively.

Letters of Credit A letter of credit may be issued for the benefit of a customer, authorizing athird party to draw on the letter for
specified amounts under certain terms and conditions. We issue commercial and standby letters of credit.

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

* A standby letter of credit is issued to third parties for the benefit of a customer and is essentially a guarantee that the
customer will perform, or satisfy some obligation, under a contract. It irrevocably obligates us to pay a third party
beneficiary when a customer either: (1) in the case of a performance standby letter of credit, fails to perform some
contractual non-financial obligation, or (2) in the case of afinancial standby letter of credit, failsto repay an outstanding
loan or debt instrument. See Note 26, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements,” in the
accompanying consolidated financial statements for additional information related to standby letter of credit off-balance
sheet guarantee arrangements.

Credit Derivatives Credit derivative contracts are entered into both for our own benefit and to satisfy the needs of our customers.
Credit derivatives are arrangements where one party (the "beneficiary”) transfers the credit risk of a reference asset to another
party (the "guarantor"). Under this arrangement the guarantor assumes the credit risk associated with the reference asset without
directly owning it. The beneficiary agrees to pay to the guarantor a specified fee. In return, the guarantor agrees to reimburse the
beneficiary an agreed amount if there is a default to the reference asset during the term of the contract.

We offset most of the market risk by entering into a buy protection credit derivative contract with another counterparty. Credit
derivatives, although having characteristics of aguarantee, are accounted for asderivativeinstrumentsand are carried at fair value.
Thecommitment amount includedinthetabl e aboveisthe maximum amount that we coul d berequired to pay, without consideration
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of the approximately equal amount receivable from third parties and any associated collateral. See Note 26, "Guarantee
Arrangements, Pledged Assets and Repurchase Agreements,” in the accompanying consolidated financial statements for further
discussion of credit derivative off-balance sheet guarantee arrangements.

Other Commitments to Extend Credit Other commitments to extend credit include arrangements whereby we are contractually
obligated to extend credit in theform of loans, participationsinloans, leasefinancing 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
theright 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 securitiesto 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 priceits 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.

Fair Value

Fair Value Hierarchy Fair value measurement accounting principles establish afair value hierarchy structure that prioritizesthe
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 methodol ogies that maximize observable market inputs. For financial instruments carried at fair
value, the best evidence of fair value is a quoted price in an actively traded market (Level 1). Where the market for a financial
instrument is not active, valuation techniques are used. The 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
techniquesthat feature one or more significant unobservableinputs (Level 3). The determination of thelevel of fair valuehierarchy
within which the fair value measurement of an asset or aliability is classified often requires judgment and may change over time
as market conditions evolve. We consider the following factors in developing the fair value hierarchy:

»  whether the asset or liability is transacted in an active market with a quoted market price;

e thelevel of bid-ask spreads;

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

» whether only afew transactions are observed over 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 determinethe fair value.

Level 1inputsare unadjusted quoted pricesin active markets that the reporting entity has the ability to access for identical assets
or liabilities. A financial instrument is classified asalLevel 1 measurement if it islisted on an exchange or isan instrument actively
traded inthe over-the-counter ("OTC") market where transactions occur with sufficient frequency and volume. Weregard financial
instruments such as 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 securitiesissued by U.S. Government sponsored enterprisesand certain foreign government-
backed debt.

Level 2 inputs are those that are observable either directly or indirectly but do not qualify asLevel 1 inputs. We classify mortgage
pass-through securities, agency and certain non-agency mortgage collateralized obligations, certain derivative contracts, asset-
backed securities, obligations of U.S. states and political subdivisions, corporate debt, certain foreign government-backed debt,
preferred securities, securities purchased and sold under resale and repurchase agreements, precious metals, certain commercial
loans held for sale, residential mortgage loans whose carrying amount was reduced based on the fair value of the underlying
collateral and real estate owned as Level 2 measurements. Where possible, at least two quotations from independent sources are
obtained based on transactions involving comparabl e assets and liabilities to validate the fair value of these instruments. We have
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established a process to understand the methodol ogies 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 reconcilethedifferences. If theinvestigation resultsin asignificant adjustment to thefair value, theinstrument will beclassified
as Level 3within thefair 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. Thefair value of certain derivative productsis determined using val uation 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 3inputs are unobservable estimates that management expects market participants would use to determine the fair value of
the asset or liability. That is, Level 3 inputsincorporate market participants assumptions about risk and the risk premium required
by market participants in order to bear that risk. We develop Level 3 inputs based on the best information available in the
circumstances. At December 31, 2018 and 2017, our Level 3 measurementsincluded thefollowing: collateralized debt obligations
("CDOs") for which there is a lack of pricing transparency due to market illiquidity, certain structured deposits and structured
notes for which the embedded credit, foreign exchange or equity derivatives have significant unobservable inputs (e.g., volatility
or default correlations), asset-backed credit default swaps with certain inputs which are unobservabl e, certain subprime residential
mortgage loans held for sale, certain corporate debt securities, certain asset-backed securities, impaired commercia loans,
derivativesreferenced to illiquid assets of less desirable credit quality, 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 and a contingent
consideration receivable associated with the sale of a portion of our Private Banking business. See Note 27, "Fair Vaue
Measurements,” in the accompanying consolidated financial statements for additional information on Level 3 inputs.

Level 3 Measurements Thefollowingtableprovidesinformationabout Level 3assets/liabilitiesinrelationtototal asset/liabilities
measured at fair value at December 31, 2018 and 2017:

December 31,  December 31,

2018 2017
(dollars are in millions)
LEVEI BASSEISTD oottt $ 2339 $ 2650
Total assets measured at fair VAlUED® ..o 81,126 89,368
LEVE BHEDITESY .......ooeeeeeeceeeeeeees et sess s ess s s en s nssaneean 1,550 1,690
Total liabilities measured at fair VAIUEY ...........co.coooveeeveeieceeeeceeeceeesseeee e sesssesesses s 52,587 68,270
Level 3 assets as apercent of total assets measured at fair Value........cccoveveeeeeecececncene e 2.9% 3.0%
Level 3liabilities as a percent of total liabilities measured at fair value...........cccocvvnnininciciene 2.9% 2.5%

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

@ Includes$2,301 million of recurring Level 3 assetsand $38 million of non-recurring Level 3 assetsat December 31, 2018. Includes $2,359 million of recurring
Level 3 assets and $291 million of non-recurring Level 3 assets at December 31, 2017.

Includes $81,030 million of assets measured on arecurring basisand $96 million of assets measured on anon-recurring basis at December 31, 2018. Includes
$88,988 million of assets measured on arecurring basis and $380 million of assets measured on anon-recurring basis at December 31, 2017.

®

See Note 27, "Fair Value Measurements," in the accompanying consolidated financial statements for information on additions to
and transfers into (out of) Level 3 measurements during 2018 and 2017 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 Thefair value of certain financial instrumentsis measured using val uation
techniques that incorporate pricing assumptions not supported by, derived from or corroborated by observable market data. The
resultant fair value measurements are dependent on unobservabl einput parameters which can be selected from arange of estimates
and may be interdependent. Changes in one or more of the significant unobservable input parameters may change the fair value
measurements of these financial instruments. For the purpose of preparing the financial statements, the final valuation inputs
selected are based on management's best judgment that reflect the assumptions market participants would use in pricing similar
assetsor ligbilities.

The unobservable input parameters selected are subject to the internal valuation control processes and procedures. When we
perform atest of all the significant input parameters to the extreme values within the range at the same time, it could result in an
increase of the overal fair value measurement of approximately $37 million or a decrease of the overall fair value measurement
of approximately $13 million at December 31, 2018. The effect of changes in significant unobservable input parameters are
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primarily driven by the uncertainty in determining the fair value of credit derivatives executed against certain insurers and certain
asset-backed securities including CDOs.

Risk Management

Overview Managing risk effectively is fundamental to the delivery of our strategic priorities.

Our risk management framework We use a comprehensive risk management framework across the organization and across all
risk typesunderpinned by our risk culture. Thisframework fosters continuous monitoring, promotesrisk awarenessand encourages
sound operational and strategic decision-making. It aso ensures a consistent approach to monitoring, managing and mitigating
the risks we accept and incur in our activities.

Our risk culture refersto norms, attitudes and behaviorsrelated to risk awareness, risk taking and risk management. We have long
recognized the importance of astrong risk management culture, the fostering of which isakey responsibility of senior executives.
Our risk culture is reinforced by our values and principles. It is instrumental in aligning the behaviors of individuals with our
attitude to assuming and managing risk, which helps to ensure that our risk profile remainsin line with our risk appetite. We use
clear and consistent employee communication on risk to convey strategic messages and set the tone from senior management and
the Board of Directors. We also deploy mandatory training on risk and compliance topics to embed skills and understanding in
order to strengthen our risk culture and reinforce the attitude to risk in the behavior expected of employees, as described in our
risk policies. We operate a global whistleblowing platform, HSBC Confidential, allowing staff to report matters of concern
confidentially. Our risk cultureis aso reinforced by our approach to remuneration. Individual awards, including those for senior
executives, are based on compliance with our values and the achievement of financial and non-financia objectives, which are
aligned to our risk appetite and strategy.

Maintaining aconservativerisk profileisacore part of our philosophy. This philosophy encompasses: maintaining astrong capital
position defined by regulatory and internal capital ratios; having effective liquidity and funding management; generating returns
that areinlinewithrisk taken; and maintai ning asustai nableand diversified earningsmix, delivering consi stent returns. Additionally,
we have zero tolerance for the following:

»  knowingly engaging in any business, activity or association where foreseeable reputational risk or damage has not been
considered and/or mitigated;

«  operating without the appropriate systems and controls in place to prevent and detect financial crime and no appetite to
conduct business with individuals or entities we believe are engaged iniillicit behavior;

» deliberately or knowingly causing detriment to consumers arising from our products, services or operations or incurring
abreach of the letter or spirit of regulatory requirements; and

e inappropriate market conduct by a member of our staff or by any of our lines of business.

Risk governance Our Board of Directors has the ultimate responsibility for effective management of risk and approves HUSI's
risk appetite. It is advised on risk matters by the Risk Committee of the Board of Directors and the Compliance and Conduct
Committee ("CCC"). 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.

Executive accountability for the ongoing monitoring, assessment and management of the risk environment and the effectiveness
of the risk management framework resides with the HSBC North America Chief Risk Officer ("CRQO") who is supported by the
Risk Management Meeting of the HSBC USA Executive Committee ("RMM"). The management of financial crime risk resides
with the Head of Financial Crime Compliance who is supported by the Financial Crime Risk Management Committee. Day-to-
day responsibility for risk management is delegated to senior managers with individual accountability for decision making.

Our responsibilities All employees are responsible for identifying and managing risk within the scope of their role as part of the
Three Lines of Defense ("LoD") model. This model delineates management accountabilities and responsibilities for risk
management and the control environment, and underpins our approach to risk management by clarifying responsibilities,
encouraging collaboration and enabling efficient coordination of risk and control activities. Under the Three LoD model, the First
LoD ownstherisksand isresponsiblefor identifying, recording, reporting and managing risks, and ensuring that the right controls
and assessments arein place to mitigate them. The Second LoD risk stewards set the policy and guidelines for managing specific
risk areas, provide advice and guidance in relation to the risk, and challenge the First LoD on effective risk management. The
Third LoD is our Internal Audit function, which provides independent and objective assurance of the adequacy of the design and
operationa effectiveness of our risk management framework and control governance process.
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The principle of individual accountability is exercised across the organization and is fundamental to risk ownership and risk
management. Decisions are not taken by committees, but by specific individuals, in accordance with the Three LoD model, to
promote clear ownership of decisions. The Board of Directors and its sub-committees remain collective decision-making bodies.
All employeesarerequired to identify, assess and manage risk within the scope of their assigned responsibilities and, as such, they
are critical to the effectiveness of the Three LoD model.

Risk function Our Risk function, headed by the CRO, is responsible for our risk management framework. This responsibility
includes establishing policies, monitoring risk profilesand forward-looking risk identification and management. Our Risk function
ismade up of sub-functions covering all risksto our operations. The Risk function forms part of the Second LoD. It isindependent
from our lines of business, including sales and trading functions, to provide challenge, appropriate oversight and balance in risk/
reward decisions. The CRO reports to the HSBC North America Chief Executive Officer ("CEQ"), to the Risk Committee of the
Board of DirectorsandtotheHSBC Group CRO. Executiveaccountahility for theongoing monitoring, assessment and management
of therisk environment and the effectiveness of risk management policies resides with the CRO, supported by the RMM.

Specific oversight of various risk management processes occurs through the following HUSI, HSBC North America or Risk
Committees:

e theAsset and Liability Management Committee ("ALCQ");

e theFinancial Crime Risk Management Committee ("FCRMC");

» the Reputational Risk and Client Selection Committees ("RRCSCs"); and
* Line of Business Risk Management Meetings ("LoB RMMs").

Each of these committees, as well asthe RMM, have separate charters which detail their respective roles and responsibilities.

The ALCO provides oversight of al liquidity, interest rate and market risk and is chaired by the HUSI Chief Financial Officer.
Subject to theapproval of our Board of Directorsand HSBC Group, AL CO setsthelimits of acceptablerisk, monitorsthe adequacy
of the tools used to measure risk and assesses the adequacy of reporting. In managing these risks, we seek to protect both our
income stream and the value of our assets. AL CO also conducts contingency planning with regard to liquidity.

The FCRMC isthe formal governance committee set up to ensure effective management of financial crimerisk and to support the
CEO in carrying out his financia crime risk responsibilities. Additionally, the HSBC North America Head of Financial Crime
Compliance, who serves as the designated Bank Secrecy Act Compliance Officer for HUSI, isthe delegated chair of the FCRMC.

The RRCSC structure ensures appropriate consideration of customers and transactions that may adversely affect our public
perception. RRCSCs exist in each Business and are comprised of senior members from the business, risk, legal, financial crime
and compliancedepartmentsand other invited parties. TheRRCSCsprovi dedeci sion-making and guidancein respect of reputational
risks and customer selection matters, and are responsible for ensuring that issues are appropriately tracked and resolved.

Each LoB RMM is chaired by the respective LoB CRO. LoB RMMs provide recommendations and advice, as requested, to their
respective CROs in the exercise of their powers, authorities and discretions in relation to the enterprise-wide management of all
risks within or impacting their respective businesses.

Enterprise-wide risk management tools We use a range of tools to identify, monitor and manage risk. The key enterprise-wide
risk management tools are summarized below:

* Risk appetite - The CRO oversees the development of our risk appetite which defines, shapes and monitors our risk
profile. The HSBC North America Risk Appetite Statement ("RAS") is awritten articulation of the aggregate level and
types of risk that we are willing to accept in order to achieve our strategic business objectives. HSBC North America's
conservative risk profile is articulated in the qualitative section of the RAS, which serves as guidance to embed risk
appetite and supports strategic and operational decision making at HUSI. The quantitative section of the RAS contains
a set of key metrics covering income generating risks that we accept as part of doing business, such as credit risk, and
non-income generating risks, those which arise by virtue of our operations, such as operational risk.

Performance against the RAS metrics is monitored by senior management and reported to the RMM on amonthly basis,
enabling senior management to monitor therisk profile and guide business activity to balancerisk and return. All breaches
of risk appetite thresholds are escalated and actions to remediate the breaches are documented. This process helps to
embed a strong risk culture across our businesses. The risk appetite profileis one of the key toolsin the wider enterprise
risk management framework, which drives the core of our active risk management. The risk appetite profile is aligned
to strategic and financial planning and therefore provides atop down view of risk and return objectives. Performance that
falls outside of risk appetite is highlighted and appropriate mitigation actions are determined.

* Risk map - We utilize arisk map to provide a point-in-time view of our risk profile across a range of risk categories,
including our principal banking risks. It assesses the potential of these risks to have a material impact on our financial
results, reputation or sustainability of our business. Risks that have an ‘amber' or 'red' rating require monitoring and
mitigating action plans to be either in place or initiated to manage the risk down to acceptable levels.
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Top and emerging risks - We use atop and emerging risks process to provide a forward-looking view of issues with the
potential to threaten the execution of our strategy or operations over the medium to long term. Thetop and emerging risks
framework enables usto take action which either stop these risksfrom materializing or limit their impact. We proactively
assesstheinternal and external risk environment aswell asreview thethemesidentified acrossour businessesand functions
to update our top and emerging risks as necessary. We define a'top risk' as athematic issue that may form and crystallize
between six months and one year and that hasthe potential to materially affect our financial results, reputation or business
model. Theimpact of a'top risk' may be well understood by senior management and some mitigating actions may already
bein place. An'emerging risk' is athematic issue with large unknown components that may form and crystallize beyond
aone-year time horizon. If it were to materialize, it could have a material effect on our long-term strategy, profitability
and/or reputation. Existing mitigating plansfor an 'emerging risk' are likely to be minimal, reflecting the uncertain nature
of these risks at this stage.

Risk identification - Risk identification is atool that allows us to create a holistic view of risks facing the organization
stemming from our unique business activities and associated exposures, including those that are difficult to quantify or
only materialize under stressful conditions. The processisintegrated with and built upon existing risk management tools
such astop and emerging risk reporting aswell asrisk and control assessments. Therisk identification processtakes place
every quarter and involves senior representatives from all lines of defense. Senior management governance is provided
by the RMM with results presented to the Risk Committee of the Board of Directorsevery quarter. Material risksidentified
are actively monitored and used to inform key aspects of our capital planning and stress testing program.

Stress testing - Stress testing is an important tool we use to assess potential vulnerabilities in our businesses, business
model or portfolios. We operate a comprehensive stress testing program that supports our risk management and capital
planning. It includes execution of stress tests mandated by our regulators, is supported by dedicated teams and
infrastructure, and is overseen by senior management. It demonstrates our capital strength and enhances our resilience
to external shocks. It allows us to understand the sensitivities of the core assumptions in our strategic and capital plans
and improve decision making through balancing risk and return. In addition to taking part in regulators' stress tests, we
conduct our owninternal stresstests. Internal stresstest scenariosareclosely aligned to our assessment of top and emerging
risksand help inform risk appetite thresholds. These may prompt management actions, including areduction in limits or
direct exposures, or closer monitoring of exposures sensitive to stress.

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

Our material risks The principal risks associated with our operations include the following:

Credit risk istherisk of financia lossif a customer or counterparty fails to meet an obligation under a contract;

Liquidity risk is the risk that we do not have sufficient financial resources to meet our obligations as they fall due or that
we can only do so at an excessive cost, or that funding considered to be sustainable, and therefore used to fund assets, is
not sustainable over time;

Interest rate risk is the potential reduction of net interest income due to mismatched pricing between assets and liabilities
aswell aslossesin value due to interest rate movements;

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;

Operational risk is the risk to achieving our strategy or objectives as a result of inadequate or failed internal processes,
people and systems, or from external events,

Regulatory compliance risk istherisk that wefail to observe the letter and spirit of relevant laws, codes, rules, regulations
and standards of good market practice causing us to incur fines, penalties and damage to our business and reputation;
Financial crime risk is the risk that we knowingly or unknowingly help parties to commit or to further potentialy illegal
activity through the HSBC Group. It arises from day to day banking operations;

Reputational risk istherisk arising from failure to meet stakeholder expectations as aresult of any event, behavior, action
or inaction, either by us, our employees, the HSBC Group or those with whom it is associated, that may cause stakeholders
to form a negative view of us. This might also result in financia or non-financial impacts, loss of confidence or other
consequences;
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»  Strategic risk istherisk that the businesswill fail to identify, execute and react appropriately to opportunitiesand/or threats
arising from changes in the market, some of which may emerge over a number of years such as changing economic and
political circumstances, customer requirements, demographic trends, regulatory devel opments or competitor action;

e Model risk is the potential for adverse consequences from decisions based on incorrect or misused model outputs and
reports. This occurs primarily for two reasons: 1) the model may produce inaccurate outputs when compared with the
intended business use and design objective; and 2) the model could be used incorrectly;

»  Pensionriskistherisk of increased costsfromthe post-empl oyment benefit plansthat we have established for our empl oyees;

e Sustainability risk is the risk that financial services provided to customers indirectly result in unacceptable impacts on
people or on the environment.

Credit Risk Management Credit risk is managed through a robust risk control framework which outlines clear and consistent
policies, principles and guidance for risk managers. Credit risk ismonitored using variousinternal risk management measures and
within limits approved by individuals within aframework of delegated authorities.

The principle objectives of credit risk management are to:
* maintain astrong culture of responsible lending, and robust risk policies and control frameworks;

»  both partner and challenge our businessesin defining, implementing and continually re-eval uating our risk appetite under
actual and scenario conditions; and

* ensurethereisindependent, scrutiny of credit risks, their cost and their mitigation.

Credit risk arises from various on- and off-balance sheet instruments and arrangements, such as:
* loan portfolios;
e investment portfalios;

« unfunded commitments such as letters of credit, lines of credit and unutilized credit card lines that customers can draw
upon; and

e derivativefinancial instruments, such asinterest rate swapswhich, if morevaluabletoday than when originally contracted,
may represent an exposure to the counterparty to the contract.

While credit risk exists widely in our operations, diversification among various commercial and consumer portfolios helps to
lessenrisk exposure. Day-to-day management of credit and market risk isperformed by the Chief Credit Officer/Head of Wholesale
Credit and Market Risk North America and the HSBC North AmericaRBWM Chief Risk Officer, who report directly to the CRO
and maintain independent risk functions. The credit risk associated with wholesale commercial portfoliosis managed by the Chief
Credit Officer, whilecredit risk associated withretail consumer oan portfolios, such ascredit cards, installment loansand residenti al
mortgages, is managed by the RBWM Chief Risk Officer. Further discussion of credit risk can befound under the" Credit Quality"
caption inthisMD&A. Credit risk includes risk associated with cross-border exposures.

Our credit risk management procedures are designed for all stages of economic and financial cycles, including challenging periods
of market volatility and economic uncertainty. The Credit Risk function continuesto refine"early warning" indicatorsand reporting,
including stresstesting scenarios on the basis of recent experience. Theserisk management tool s are embedded within our business
planning process. Action has been taken, where necessary, to improve our resilience to risks associated with the current market
conditionsby selectively discontinuing businesslinesor products, closely managing underwriting criteriaand investinginimproved
fraud prevention technologies.

The responsibilities of the Credit Risk function include:

«  Formulating credit risk policies — Our policies are designed to ensurethat all of our variousretail and wholesale business
units operate within clear standards of acceptable credit risk. Our policies ensurethat the HSBC standards are consistently
implemented across all businesses and that all regulatory requirements are also considered. Credit policies are reviewed
and approved annually at the RMM and the Risk Committee of the Board of Directors.

»  Approving new credit exposures and independently assessing large exposures annually — Credit approval authorities are
delegated by the Risk Committee of the Board of Directors to the CRO with the authority to sub-delegate to the Chief
Credit Officer and RBWM Chief Risk Officer. The Chief Credit Officer and RBWM Chief Risk Officer in turn delegate
limited credit authority to the variouslending units. However, most whol esal e credits are reviewed and approved centrally
through a dedicated Credit Approval Unit that reports directly to the Chief Credit Officer. In addition, the Chief Credit
Officer coordinates the review of materia credits with the HSBC Group Credit Risk which, subject to certain agreed-
upon limits, will concur on material new and renewal transactions. Large retail credits are escalated to the RBWM Chief
Risk Officer for review and concurrence.

e Overseeing retail credit and collateral risk — The RBWM Chief Risk Officer manages the credit and collateral risk
associated with retail portfolios and is supported by expertise from a dedicated advanced risk analytics unit. Collateral
risk in retail is where the underlying value of the property securing aretail loan may lose value due to macroeconomic

86



HSBC USA Inc.

or industry conditions. This risk is actively managed through on-going monitoring of HPIs. In areas where we have
identified property values as declining, maximum loan to values will be adjusted downward to compensate for thisrisk.

e Maintaining and developing the governance and operation of the wholesale risk rating system —A two-dimensional credit
risk rating system is utilized in order to categorize exposures meaningfully and enable focused management of the risks
involved. Thisratingssystemiscomprised of a23 category customer risk rating, which considersthe probability of default
of an obligor and a separate assessment of atransaction's potential |oss given default. Each credit grade has a probability
of default estimate. Rating methodologies are based upon awide range of analytics and market data-based tools, which
are core inputs to the assessment of counterparty risk. Although automated risk rating processes are increasingly used,
for larger facilities the ultimate responsibility for setting risk gradesrestsin each case with the final approving executive.
Risk grades are reviewed frequently and amendments, where necessary, are implemented promptly.

» Measuring portfolio credit risk — We continue to advance the measurement of the risk in our credit portfolios using
techniques such as stress testing, economic capital and correlation analysis in certain internal and Board of Directors
reporting. Efforts continue to refine both the inputs and assumptions used to increase the usefulness in the evaluation of
large and small commercial and retail customer portfolio products and business unit return on risk.

e Monitoring portfolio performance — Credit data warehouses have been implemented to centralize the reporting of credit
risk, support the analysis of risk using tools such as economic capital, and to calculate credit loss reserves. This data
warehouse also supports HSBC's wider effort to meet the requirements of Basel 111 and to generate credit reports for
management and the Board of Directors.

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

e Managing problem loans — Special attentionispaidto problemloans. When appropriate, our wholesal e L oan Management
Unit and retail Collection and Recovery teams provide customerswith intensive management and control support in order
to help them avoid default wherever possible and maximize recoveries.

»  Establishing allowances for credit losses —The Chief Credit Officer andtheRBWM Chief Risk Officer shareresponsibility
with the Chief Financial Officer for establishing appropriate levels of allowances for credit losses inherent in various
loan portfolios.

Credit Review isan independent and critical Second LoD function. Itsmissionistoidentify and eval uate areas of credit risk within
our business. Credit Review will focus on the review and evaluation of wholesale and retail lending activities and will identify
risks and provide an ongoing assessment as to the effectiveness of the risk management framework and the related portfolios.
Credit Review will independently assess the business units and risk management functions to ensure the portfolios are managed
and operating in a manner that is consistent with HSBC Group strategy, risk appetite, appropriate local and HSBC Group credit
policiesand proceduresand applicableregulatory requirements. For exampl e, thisincludestheunilateral authority toindependently
assess and revise customer risk ratings, facility gradesand loss given default estimates. To ensureitsindependent stature, the Credit
Review Delegation of Authority is endorsed by the Risk Committee of our Board of Directors which grants the Head of Credit
Review unhindered accessto the Risk Committee and executive sessionsat the di scretion of the Head of Credit Review. Accordingly,
our Board of Directors has oversight of the Credit Review annual and ongoing plan, quarterly plan updates and results of reviews.

Liquidity Risk Management We continuously monitor the impact of market events on our liquidity positions and will continue
to adapt our liquidity framework to reflect market events and the evolving regulatory landscape and view as to best practices.
Historically, we have seen the greatest strain in the wholesale market as opposed to the retail market (the latter being the market
from which we source stable demand and time deposit accounts which are less sensitive to market events or changes in interest
rates).

Liquidity is managed to provide the ability to generate cash to meet lending, deposit withdrawal and other commitments at a
reasonable cost in a reasonable amount of time while maintaining routine operations and market confidence. Market funding is
coordinated with other HSBC Group entities, asthe marketsincreasingly view debt issuances from the separate companies within
the context of our common parent company. Liquidity management is performed at the HSBC North America, HSBC USA and
HSBC Bank USA levels. Each entity is required to have sufficient liquidity for acrisis situation.

AL CO develops and implements policies and procedures to ensure that the minimum liquidity ratios and a strong overall liquidity
position are maintained. ALCO projects cash flow requirements and determines the level of liquid assets and available funding
sources to have at our disposal, with consideration given to anticipated deposit and balance sheet growth, contingent liabilities,
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and the ability to access wholesale funding markets. In addition to base case projections, multiple stress scenarios are generated
to simulate crisis conditions, including:

e run-off of non-stable deposits;

e inability to renew maturing interbank fundings;

e draw-downs of committed loan facilities;

»  decreasesin the market value of liquid securities;

« additional collateral requirements for derivative transactions under existing collateral support agreements;
» rating downgrades of HSBC USA or HSBC Bank USA; and

e increased discount on security values for repos or disposals.

In addition, ALCO monitors the overall mix of deposit and funding concentrations to avoid undue reliance on individual funding
sources and large deposit relationships.

As part of our approach towards liquidity 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 December
31, 2018 and 2017, HSBC USA's L CR under the EU L CR 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. Under the U.S. rule, U.S. ingtitutions, including HSBC North America
and HSBC Bank USA, arerequired to maintain aminimum L CR of 100 percent and report LCR to U.S. regulatorson adaily basis.
During the years ended December 31, 2018 and 2017, 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 NSFR, which is alonger 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. At both December
31, 2018 and 2017, 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 assetsand off-balance sheet exposures. InApril 2016, U.S. regul atorsissued for public comment aproposal toimplement
the NSFR in the United States, applicableto certain large banking organizations, including HSBC North Americaand HSBC Bank
USA. At both December 31, 2018 and 2017, HSBC Bank USA's estimated NSFR, based on our current interpretation and
understanding of the proposed U.S. NSFR rule, exceeded 100 percent.

LargeBHCsandIHCs, suchasHSBC North America, area so subject to additional liquidity requirementsunder the FRB'senhanced
prudential standardsissued pursuant to Section 165 of the Dodd-Frank Act. Under these enhanced prudential standards, IHCs are
required to comply with various liquidity risk management standards and to maintain aliquidity buffer of unencumbered highly
liquid assets based on the results of internal liquidity stresstesting.

HSBC North Americaand HSBC Bank USA have adjusted their liquidity profiles to support compliance with these rules. HSBC
North Americaand HSBC Bank USA may need to make further changesto their liquidity profilesto support compliance with any
future final rules.

ALCO also maintains a liquidity management and contingency funding plan ("Contingency Funding Plan"), which identifies
certain potential early indicators of liquidity problems, and actions that can be taken both initially and in the event of aliquidity
crisis, to minimize the long-term impact on our businesses and customer relationships. The Contingency Funding Planisreviewed
annually and approved by the Risk Committee of our Board of Directors. We recognize aliquidity crisis can either be specific to
us, relating to our ability to meet our obligationsin atimely manner, or market-wide, caused by amacro risk event in the broader
financial system. A range of indicators are monitored to attain an early warning of any liquidity issues. These include widening
of key spreads or indices used to track market volatility, material reductions or extreme volatility in customer deposit balances,
increased utilization of credit lines, widening of our own credit spreads and higher borrowing costs. In the event of a cash flow
crisis, our objectiveis to fund cash requirements without access to the wholesale unsecured funding market for at least one year.
Contingency funding needs will be satisfied primarily through sales of securities from the investment portfolio and secured
borrowing using the mortgage portfolio as collateral. Securities may be sold or used as collateral in a repurchase agreement
depending on the scenario. Portions of the mortgage portfolio may be used as collateral at the FHLB to increase borrowings. We
maintain a Liquid Asset Buffer consisting of cash, short-term liquid assets and unencumbered government and other highly rated
investment securities as a source of funding. Further, collateral is maintained at the Federal Reserve Bank discount window and
the FHLB, providing additional secured borrowing capacity in aliquidity crisis.
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In addition to the oversight provided by ALCO, Liquidity Risk Management ("LRM") is a Second LoD oversight function for
liquidity which independently reports into the CRO. LRM's primary mandate is to strengthen our liquidity risk management
framework through challenge and review of existing processes and recommending areas that need improvement to the RMM.
LRM servesasan advisory function to senior management to ensurefront lineunitswith direct responsibility for managing liquidity
risk are operating within their operating guidelines and defined risk appetite parameters. The LRM oversight mandate is carried
out through critical evaluation and challenge of existing risk management processesincluding stresstesting and ratio calculations.

Our liquidity 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, current
regulatory initiatives require banks to retain a portfolio of HQLA. As such, we are maintaining a large portfolio of high quality
sovereign and sovereign guaranteed securities.

Our ahility 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 December
31, 2018:

Moody's S&P Fitch
HSBC USA:
Short-term DOrTOWINGS.........coiiiiii e P-1 A-1 Fl+
Long-term/senior debt ..o A2 A AA-
HSBC Bank USA:
Short-term DOITOWINGS.......c.coviiiiiiiiicic e P-1 A-1+ Fl+
LONG-TENMYSENION AEOL ...ttt Aa3® AA- AA-

@ Moody's long-term deposit rating for HSBC Bank USA was Aa2 at December 31, 2018.

Rating agencies continue to evaluate economic and geopolitical trends, regulatory developments, future profitability, risk
management practices and legal matters, al of which could lead to adverse ratings actions.

Although we closely monitor and strive to manage factorsinfluencing our credit ratings, thereisno assurancethat our credit ratings
will not change in the future. At December 31, 2018, there were no pending actions in terms of changes to ratings on the debt of
HSBC USA or HSBC Bank USA from any of the rating agencies.

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

Cash resources, short-term investmentsand atrading asset portfolio areavailableto provide highly liquid funding for us. Additional
liquidity isprovided by available-for-sale and held-to-maturity debt securities. Approximately $3,194 million of the debt securities
in these portfolios at December 31, 2018 are expected to mature in 2019. The remaining $42,855 million of debt securities not
expected to maturein 2019 are availableto provide liquidity by serving as collateral for secured borrowings, or if needed, by being
sold. Further liquidity is available through our ability to sell or securitize loans in secondary markets through loan sales and
securitizations. In 2018, we did not sell any residential mortgage loan portfolios other than the normal sales of agency-eligible
mortgage |oan originations.

Itisthe policy of HSBC Bank USA to maintain both primary and secondary collateral in order to ensure precautionary borrowing
availability from the Federal Reserve Bank. Primary collateral is collateral that is physically maintained at the Federal Reserve
Bank, and serves as a safety net against any unexpected funding shortfalls that may occur. Secondary collateral is collateral that
is acceptable to the Federal Reserve Bank, but is not maintained there. If unutilized borrowing capacity were to be low, secondary
collateral would be identified and maintained as necessary. Further liquidity is available from the FHLB.

See "Liquidity and Capital Resources' in this MD&A for further discussion of our liquidity position, including additional
information regarding our outstanding borrowings and the remaining availability of our debt issuance programs.

Interest Rate Risk Management We are subject to interest rate risk associated with the repricing characteristics of our balance
sheet assets and liabilities. Specificaly, as interest rates change, amounts of interest earning assets and liabilities fluctuate, and
interest earning assetsreprice at interval sthat do not correspond to the maturities or repricing patterns of interest bearing liabilities.
This mismatch between assets and liabilities in repricing sensitivity resultsin changes to projected net interest income as interest
rates move. To help manage the risks associated with changes in interest rates, and to manage net interest income within interest
rate risk ranges management considers acceptable, we use derivative instruments such asinterest rate swaps, options, futures and
forwardsashedgesto modify therepricing characteristicsof specific assets, liabilities, forecasted transactionsor firm commitments.
Analysis of thisrisk iscomplicated by having to make assumptions on embedded optionality within certain product areas such as
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the incidence of mortgage prepayments, and from behavioral assumptions regarding the economic duration of liabilities which
are contractually repayable on demand such as current accounts. These assumptions around behavioral features are captured in
our interest rate behavioralization framework, which is described further below. Day-to-day management of interest rate risk is
centralized principally in Balance Sheet Management ("BSM"), which includes the non-trading interest rate risk positions
transferred to it as discussed further under "Market Risk Management" below.

We have significant, but historically well controlled, interest rate risk in large part due to our portfolio of residential mortgages
and mortgage backed securities, which consumers can prepay without penalty, and our large base of demand and savings deposits.
These deposits can be withdrawn by consumers at will, but historically they have been a stable source of relatively low cost funds.
Market risk exists principally in the Markets business and to alesser extent in the residential mortgage business, wherethe pipeline
of forward mortgage sales are hedged. We have little foreign currency exposure from investments in overseas operations, which
are limited in scope. Total equity securities that are not classified as trading, excluding investments in FHLB stock and Federal
Reserve Bank stock, represent less than one percent of total securities.

In the course of managing interest rate risk, an economic value of equity ("EVE") analysis is utilized in conjunction with a
combination of other risk assessment techniques to identify and assess the potential impact of interest rate movements and take
appropriate action. This combination of techniques, with some focusing on theimpact of interest rate movements on the valuation
of the balance sheet (e.g. EVE, present value of a basis point ("PVBFP"), repricing gap analysis, capital risk, VaR) and others
focusing on the impact of interest rate movements on earnings (e.g. net interest income simulation modeling, basis risk analysis)
allowsfor comprehensiveanalysesfrom different perspectives. Refer to"Market Risk Management" bel ow for discussion regarding
the use of VaR analyses to monitor and manage interest rate risk.

A key element of managing interest rate risk is the management of the convexity of the balance sheet, largely resulting from the
mortgage related products on the balance sheet. Convexity risk arises as mortgage loan consumers change their payment behavior
significantly in responseto large movementsin market rates, but do not change behavior appreciably for smaller changesin market
rates. Certain interest rate management tools, such as EVE and net interest income simulation modeling described below, better
capture the embedded convexity in the balance sheet, while measures such as PVBP are designed to capture the risk of smaller
changesin rates.

Theassessment techniques discussed bel ow act asaguide for managing interest rate risk associated with balance sheet composition
and off-balance sheet hedging strategy (therisk position). Calculated values within limit ranges reflect an acceptabl e risk position,
although possibl e future unfavorabl etrends may prompt adj ustmentsto on or off-balance sheet exposure. Calculated values outside
of limit ranges will result in consideration of adjustment of the risk position, or consideration of temporary dispensation from
making adjustments.

Economic value of equity ("EVE") EVE representsthe present value of the banking book cash flowsthat could be provided to our
equity holder under a managed run-off scenario. An EVE sensitivity represents the changein 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 December 31, 2018 and 2017, our EVE remains higher than our
book value of equity under the base case, up 200 basis points and down 200 basis points scenarios.
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Repricing gap analysis The following table shows the repricing structure of our assets and liabilities at December 31, 2018. For
assets and liabilitieswhose cash flows are subject to change due to movementsin interest rates, such asthe sensitivity of mortgage
loansto prepayments, datais reported based on the earlier of expected repricing or maturity and reflects anticipated prepayments
based on the current rate environment. Theresulting "gaps" are reviewed to assess the potential sensitivity to earningswith respect
to the direction, magnitude and timing of changesin market interest rates. Data shown is as of year-end, and one-day figures can
be distorted by temporary swingsin assets or liabilities.

After One After Five After
Within But Within But Within Ten
December 31, 2018 One Year Five Years Ten Years Years Total
(in millions)

CommErGial [0ANS........c.cueveeeeeeeeeeee et $ 48187 $ 1167 $ 312 % 70 $ 49,736
Residential mortgages and home equity mortgages............... 5,418 7,927 3,174 1,911 18,430
Credit card recaiVables .........coeevevevcesiese e 1,019 — — — 1,019
Other conSUMEr 10aNS........ccoceeieieee e 277 22 5 1 305

Total 10ANS™) .......ooooeveiec s 54,901 9,116 3,491 1,982 69,490
Securities available-for-sale and securities held-to-maturity.. 8,735 17,606 12,622 7,086 46,049
OthEr @SSELS.....ceiviieiieiecieeeeee ettt eneas 54,839 2,042 28 — 56,909

B 0]z = S 118,475 28,764 16,141 9,068 172,448
Domestic deposits:

Savings and demand...........ccoceeuverireninennee e 53,227 18,454 11,130 — 82,811

TiME AEPOSITS ... 21,236 418 4 — 21,658
Long-term debt ........coocveeeiircece e 14,628 9,050 4,250 2,700 30,628
Other liabiliti @FEQUITY ...vovveveeeeriee e 23,081 14,152 118 — 37,351

Total ligbilitiesand equity ........ccocveeereverererereeee e 112,172 42,074 15,502 2,700 172,448

Total balance sheet gap.......ccccvvverierevesere e 6,303 (13,310) 639 6,368 —
Effect of derivative CONtractS.........covvvvvrsienieieneceneeseenens (1,107) 1,615 1,382 (1,890) —

Total gap POSILION ......c.ovveeeeieieiee et $ 519 $ (1169) $ 2021 $ 4478 $ —

@ Includesloans held for sale.

Various techniques are utilized to quantify and monitor risks associated with the repricing characteristics of our assets, liabilities
and derivative contracts.

Net interest income simulation modeling techniques We utilize simulation modeling to monitor anumber 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 as much as 200 basis points,
aswell as scenariosinwhich ratesgradually rise by as much as 200 basis point or fall by asmuch as 100 basis points, over atwelve
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:

December 31,2018  December 31, 2017
Amount % Amount %

(dollars are in millions)

Estimated increase (decrease) in projected net interest income (reflects projected rate
movements on January 1, 2019 and 2018, respectively):

Resulting from a gradual 100 basis point increasein theyield curve............cccccceveennee. $ 99 3% $ 148 6%
Resulting from a gradual 100 basis point decrease in theyield curve...........c.coeeeenee. (121) 4) (138) (5
Resulting from a gradual 200 basis point increasein theyield curve............ccocccveennee. 160 6 243 9

Other significant scenarios monitored (reflects projected rate movements on January 1,
2019 and 2018, respectively):

Resulting from an immediate 50 basis point decrease in theyield curve....................... (112) 4) (116) (5)
Resulting from an immediate 100 basis point increase in the yield curve...................... 145 5 216 8
Resulting from an immediate 100 basis point decrease in theyield curve..................... (283) (10) (323) (13)
Resulting from an immediate 200 basis point increase in the yield curve...................... 245 8 350 14
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Projected net interest income sensitivity figures represent the effect of movements in net interest income based on the projected
yield curve scenarios and our current interest rate risk profile. This effect, however, does not incorporate actions which would
probably be taken by BSM or in the businesses to mitigate the effect of interest rate risk. In reality, BSM seeks proactively to
change the interest rate risk profile to minimize losses and optimize net revenues. The net interest income simulation modeling
calculations assume that interest rates of al maturities move by the same amount in the 'up-shock' scenario. Rates are not assumed
to become negative in the 'down-shock' scenario which may effectively result in non-parallel shock. In addition, the net interest
income simulation modeling calculations take account of the effect on net interest income of anticipated differences in changes
between interbank interest rates and interest rates over which the entity has discretion in terms of the timing and extent of rate
changes. The projections do not take into considerati on possible complicating factors such as the effect of changesin interest rates
on the credit quality, size and composition of the balance sheet. Therefore, although this provides areasonable estimate of interest
rate sensitivity, actual results will differ from these estimates, possibly by significant amounts.

Interest rate risk behavioralization Unlike liquidity risk which is assessed on the basis of a very severe stress scenario, interest
rate risk is assessed and managed according to business-as-usual conditions. In many cases the contractual profile of our assets
and liabilities does not reflect the behavior observed.

Behavioralization is therefore used to assess the interest rate risk of our assets and liabilities and this assessed risk is transferred
to BSM, in accordance with the rules governing the transfer of interest rate risk from the global businessesto BSM.

Behavioralization is applied in three key areas:
» theassessed re-pricing frequency of managed rate balances;
»  theassessed duration of non-interest bearing balances, typically capital and current accounts; and
» the base case expected prepayment behavior or pipeline take-up rate for fixed rate balances with embedded optionality.

Interest rate behavioralization policieshaveto beformul ated inlinewith the HSBC Group'sbehavioralization policiesand approved
at least annually by ALCO, regional Asset, Liability and Capital Management ("ALCM") and global ALCM, in conjunction with
local, regional and HSBC Group risk monitoring teams.

The extent to which balances can be behavioralized is driven by:
» theamount of the current balance that can be assessed as stable under business-as-usual conditions; and
« for managed rate balances the historic market interest rate re-pricing behavior observed; or

» for non-interest bearing balances the duration for which the balance is expected to remain under business-as-usual
conditions. This assessment is often driven by the re-investment tenors available to BSM to neutralize the risk through
theuse of fixed rate government bonds or interest rate derivatives, and for derivativesthe availability of cash flow hedging
capacity.

Capital risk/sensitivity of other comprehensive loss Large movements of interest rates could directly affect some reported capital
balancesand ratios. The mark-to-market val uation of available-for-sale securitiesisrecorded on atax effected basisto accumul ated
other comprehensive loss. This valuation mark isincluded in two important accounting based capital ratios: common equity Tier
1 capital to risk-weighted assetsand total equity to total assets. Under thefinal ruleadoptingthe Basel 111 regulatory capital reforms,
the valuation mark was being phased into common equity Tier 1 capital over five yearsbeginning in 2014. At December 31, 2018,
we had an available-for-sale securities portfolio of approximately $31,379 million with a negative mark-to-market adjustment of
$581 million. An increase of 25 basis points in interest rates of all maturities would lower the mark-to-market by approximately
$260 million to a net loss of $841 million with the following results on our capital ratios:

December 31, 2018 December 31, 2017
Actual Proforma® Actual Proforma®
Common equity Tier 1 capital to risk-weighted assets.........cccoeeveerceenes 13.6% 13.5% 14.2% 14.1%
Total equity tO total @SSELS.......cccceveierereceeeree e 11.9 11.8 10.7 10.7

@ Proforma percentages reflect a 25 basis point increase in interest rates.
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
commercia 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
isto manage and control market risk exposures to optimize return on risk while maintaining a market profile consistent with our
established risk appetite.
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Thenatureof thehedging and risk mitigation strategiesperformed correspondsto the market risk management instrumentsavail able.
These strategies range from the use of traditional market instruments, such as interest rate swaps, to more sophisticated hedging
strategies to address a combination of risk factors arising at the portfolio level.

Market risk governance Market risk is managed and controlled through limits approved by the Risk Committee of the Board of
Directorsand the RMM, aswell asthe various businesses, and also ratified by the HSBC Group Risk Management Meeting. These
limits are allocated across business lines and to the HSBC Group legal entities, including HSBC USA and HSBC Bank USA.

We have an independent market risk management and control function in North Americawhich is responsible for setting the risk
appetite, measuring market risk exposures in accordance with the policies defined by HSBC Group Risk, and monitoring and
reporting these exposures against the prescribed limits on adaily basis.

Model risk is governed through model oversight committees at the regional and global Wholesale Credit and Market Risk levels.
The Committees have direct oversight and approval responsibility for all traded risk models utilized for risk measurement and
management and stress testing. They prioritize the development of models, methodologies and practices used for traded risk
management and ensurethat they remainwithin our risk appetite and business plans. We are committed to the ongoing devel opment
and enhancement of our in-house risk models subject to regulatory approval. Refer to"Model Risk Management" below for further
discussion regarding the management and monitoring of model risk across North America.

Our control of market risk in the trading and non-trading portfoliosis based on apolicy of restricting operations to trading within
alist of permissible instruments ultimately approved by HSBC Group Risk aswell as enforcing new product approval procedures
through a dedicated committee.

Market risk measures We use arange of tools to monitor and limit market risk exposures, including:

Sensitivity analysis Sensitivity analysis measures the impact of individual market factor movements on specific instruments or
portfolios, for example theimpact of aone basis point changein theyield curve. We use sensitivity analysisto monitor the market
risk positions within each risk type. Sensitivity limits are set for portfolios, products and risk types, with the depth of the market
being one of the principal factorsin determining the level of limits set.

Vaueat Risk ("VaR") VaR isatechniquefor estimating potential losses on risk positions as aresult of movementsin market rates
and pricesover aspecified timehorizonandtoagivenlevel of confidence. Theuseof VaR isintegrated into market risk management
and calculated for all trading positionsregardl ess of how we capitalizethem. In addition, wecal culate VaR for non-trading portfolios
to have a complete picture of risk. Where we do not calculate VaR explicitly, we use aternative tools as summarized in the 'Stress
Testing' section below.

Our VaR models are predominantly based on historical simulation which incorporates the following features:

» historical market ratesand prices are cal cul ated with reference to foreign exchange rates, commaodity prices, interest rates
and the associated volatilities;

» potential market movements utilized for VVaR are calculated with reference to data from the past two years; and
» scenario profit and losses are calculated utilizing the market scenarios for al relevant risk factors;
* VaR measures are calculated to a 99 percent confidence level and use a one-day holding period.

The models also incorporate the effect of option features on the underlying exposures. The nature of the VaR models means that
an increase in observed market volatility will lead to an increase in VaR without any changes in the underlying positions.

Although avaluable guide to risk, VaR should aways be viewed in the context of its limitations. For example:

» theuseof historical dataasaproxy for estimating future events may not encompassall potential events, particularly those
which are extreme in nature;

« theuseof aholding period assumes that all positions can be liquidated or the risks offset during that period, which may
not fully reflect the market risk arising at times of severe illiquidity, when the holding period may be insufficient to
liquidate or hedge al positions fully;

» theuseof a99 percent confidencelevel doesnot takeinto account lossesthat might occur beyondthislevel of confidence;
and

e VaRiscalculated on the basis of exposures outstanding at the close of business and therefore does not necessarily reflect
intra-day exposures.

Risk not in VaR framework - Therisks not in VaR ("RNIV") framework aims to capture and capitalize material market risks that
are not adequately covered in the VaR model. Risk factors are reviewed on aregular basis and either incorporated directly in the
VaR models, where possible, or quantified through the RNIV. RNIV stresses interest rate basis risk exposure and interest rate
volatility skewness. RNIV risk-weighted assets make up approximately 10 percent of HUSI market risk risk-weighted assets,
though contribution to total HUSI risk-weighted assets remains immaterial.
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Stressed VaR  Stressed VaR is primarily used for regulatory capital purposes and is integrated into the risk management process
to facilitate efficient capital management. Stressed VaR complements other risk measures by providing severe potentia losses
associated with stressed market conditions. Stressed VaR modeling follows the same approach as VaR, except Stressed VaR
calculates potential loss at a 99 percent confidence level for aone-day holding period based on a one year historical period that is
calibrated to the most volatile period for the trading portfolio.

Stresstesting Stress testing is an important procedure that isintegrated into our market risk management framework to evaluate
the potential impact on portfolio values of more extreme, although plausible, events or movementsin a set of financial variables.
In such scenarios, losses can be much greater than those predicted by VaR modeling.

A set of scenarios is used consistently across the HSBC Group. Scenarios are tailored to capture the relevant potential events or
market movements at each level. Therisk appetite around potential stresslossesis set and monitored against corresponding limits.

Theprocessisgoverned by the Stress Testing Review Group forumwhich, inconjunctionwithregional risk management, determines
the scenarios to be applied. Main scenario types are as follows:

» singlerisk factor stress scenarios that are unlikely to be captured within the VaR models, such asthe break of a currency
peg;

« technical scenarios that incorporate the largest move in each risk factor independent from any underlying market
correlation;

» hypothetical scenariosaremainly built on potential macroeconomic events, for example, the slowdown in mainland China
and the potential effects of a sovereign debt default, including itswider contagion effects, curves steepening or flattening
scenarios; and

e historical scenarios which incorporate past observations of market movements during periods of stress which are not
captured within VaR.

Market risk reverse stress tests are undertaken on the premise that there is afixed loss. The stress testing process identifies which
scenarioslead to thisloss. Therationale behind the reverse stresstest isto understand scenari os which are beyond normal business
conditions and could have contagion and systemic implications.

Stressed VaR and stress testing, together with reverse stress testing, provide management with insights regarding the 'tail risk'
beyond VaR, for which our appetite is limited.

Market risk in 2018 The U.S. market risk environment in 2018 was characterized by a hawkish tone from the FRB, trade tensions
between the United States and China, and other geopolitical events.

Continued strengthening to the U.S. labor market, rising economic activity, and low unemployment set the backdrop for the FRB
to continue on their path of aless accommodative monetary policy, raising rates four timesin 2018 and continuing reduction of
its holdings of U.S. Treasury bonds and mortgage-backed securities. U.S. equity and credit markets had a steep decline in late
December dueto political uncertainty and fearsover economic momentum and slower earningsgrowth, withinformationtechnology
firms lowering financial forecasts. Political uncertainty was arecurring theme through the year, headlined by the continued U.S.-
Chinatrade dispute. The U.S. Government shutdown, which began December 22, 2018, became the longest shutdown in history.

Signsof apullback in globa economic growth have altered the balance of risk assessment from FRB policymakers. Ongoing trade
tensions between China and the United States driving downside risks for both economies, and downward pressure on oil prices
havelowered inflation expectations. Continued strong economic indicatorswith abackdrop of political uncertainty will beamajor
theme in 2019 with expectations that the Federal Open Market Committee will adopt a more cautious stance.

During May, an overall sdlloff in Emerging Markets was observed, as the U.S. dollar strengthened against most other currencies.
Theissue was exacerbated in Argentina where the currency depreciated significantly, driven by high inflation, high local interest
rates, and low currency reserves. In Brazil, political uncertainty paralyzed the economy and increased volatility. The sdll off reversed
course in September due to completion of an International Monetary Fund assistance package to Argentina and a reduction of
political uncertainty in Brazil |eading up to the October el ection. While the market impact of these eventswas short term in nature,
investor confidence was impacted, leading to reduced client demand and market liquidity.

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 swapsand precious metals(i.e., gold, silver, platinum) in both North America
and emerging markets.

Trading VaR at December 31, 2018 was relatively flat as compared with December 31, 2017 as the Global Markets businessin
the United States continued to focus on customer facilitation and expanded further into high-yield credit and interest rate derivative
markets. Interest rate and credit spread risk comprise the main drivers of exposure.
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Daily VaR (trading portfolios), 99 percent 1 day (in millions):
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The following table summarizes our trading VaR for 2018 and 2017:

Foreign
exchange and Portfolio
commodity Interest rate Credit Spread  diversification® Total®
(in millions)

At December 31, 2018........ccccvveerenrerereens $ 2 % 6 $ 13 ) % 6
Full Year 2018
AVENA0B.....oiiiiicie s 2 6 1 3) 6
MAXITUM ...t 11 10
MINIMUM e — 3 — 4
At December 31, 2017 ....cooeeeeeeeeeece e $ 2 % 5 % 1 % 2 $ 6
Full Year 2017
AVENA0B.....oiiierice s 2 6 1 3) 6
Maximum.... 4 9 9
MINIMUM e — 4 1 4

@ 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. Asthe maximum and minimum occur on different daysfor different risk types, it is not meaningful to calculate aportfolio
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, on average, to see two or three profits and two or threelossesin excess of VaR at the 99 percent confident
level over a one-year period. The actual number of profits or losses in excess of VaR over this period can therefore be used to
gauge how well the models are performing. To ensure a conservative approach to calculating our risk exposures, it isimportant
to note that profits in excess of VaR are only considered when back-testing the accuracy of models and are not used for capital
purposes.

In 2018, we experienced two back-testing exceptions against hypothetical profit and loss: aloss exception driven by an overall
sell off in emerging markets, which was exacerbated dueto specific macroeconomic conditionsin Argentina; and aprofit exception,
driven by a continued sell off in emerging markets largely attributable to Argentina. There was no evidence of model errors or
control failures.
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Back-testing of trading VaR against our hypothetical profit and loss (in millions):
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mmmm  Hypothetical profit and loss VaR (99%) & Backtesting exception

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.

Non-trading VaR was lower in 2018 due primarily to a reduction of risk in our investment portfolio, specifically from reduced
holdings of U.S. Treasuries and U.S. Government sponsored mortgage-backed securities.

The following table summarizes our non-trading VaR for 2018 and 2017:

Portfolio

Interest rate Credit Spread  diversification® Total®
(in millions)

At December 31, 2018 ..o $ 22 3 18 $ 6) $ 34
Full Year 2018

AVEIBOE ...ttt bbbt bbb bbbt bbbt bbbt 55 20 17 58
IMEBXIMIUIM ..ottt se st nesaeneee 80 22 79
Y T 10 1010 0 P 22 16 34
At December 31, 2017 ... $ 39 $ 18 $ 12 s 45
Full Year 2017

AVEIAJE ...ttt 49 21 (12) 59
/= T 2 100 SR 79 31 74
IMIINEMUIM e e s e 36 17 44

@ Refer to the Trading VaR table above for additional information.

Non-trading VaR aso includestheinterest 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. For a broader discussion on how interest rate
risk is managed, please refer to the "Interest Rate Risk Management” section above.

Interest rate swaps used by BSM to hedge the interest rate risk of the investment portfolio and transfer price risk from the banking
book are typicaly classified as either afair value hedge or a cash flow hedge and included within our non-traded VaR. In case
thereisresidual market risk that cannot be efficiently and conveniently hedged by BSM they are managed by AL CO in segregated
ALCO books. AL CO booksrisk iscal culated and monitored viathe sameframework described abovefor thetrading books, namely
sengitivities, VaR, stress testing and associated limits.
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Stressed VaR The following table reflects stressed VaR at December 31, 2018 and 2017:

At December 31, 2018 2017

(in millions)

Stressed VaR (1-day eQUIVAIENT) .......cccoueiirieeieeeeeeeete ettt ettt sttt $ 27 $ 14

Stressed VaR at December 31, 2018 was higher as compared with December 31, 2017 driven by increased inventory in rates and
foreign exchange products as well as the impact of higher market rates.

Operational Risk Management Operational risk arises from day-to-day operations or external events, and is relevant to every
aspect of our business. Our strategy is to manage operational risks in a cost effective manner, within targeted levels consistent
with therisk appetite. Our Operational Risk Management Framework ("ORMF") ensures minimum standards of governance and
organization over operational risk and internal control throughout HUSI and covers all our businesses and operations (including
all entities, activities, processes, systems and products). Under the ORMF, risk and control assessments provide an end to end view
of operational risk. Material risks are assigned an inherent risk assessment based on the likelihood and the direct (financial costs)
and indirect impacts to the business. An assessment of the effectiveness of key controls that mitigate these risks is made and a
residual risk assessment isdetermined. An operational risk databaseis used to record risk and control assessmentsand track rel ated
issues and mitigation action plans. The risk assessments, which are refreshed based on relevant triggers, provide an up-to-date
view of the operational risk profile.

During 2018, our most material risks are in the financia crime and regulatory compliance, and information/cyber domains. The
incidence of and responseto regul atory proceedingsand other adversarial proceedingsagainst financial servicesfirmsissignificant.
We haveprioritized resourcesto devel op and executeremedial actionsto regulatory matters, including enhancing or addinginternal
controls. Thethreat of cyberattacks is managed within our Security Risk function as discussed further below.

We have established an independent operational risk management disciplinein the United Stateswhich isled by the U.S. Head of
Operationa Risk, Risk Strategy and Credit Review, reporting to the CRO. The mission of the Operational Risk Management
Meeting, chaired by the U.S. Head of Operational Risk, Risk Strategy and Credit Review, isto provide governance and strategic
oversight of the ORMF, including the identification, assessment, monitoring and appetite of operational risk. Selected results and
reports from this meeting are communicated to the RMM and subsequently to the Risk Committee of the Board of Directors.
Management in the First LoD is responsible for identifying, managing and controlling operational risk. In addition, the central
Operational Risk function, in conjunction with the other Second LoD subject matter experts, provides functional oversight by
coordinating the following activities:

e developing operational risk policies and procedures,

»  developing and managing methodol ogiesand tool sto support theidentification, assessment, and monitoring of operational
risks;

e providing firm-wide reporting;

e providing operational risk training and awareness programs for employees throughout the firm;

e communicating with the First LoD to ensure the ORMF is executed within their respective business or function;

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

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

Management of operational risk includes identification, assessment, monitoring, mitigation and reporting of the results of risk
events, including losses. These key components of the ORMF have been communicated by issuance of HSBC standards and
procedures. Details and local application of the standards have been documented and communicated by issuance of a U.S.
Operationa Risk Standard.

M anagement practicesinclude standard reporting to senior management and the Operational Risk Management M eeting of material
risks, significant control deficiencies, risk mitigation action plans, losses and key risk indicators. We also monitor externa
operationa risk events to ensure that we remain in line with best practice and take into account lessons learned from publicized
operationa failures within the financial services industry. Operational risk management is an integral part of the new product
development and approval process and the employee performance management process, as applicable.

Internal audit, whichisthe Third LoD, provides an important independent check on controls and test institutional compliance with
theORMF. Internal audit utilizesarisk-based approach to determineitsaudit coveragein order to provideanindependent assessment
of the design and effectiveness of key controls over our operations, regulatory compliance and reporting. This includes reviews
of the ORMF, the effectiveness and accuracy of the risk assessment process, and the loss data collection and reporting activities.

Security risk is the risk to the business from terrorism, information security, incidents/disasters, cyberattacks, insider risk and
groups hostile to HSBC interests. The role of the Security Risk function ("SR") is the protection of people, property, assets and
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information by reducing the security risk to the business. To achieve this, SR is organizationally part of the business it supports
and they advise and assist senior executive management who have overall responsibility for security issues. Security risk issues
are managed at the HSBC Group level by HSBC Global Security Risk. This unit, which has responsibility for information,
contingency, physical, terrorism and insider risks are fully integrated within the HSBC Group Risk function. This enables
management to identify and mitigatethe permutations of these and other non-financial riskstoitsbusinessesacrossthejurisdictions
in which we operate.

The security of our information and technology infrastructure is crucia for maintaining our applications and processes while
protecting our customers and the HSBC brand. In common with other financial institutions and multinational organizations, we
face a growing threat of cyberattacks that continue to increase in sophistication. A failure of our defenses against such attacks
could result infinancial lossor theloss of customer data or other sensitiveinformation which could undermine both our reputation
and our ability to attract and retain our customers. We experienced cyberattacksin 2018, none of whichresulted in material financial
loss. We continue to mature our cyber intelligence capabilities asthe cyber threat |andscape evolves. Theseintelligence monitoring
capabilitiesincreaseour agility and ability to respond withincreased detecti on and response capabilitiesreducing potential exposure
to cyber threats. Regulators have listed cybersecurity astheir top concern in 2018. Regulation continues to increase from multiple
jurisdictions and perspectives, and is deployed without coordination with other regulators. HSBC is engaged with peer institutions
working to address regulatory harmonization as it relates to cyber and information security. We have met with the U.S. Treasury
Department and all regulatory bodies (e.g. the OCC, FRB, FDIC, Commodity Futures Trading Commission, €tc.) to progress
harmonization. Cybersecurity will continue to be a strong focus of ongoing initiatives to strengthen the control environment and
our readiness to respond in the event of an attack.

Regulatory Compliance Risk Management Regulatory compliance risk arises from the risks associated with breaching our duty
to clients and other counter-parties, inappropriate market conduct, and breaching other regulatory requirements. Regulatory
compliancerisk ismeasured by referenceto identified metrics, key risk indicators, testing of controls by the threelines of defense,
employee feedback, customer complaints and through regulatory feedback. Regulatory compliance risks are assessed through
detailed assessments and reported to the RMM and the Board of Directorsthrough thereporting of RAS metrics and the Regul atory
Compliance Enterprise Risk Assessment report. Regulatory compliance risk is managed by establishing and communicating
appropriate policies and procedures, training employees in regulatory requirements, establishing controls, and monitoring and
testing controls to help ensure that the regulatory requirements are being adhered to. Proactive assessment and enhancement of
controls is undertaken where required.

The Second LoD risk stewards provide independent, objective oversight and challenge and promote a compliance-orientated
culture, supporting the businesses in delivering fair outcomes for customers, maintaining the integrity of financia markets and
achieving our strategic objectives. Any actual or potential regulatory breaches require prompt identification and escalation to the
Regulatory Compliancefunction or other applicabl erisk stewards. Any major breaches, gaps, issuesand emerging risksareescal ated
to RMM and the Board of Directors, as appropriate.

The Regulatory Compliance function oversees the management of regulatory compliance risk for laws, codes, rules, regulations
and standards that align under its scope of oversight asthe Second LoD risk steward. AsaBoard of Directors sub-committee, the
CCC oversees our compliance risk management program (both Regulatory Compliance and Financial Crime Risk) as well as
fiduciary matters as discussed further bel ow.

Compliance related regulatory findings 1n 2010, HSBC Bank USA entered into a consent cease and desist order with the OCC
and our parent, HSBC North America, entered into a consent cease and desist order with the FRB. In 2012, HSBC Bank USA
further entered into an enterprise-wide compliance consent order (each an "Order" and together, the "Orders"). These Orders,
which requiredimprovementsto establish and sustain an effective compliancerisk management program acrossour U.S. businesses,
including improvements to Bank Secrecy Act and Anti-Money Laundering compliance, were terminated by the OCC and FRB in
2018.

Fiduciary Risk isthe risk of breaching fiduciary duties where we act in afiduciary capacity as trustee, investment manager or as
mandated by law or regulation. It istherisk associated with failing to offer serviceshonestly and properly to clientsin that capacity.
Fiduciary risks reside in our PB businesses (such as Investment Management, Personal Trust, Security Operation Services) and
other business lines outside of PB (such as Corporate Trust). Fiduciary risk is governed by the CCC. The CCC has delegated day-
to-day management and oversight responsibilities to management, whose primary oversight body for management of fiduciary
activity is the Fiduciary Risk Management Meeting, chaired by the U.S. Head of Enterprise Compliance. The U.S. Head of
Enterprise Compliance reports to the U.S. Head of Regulatory Compliance.

Financial Crime Risk Management Financia crime risk management is the framework in place to identify and deter potential
illegal activity from occurring by, at, or through the HSBC Group. It is embedded in our day to day operations and culture.

The Financial Crime Compliancefunction ("FCC") isled by the U.S. Head of FCC, who reportsto the CEO and the HSBC Global
Head of FCC and Group Money Laundering Reporting Officer. FCC provides oversight to enable usto build on our achievements
in managing financial crime risk effectively and to continue to strengthen financial crime detection, and anti-money laundering

98



HSBC USA Inc.

("AML"), sanctions, fraud, and anti-bribery and corruption compliance. The U.S. Head of FCC has delegated authority from the
CEO over the FCRMC which escalates to the CCC on matters relating to financia crime and fraud risk management.

FCC isasub-function of the Compliance function, which also includes Regulatory Compliance, Financial Crime Threat Mitigation
("FCTM™), Regulatory Affairs, Assurance, and Chief Operating Office. FCTM isaglobal capability to proactively identify, analyze
and investigate financial crime risk and ensure proper mitigation of these risks. It works closely with the lines of business and
functions to provide the information needed to mitigate financial crime risk. FCC continues to embed policies and procedures,
introduce new technol ogy sol utions, and support acultureof compliance neededto effectively managefinancial crimeriskincluding
the enterprise wide compliance risk management program.

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

Reputational risk relatesto stakeholders' perceptions, whether based on fact or otherwise. Stakeholder expectations are constantly
changing and thus, reputational risk is dynamic and will differ between geographies, groups and individuals.

Wetolerate alimited degree of reputational risk arising from business activities or association where foreseeabl e reputational risk
has been escalated to the appropriate level of management, carefully considered and/or mitigated and is determined to fall to
acceptabl e risk thresholds as defined by the HSBC Group risk appetite statement. Since reputational risk can arise from all aspects
of operations and activities, all businesses and functions are required to articulate and track reputational risk.

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

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

The RMM and FCRMC provide governance and oversight of reputational risk. Each business reviews transactions and customers
that may adversely affect our public perception viatheir RRCSC. The RRCSCsare chaired by asenior executiveand are comprised
of senior membersfromthebusiness, risk, legal, financial crimeand compliance departmentsand other invited parties. TheRRCSCs
are responsible for reviewing the individual merits and involved parties in higher-risk transactions, and approving or declining
customer relationships and transactions based on the potential risks to us. In addition to the RRCSCs, the responsibility of the
practical implementation of such policies and the compliance with the letter and spirit of them rests with our CEO and senior
management of our busi nesses.

Strategic Risk Management Strategic risk may bemitigated by consideration of the potential opportunitiesand challengesthrough
thestrategic planning process. Thisrisk isal so afunction of thecompatibility of our strategic goa's, the businessstrategiesdevel oped
to achieve those goals, the resources deployed against those goals and the quality of implementation.

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

Model Risk Management In order to manage the risks arising out of the use of incorrect or misused model output or reports, a
comprehensive model risk governance framework has been established that provides oversight and challenge to all models across
HSBC North America. The framework includes a HSBC North America Model Standards Policy that aligns with model risk
management regulations. Each area that uses models maintains model management procedures in accordance with the Model
Standards Policy. A HSBC North America model and non-model inventory is maintained and updated on a quarterly basis. In
addition, amodel risk measurement framework is used to measure, mitigate and monitor model risk across HSBC North America.
Model risk is managed on an ongoing basis by the CRO Meeting, which is chaired by the CRO with broad representation from
across our businesses and support functions.

The Independent Model Review ("IMR") function, which reports directly to the CRO, is responsible for providing effective
challenge of models and critical processesimplemented for use within HSBC North America. Reviews are conducted in-line with
supervisory guidance on model risk management issued by the OCC and FRB as well as other applicable internal and regulatory
guidelines. Effective challenge is defined as a critical analysis by objective, informed parties who can identify model limitations
and assumptions and produce appropriate changes. IMR activities are segregated from the model development process to ensure
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that incentives are aligned with the function'srole to challenge model s and identify model limitations, and the authority and access
provided by the Board of Directors providesthe function with the necessary influenceto ensurethat its recommendations are acted
upon. The IMR process assesses model development, implementation, use, validation, and governance. IMR scope covers models
reported on the HSBC North Americamodel inventory and critical non model processes. Examples of models and processes that
IMR reviews include: Credit Risk, Market Risk, Operational Risk, CCAR, ICAAP, Economic Capital, Allowance for Loan and
Lease Losses, Loss Forecasting, AML, Counterparty Credit Risk, Interest Rate Risk, Risk Sensitivity, Hedging and Fair Value
Adjustment.

Pension Risk Management Certain employees are eligible to participate in the HSBC North America qualified defined benefit
pension plan which has been frozen. At December 31, 2018, plan assets were lower than projected plan liabilities resulting in an
under-funded status. The accumulated benefit obligation exceeded the fair value of the plan assets by approximately $302 million.
As these abligations relate to the HSBC North America pension plan, only a portion of this deficit could be considered our
responsibility. We and other HSBC North America affiliates with employees participating in this plan will be required to make up
this shortfall over a number of years as specified under the Pension Protection Act. This can be accomplished through direct
contributions, appreciation in plan assets and/or increases in interest rates resulting in lower liability valuations. See Note 20,
"Pension and Other Postretirement Benefits," in the accompanying consolidated financial statements for further information
concerning the HSBC North America defined benefit plan.

Sustainability Risk Management Sustainability risk is measured by assessing the potential sustainability impacts of acustomer's
activities and assigning a sustai nability risk rating. Sustainability risk ismonitored by the businesses and the Credit Approval Unit,
aswell as Group Sustainability Risk. Sustainability risk managers in the Wholesale Credit Risk function, with input from Group
Sustainability Risk, areresponsiblefor advising our businesses on managing environmental and social risks. The Wholesale Credit
Risk function's responsihilities in relation to sustainability risk include:

e overseeing our sustainability risk standards, our application of the Equator Principles and our sustainability policies
(covering agricultural commodities, chemicals, defense, energy, forestry, mining and metals, Ramsar Wetlands and
UNESCO World Heritage Sites);

» undertaking an independent review of transactions, including escal ating transactions to Group Sustainability Risk where
sustai nability risks are assessed to be high and approving transactionswhere sustainability risks are of alower magnitude;
and

» providing training and capacity building within our businesses to ensure sustainability risks are identified and mitigated
consistently.
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GLOSSARY OF TERMS

Balance Sheet Management — Is responsible for managing our liquidity and funding. Balance Sheet Management ("BSM") also
manages our structural interest rate position within alimit structure.

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

CDS — Credit Default Swap.

Contractual Delinquency —A method of determining aging of past due accounts based on the past due status of payments under
theloan. Delinquency statusmay be affected by customer account management policiesand practices such asthere-age of accounts
or modification arrangements.

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

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

First Line of Defense or First LoD — Part of the Three Lines of Defense ("LoD") model for managing risk. The First LoD is
predominately comprised of management who are accountabl eand responsiblefor their day to day activities, processesand controls.
The First LoD owns the risks and is responsible for identifying, recording, reporting and managing risks, and ensuring that the
right controls and assessments are in place to mitigate them.

FRB — The Federal Reserve Board; our principa regulator.

Futures Contract — An exchange-traded contract to buy or sell a stated amount of a financial instrument or index at a specified
future date and price.

Global Bank Note Program — A $40 hillion note program, under which HSBC Bank USA issues senior and subordinated debt.

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

Group Reporting Basis — A measure of reporting results using financial information prepared on the basis of HSBC Group's
accountingand reporting policieswhich apply International Financial Reporting Standardsasissued by thelnternational Accounting
Standards Board and endorsed by the European Union.

HQLA - High Quality Liquid Assets; cash or assets that can be converted into cash quickly through sales (or by being pledged as
collateral) with no significant loss of value.

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

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

Liquidity — A measure of how quickly we can convert assets to cash or raise additional cash by issuing debt.

Loan-to-Value ("LTV") Ratio — For first liens, the current loan balance expressed as a percentage of the current property value.
For second liens, the current |oan balance plusthe senior lien amount at origination expressed asapercentage of the current property
value.

Mortgage Servicing Rights ("MSRs") — An intangible asset which represents the right to service mortgage loans. Theserights are
recognized at the time the related loans are sold or the rights are acquired.

Net Charge-off Ratio — Net charge-offs of loans expressed as a percentage of average loans outstanding for a given period.
Net Interest Income — Interest income earned on interest-bearing assets less interest expense on deposits and borrowed funds.
Net Interest Income to Total Assets — Net interest income expressed as a percentage of average total assets for a given period.
Net Interest Margin — Net interest income expressed as a percentage of average interest earning assets for a given period.
Nonaccruing Loans — Loans on which we no longer accrue interest because ultimate collection is unlikely.

OCC - The Office of the Comptroller of the Currency; the principal regulator for HSBC Bank USA.

Options —A contract giving the owner theright, but not the obligation, to buy or sell aspecified item at afixed pricefor aspecified
period.
Portfolio Seasoning — Relates to the aging of origination vintages. L oss patterns emerge slowly over time as new accounts are
booked.
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Rate of Return on Common Equity — Net income (loss), reduced by preferred dividends, divided by average common equity for a
given period.

Rate of Return on Risk-Weighted Assets - Net income (loss) divided by average risk-weighted assets for a given period.

Rate of Return on Tangible Common Equity - Net income (loss), reduced by preferred dividends, divided by average common
equity less goodwill and intangible assets (purchased credit card relationships) for a given period.

Rate of Return on Total Assets — Net income (loss) divided by average total assets for a given period.
Rate of Return on Total Equity — Net income (loss) divided by average total equity for agiven period.

Residential Mortgage Loan — Closed-end loans and revolving lines of credit secured by first or second liens on residential real
estate. Depending on the type of residential mortgage, interest can either be fixed or adjustable.

REO - Real Estate Owned
SEC — The Securities and Exchange Commission.

Second Line of Defense or Second LoD — Part of the Three LoD model for managing risk. The Second LoD is predominately
comprised of various functions, such as Finance, Legal, Risk, Compliance and Human Resources, whoserole asrisk stewardsis
to set the policy and guidelines for managing specific risk areas, provide advice and guidancein relation to the risk, and challenge
the First LoD on effective risk management.

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

Third Line of Defense or Third LoD — Part of the Three LoD model for managing risk. The Third LoD iscomprised of our Internal
Audit function, which provides independent and objective assurance of the adequacy of the design and operational effectiveness
of our risk management framework and governance control process.

Three Lines of Defense Model — This model delineates management accountabilities and responsibilitiesfor risk management and
the control environment and underpins our approach to risk management by clarifying responsibilities, encouraging collaboration
and enabling efficient coordination of risk and control activities.

Total Equity to Total Assets — Total equity expressed as a percentage of total assets as of a given date.
U.S. GAAP — Generally accepted accounting principles in the United States.
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CONSOLIDATED AVERAGE BALANCES AND INTEREST RATES

Thefollowing table summarizesthe year-to-date average daily balances of the principal components of assets, liabilitiesand equity
together with their respective interest amounts and rates earned or paid, presented on ataxable equivalent basis, which resulted in
increases to interest income on securities of nil, nil and $1 million during the years ended December 31, 2018, 2017 and 2016,
respectively. 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 years ended December 31, 2018, 2017 and 2016 included fees of $72 million, $74
million and $80 million respectively.
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2018 2017 2016
Average Average Average
Balance Interest Rate Balance Interest Rate Balance Interest Rate
(dollars are in millions)
Assets:
Interest bearing deposits with
ANKS ... $ 21,868 440 2.01% $ 38811 447 115% $ 31,999 165 .52%
Federal funds sold and securities
purchased under resale
AYrEEMENES ..oo.vvveerveeeereeeseeseenen 6,309 205 3.25 7,263 222 3.06 12,881 200 155
Trading securities.. 13,369 213 1.59 10,646 209 1.96 11,556 262 227
SECUNMIES .. 45,433 1,131 2.49 47,492 952 2.01 52,469 957 1.82
Loans:
CommErcial ...ooovveeererereeererreeenens 47,826 1,840 3.85 50,474 1,511 2.99 61,401 1,537 2.50
Consumer:
Residential mortgages............. 17,416 604 3.47 17,418 583 3.35 18,001 596 331
Home equity mortgages 1,084 50 4.61 1,289 50 3.88 1,506 52 3.45
Credit cards.......oovevvereeeererenee 845 69 8.17 658 70 10.64 668 71 10.63
Other coNSUME .......ocoveeererenee. 362 26 7.18 451 27 5.99 476 28 5.88
Total consumer 19,707 749 3.80 19,816 730 3.68 20,651 747 3.62
Total 10aNS ... 67,533 2,589 3.83 70,290 2,241 3.19 82,052 2,284 2.78
(@13 3,797 77 2.03 2,997 52 174 2,394 43 1.80
Total interest earning assets. $ 158,309 4,655 2.94% $ 177,499 4,123 2.32% $ 193,351 3911 2.02%
Allowance for credit losses (573) (888) (1,012)
1,140 1,112 998
19,167 20,820 13,855
'$ 178,043 $ 198543 $ 207,192
Liabilities and Equity - - -
Domestic deposits:
Savings deposits.......cccverereeernenes $ 48,153 319 .66% $ 49,635 237 48% $ 50,949 135 .26%
Time deposits......ccovvereeererreeererenees 22,372 557 2.49 22,709 357 157 25,594 264 1.03
Other interest bearing deposits..... 10,248 157 1.53 11,023 53 48 7,827 10 13
Foreign deposits:
Foreign banks deposits................. 4,304 19 44 6,302 36 57 8,747 45 51
Other interest bearing deposits..... 1,434 19 1.32 3,144 19 .60 4,099 14 .34
Depositsheld for sale........coovenenee 149 1 .57 228 1 .53 — — —
Total interest bearing deposits......... 86,660 1,072 1.24 93,041 703 .76 97,216 468 48
Short-term borrowings 6,292 172 2.73 9,465 124 131 10,153 79 .78
Long-term debt ........ccvreereeererrenenenes 31,433 1,123 3.57 37,155 998 2.69 36,204 864 2.39
Total interest bearing deposits and
01 o SO 124,385 2,367 1.90 139,661 1,825 131 143,573 1411 .98
Tax liabilitiesand other ................... 1,347 36 2.67 1,284 25 1.95 821 15 1.83
Total interest bearing liabilities....... $ 125,732 2,403 1.91% $ 140,945 1,850 131% $ 144,394 1,426 .99%
Net interest income/Interest rate
SPrEA ... $ 2252  1.03% $ 22713  101% $ 2485  103%
Noninterest bearing deposits.......... 25651 29686 31682
Other liahilities......ccovverenierrrenne. 6,695 7,149 10,168
Total EQUILY ..o 19,965 20,763 20,948
Total liabilities and equity .............. m m $ZOTQZ
Net interest margin on average - - -
€ArNING @SSELS .....vveveveereereeriereenns 1.42% 1.28% 1.28%
Net interest income to average total - - -
S ettt bbbttt

1.26%
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Information required by this Item is included within Item 7. Management's Discussion and Analysis of Financial Condition and
Results of Operations in the Risk Management section under the captions "Interest Rate Risk Management” and "Market Risk

Management."

Item 8. Financial Statements and Supplementary Data

Our 2018 Financial Statements meet the requirements of Regulation S-X. The 2018 Financial Statements and supplementary
financial information specified by Item 302 of Regulation S-K are set forth below.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholder of
HSBC USA Inc.:

Opinion on the Financial Statements

Wehaveaudited theaccompanying consolidated balance sheetsof HSBC USA Inc. and itssubsidiaries("the Company")
as of December 31, 2018 and 2017, and the related consolidated statements of income (loss), comprehensive income
(loss), changes in equity and cash flows for each of the three years in the period ended December 31, 2018, including
the related notes (collectively referred to as the "consolidated financial statements™). In our opinion, the consolidated
financial statements present fairly, in all material respects, the financial position of the Company as of December 31,
2018 and 2017, and the results of its operations and its cash flows for each of the three years in the period ended
December 31, 2018 in conformity with accounting principles generally accepted in the United States of America.

Change in Accounting Principle

Asdiscussedin Note 15to the consolidated financia statements, the Company changed the manner inwhichit accounts
for classification and measurement of financial liabilities measured under the fair value option in 2017.

Basis for Opinion

These consolidated financial statements are the responsibility of the Company's management. Our responsibility isto
express an opinion on the Company's consolidated financial statements based on our audits. We are apublic accounting
firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to
be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable
rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits of these consolidated financial statements in accordance with the standards of the PCAOB.
Thosestandardsrequirethat weplanand performtheaudit to obtai n reasonabl eassurance about whether the consolidated
financial statements are free of material misstatement, whether due to error or fraud. The Company is not required to
have, nor were we engaged to perform, an audit of itsinternal control over financial reporting. As part of our audits
we are required to obtain an understanding of internal control over financial reporting but not for the purpose of
expressing an opinion on the effectiveness of the Company'sinternal control over financial reporting. Accordingly, we
express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial
statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures
included examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial
statements. Our audits also included evaluating the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements. We believe that
our audits provide areasonable basis for our opinion.

/s PricewaterhouseCoopers LLP
New York, New York
February 19, 2019

We have served as the Company's auditor since 2015.
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CONSOLIDATED STATEMENT OF INCOME (LOSS)

Year Ended December 31, 2018 2017 2016
(in millions)
Interest income:
[ 10T $ 2589 $ 2241 $ 2284
S o0 ] 1= SRR 1,131 952 956
Trading SECUMTIES. ...c.eeuiieeieseeere ettt bbbt bbb et 213 209 262
ShOrt-tErM INVESIMENES. ....ccvieiecie ettt ettt e b e sbeenesaeenresaeesresanas 645 669 365
(@111 OSSP 77 52 43
Total INtErESE INCOIME.........eiiciiie e sttt e e e aeeaesaesresresresreras 4,655 4,123 3,910
Interest expense:
= o015 1 TSRS 1,072 703 468
ShOrt-terM DOMTOWINGS. ...ttt bbb 172 124 79
LONG-EIMN AEDL ...t 1,123 998 864
(@111 OSSP 36 25 15
TOtAl INTEIESE EXPENSE ..veuviieeetesie ettt s re st e e s ee e et esae e eaeeaesseeaestesresaesretas 2,403 1,850 1,426
NEL INEEIESE INCOIME.......eiuiieetieterie ettt sttt b et a e bt b e et e e e se e e e e et e st sbesbesaesreneees 2,252 2,273 2,484
Provision fOr Credit IOSSES .........coviieiiiiieiece sttt sttt st (73) (165) 372
Net interest income after provision for credit 0SSeS .........c.cveviiiieeceeeceeeeeeeee e 2,325 2,438 2,112
Other revenues:
Credit Card fEES, NEL ..o bbbttt 50 46 52
Trust and investment ManagemMENt fFEES........ccvvv e e e 135 156 153
Other fees and COMMISSIONS ... ....couiiiieieireeeet et sb e sae e e 684 669 721
L o Lo [ == 01U T 625 354 227
Other SECUMtIES QAINS, NEL......oiviieieieieieee ettt se e sresaesresreneas 24 52 70
Servicing and other fees from HSBC affiliatesS ........coeevervinninreee e 356 348 289
Gain (loss) on instruments designated at fair value and related derivatives....................... 19 43 (7D
(@1 g Tc T aTore) g Y (1o =) 6 334 (37
TOtAl OTNEE FEVENUES ...t e er e s be et s resrenas 1,899 2,002 1,404
Operating expenses:
Salaries and employee DENEFITS.......coo i 830 1,077 981
Support services from HSBC affiliateS......cooveveiverisisie e 1,603 1,549 1,495
OCCUPANCY EXPENSE, NMEL....ecueieeeeieeeeerteeeesee e steseestesaestesseesteesaesseesesseesesseessssseessesseessesnees 185 202 171
(@1 gL o= 1S = 1,020 563 651
Total OPErating EXPENSES .....ccuiiieiiesieiertereeeeee e ettt e be s tesre s besbe s bese e e e e e e eseeaeesesaesteetesaesrentas 3,638 3,391 3,298
INCOME DEFOrE INCOME TAX ..ottt re e sreens 586 1,049 218
[NCOME TBX EXPENSE ...ttt ettt ettt sttt et e st s et e et e b e et e e beetesaeeseesaeeseesneesbesntesbennsanbeans 266 1,228 89
NEE INCOME (I0SS) ....vvveeiieieetetie ettt sttt st b ettt s s st s et e b e st st sb et e e st tebese s seetebe s sestetennsnatas $ 320 8 (179 $ 129

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)
Year Ended December 31,

2018 2017 2016

NEL INCOME (J0SS) ...ttt et st s b e st et e st e e e e enne e eaeeneenens

Net change in unrealized gains (losses), net of tax:

INVESEMENE SECUNTIES. ....veveieeeieie ettt st neene e s
Fair value option liabilities attributable to our own credit spread...........cccoevenenee.
Derivatives designated as cash flow hedges ..o veveievececceccecce e
Pension and post-retirement benefit plans ...
Total other comprehensive INCOME (10SS).......ccviiiiiiiieie e
Comprehensive INCOME (10SS).......cueiuiieicieeceeece ettt

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

CONSOLIDATED BALANCE SHEET

At December 31, 2018 2017
(in millions, except share data)
Assets®
Cash and dUE FrOM DBNKS...........coveiieeeei ettt ettt s et et e b e st et et e see st ste st ebesessssbeseebsseesestens $ 1514 $ 1,115
Interest bearing depoSItS With DANKS............ccoiiiiiieie e 15,700 11,157
Federal funds sold and securities purchased under agreements to resell (includes nil and $80 million
designated under fair value option at December 31, 2018 and 2017, reSpectively) ......oc.ceceeveeeeveceeeecereeceeeana. 10,168 32,618
Trading assets (includes $2.5 billion and $3.2 hillion of assets pledged to creditors at December 31, 2018
AN 2017, FESPECLIVEIY) .. .ecvveceveceseee ettt sttt ssestss et ssasssnssssss st snaes st ess st enss e st stntesnsasansasanssssntassnssnsneas 21,978 16,150
Securities available-for-sale (includes $822 million and $524 million of assets pledged to creditors at
December 31, 2018 and 2017, FESPECHIVEIY) ......vucveeeeceeeeeeeecte et teeae e see e es s eeses st st eensesesae st snsenanes 31,379 30,700
Securities held-to-maturity (fair value of $14.4 billion and $13.9 billion at December 31, 2018 and 2017,
== 0= w11 AYZ= 1Y) [P ORTTT 14,670 13,977
LLOBNS ...ttt bbb E bR £ bR £ A bR A bR e bR e bR R b b et e bRttt ne et b nn 68,978 72,563
Less—allowance for credit losses 541 681
Loans, net . 68,437 71,882
Loans held for sale (includes $109 million and $471 million designated under fair value option at December
31, 2018 aNd 2017, FESPECHIVEIY) ....uvvreevreeeereeectesestesestssestssessssaesessssssssssssssssssssssesssesssssssesassssassasssssssssssnssssnens 512 715
Properties and QUIPMENT, NMEL ........ccocueiiiiieesieieice sttt sttt st sesbe e ebe e esesbe e ebesaeseebesaesesbeseabeeeseaee 158 185
(€070 o 11/ || OO 1,607 1,607
(@101 = S5 T 6,325 7,129
TOLAI ASSELS ... eie ettt et et e e e e e st e et e saeesaeesteeeaeeeeesaseeaeesaeesaeesasesaeesaeeeaeesee e st eeeeaeeeneeeaeeennesreeereeereesreeeeeeeaeers $ 172,448 $ 187,235
Liabilities®
Debt:
Domestic deposits:
NONINEEIESE DEAMNG ... .ottt sttt ettt e et ese et beae s st ebe s saebene e besennanas $ 25,639 $ 28,153
Interest bearing (includes $8.2 billion and $7.7 billion designated under fair value option at December
31, 2018 and 2017, FESPECHIVEIY) ....vrevrreieirieisiseissse ettt sssssssse s ssse s sssss st sessssessssessnsenans 78,830 84,223
Foreign deposits:
Noninterest bearing 202 322
L1 ==l o= T oo PSSP 6,274 5,331
DEPOSITS NEIA FOr SAIE......c.eieeeeee bbbttt b et et b et be st e b e e ee 10 673
QL0 1= 0 U= 00 S ST 110,955 118,702
Short-term borrowings (includes $560 million and $2.0 billion designated under fair value option at
December 31, 2018 and 2017, rESPECHIVEIY) ......uvuverrererereeeeeseesesae e st ss s sse s ssssanes 4,180 4,650
Long-term debt (includes $11.2 billion and $12.9 billion designated under fair value option at December
31, 2018 and 2017, FESPECHVEIY) «..uveerreerrirereireeeireeeeseesessesesesesseseseesesesssssesssessesesssssssssssssssnssssssssnssssnsssesns 30,628 34,966
LI 0 = o SRR 145,763 158,318
I o (1 aTo Tz o1 1L =SSR 3,643 4,879
Interest, taxes and Other [1ADHTITIES........c.ciiirieecr bbb 2,536 3,944
QIO = LN L= o L1 L L= 151,942 167,141
Equity
Preferred stock (no par value; 40,999,000 shares authorized; 1,265 shares issued and outstanding at both
DeCEmMDEr 31, 2018 N0 2007).....cuvrvvceereeeeeseesereeess st st s st ssassesassesssssssessnsssentssssesssseenteensesantesaneasanes 1,265 1,265
Common equity:
Common stock ($5 par; 150,000,000 shares authorized; 714 shares issued and outstanding at both
December 31, 2018 @NQ 2017) .....c.oiuiieieriee ettt et a et a e b et et benesee e eteneenenean — —
Additional Paid-iN CAPITAL........covrererereeer ettt e ne et ne s nenn 18,136 18,130
RELAINEA EAIMINGS......veeetiiteieitisie ettt ettt e et e st e tesaeseste e ebeseesesbe e ebeseene et e e esesteseabe e esesbeseabanensenen 1,471 1,130
Accumulated other COMPrENENSIVE IOSS........ccucieiiieirieiees et sa e st se b e s e (366) (431)
TOLAl COMIMON EUILY ...vvtveaeeetinireete ettt ettt stttk b ettt b bbb n e et et e ettt e ettt ettt 19,241 18,829
TOUAI BOUITY ...ttt ettt st e beseebe st e e e be st eseebe e ebesbeseebeseebebeseabensebesbeseebesesesbensetesenenin 20,506 20,094
Total liabilitieS AN BQUILY........cceeeieeeeee ettt ettt ettt e st sttt ettt et teseeesesesesetesntasesasnnas $ 172,448 $ 187,235
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@ The following table summarizes assets and liabilities related to our consolidated variable interest entities ("VIES") at December 31, 2018 and 2017 which

are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate in consolidation. See Note 25, "Variable Interest
Entities," for additional information.

At December 31, 2018 2017
(in millions)
Assets
OENET @SSELS.....v.vuvteeetee ettt E £ttt $ 112 $ 154
L0 T S = C TSV $ 112 $ 154
Liabilities
LONG-EEIMI AEDL ...t bbb bbb bbb bbb bbb bbbttt $ 66 $ 73
Interest, taxes and other liabilities.. 37 59
TOLAl LA TSttt e e s s e e nn $ 103 % 132

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
Year Ended December 31, 2018 2017 2016

(in millions)

Preferred stock

Balance at beginning Of PEMIOO ..ot e $ 1,265 $ 1265 $ 1,265
Preferred SLOCK ISSUBNCE. .......cceiiviccieecie ettt ettt ettt et aesateeaesatesbeesreeebeesbeebeeseeebeaneean — — 1,265
Preferred StOCK redemPLioN ........c.coiieiiieiceicc ettt ne s — — (1,265)

Balance at €Nd Of PEMOU ......cuciiurieieiririeieeieie ettt ettt b et bt besenas $ 1,265 $ 1,265 $ 1,265

Common stock

Balance at beginning and end Of PEMOM .........coeireiiiieeeree e — — —

Additional paid-in capital

Balance at beginning Of PEITOA..........ccouoiieiiiieisese e eese s 18,130 18,148 18,169
Employee benefit plans 6 (18) (21)

Balance af €nd Of PENIOU .......ciiieuiiirieere ettt 18,136 18,130 18,148

Retained earnings

Balance at beginning Of PEITOA...........cocoiieie et ene 1,130 1,560 1,498

Reclassification from accumulated other comprehensive loss of cumulative effect adjustment
to initially apply new accounting guidance for equity investments which were previously
classified as available-for-sale, NEt Of taX ..o 4 — —

Cumulative effect adjustment to initially apply new accounting guidance for equity
investments which were previously measured at Cost, Nt Of taX .........cceveeuevecuereeereecreeceeeeeenns 10 — —

Reclassification from accumulated other comprehensive loss of cumulative effective
adjustment to initially apply new accounting guidance for stranded tax effects resulting
from the Tax Cuts and JobsAct ("Tax Legislation") .........ccoeeeeirenerenieeseeeesee e 91 — —

Reclassification to accumulated other comprehensive loss of cumulative effect adjustment to
initially apply new accounting guidance for financial liabilities measured under the fair

Value 0ption, NEE OF tAX........ccviveeiieeiceeecee s — (174) —
Balance at beginning of period, adjUSted...........oeirieiiiee e 1,227 1,386 1,498
INEL TNCOME (IOSS) 1.ttt sttt ettt bbb bbb et s b e b e st et et e seenenbeenne s 320 (279 129
Cash dividends declared on preferred StOCK ...........oovvrrrrenreeirerece e (76) 77) (67)
Balance at €nd Of PO ..ottt sttt b se e nte e enea 1,471 1,130 1,560
Accumulated other comprehensive loss
Balance at beginning Of PEMOA.........cocciiiiiicic et sre e ene s (431) (618) (407)

Reclassification to retained earnings of cumulative effect adjustment to initially apply new
accounting guidance for equity investments which were previously classified as available-

L0z Lo 0= A ) = TR 4 — —
Reclassification to retained earnings of cumulative effective adjustment to initially apply new
accounting guidance for stranded tax effects resulting from Tax Legidation..........c.ccccoceevnene (91) — —
Reclassification from retained earnings of cumulative effect adjustment to initially apply new
accounting guidance for financial liabilities measured under the fair value option, net of tax — 174 —
Balance at beginning of period, adjUSIEd. ..........ociirieiner e (518) (444) (407)
Other comprehensive income (10SS), NEL Of t8X......cuieirierieiereiceiee e 152 13 (211)
Balance af €nd Of P00 ..ottt (366) (431) (618)
Total COMMON BUUILY......cuiiteeeticee ettt st sa e st se b b be e nesbe e eaeseeneee 19,241 18,829 19,090

Total equity $ 20506 $ 20094 $ 20,355

Shares of preferred stock

Number of shares at beginning of PENOd..........ccccivieiiiieiisee e 1,265 1,265 21,447,500
Number of shares of preferred stock issued t0 PAreNt........cccoveirerreennineer s — — 1,265
Number of shares of preferred stock redeemed...........ooo i — —  (21,447,500)
Number of sharesat end Of PErOd ..o 1,265 1,265 1,265
Shares of common stock -
Number of shares at beginning and end of PEriod............coeerreiirneennee s 714 714 714

The accompanying notes are an integral part of the consolidated financia statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

Year Ended December 31, 2018 2017 2016
(in millions)
Cash flows from operating activities
NEL INCOME (I0SS) ..v.vvvrirereieieeeseseseeeseserseesesssssssssesssesesesesesesasesesesesesesesesesesesesesesesesesesesesesesesasesesesesesesass $ 320 $ (179) $ 129
Adjustments to reconcile net income (10ss) to net cash provided by (used in) operating activities:
Depreciation and aMOITIZALION ..........ccovueeeririeire e (80) (112) (45)
Provision fOr Creit IOSSES .......cviviieiiiririceer bbb (73) (165) 372
Deferred iNCOME taX PrOVISION........ciiieieiiieisiere et e sttt e e e st e e se s sesbe e e sessesessesesessesessensesens 151 303 (140)
Net realized gains on securities available-for-Sal€............covveieiiicieiciccs e (24) (52) (70)
Net changein other assets and [1ahilItIES..........coooiverieirirrcer e (1,830) (462) 1,723
Net changein loans held for sale:
Originations and purchases of 10anNS held for SAl€.........cccvieiric e (2,399) (2,360) (2,398)
Sales and collections of 10aNS held for SAIE.........cccocvieiiieceececeee e 2,850 2,522 2,581
Net changein trading assets and [HahilitiES ..........ccuveiiiriciiicc e (7,076) 671 (2,312)
Lower of amortized cost or fair value adjustments on loans held for sale..........cccoceevvevcevcciienienn, (5) (18) 83
Loss (gain) on instruments designated at fair value and related derivatives.........ccocveeevvercerecreneen (29) (43) 71
Net cash provided by (used in) Operating aCtiVItIES.........c.errririreeerireeeese et (8,185) 105 (6)
Cash flows from investing activities
Net changein federal funds sold and securities purchased under agreementsto resell ..o 22,450 (2,596) (10,176)
Securities available-for-sale:
Purchases of securities available-fOr-Sale.........oouciiiiiiiiciicse e (10,540) (9,229) (22,815)
Proceeds from sales of securities available-for-Sal€..........cocoviieiciii i 5,169 14,196 19,462
Proceeds from maturities of securities available-for-sale...........oocuviieeicieccie e 4,224 1,800 1,930
Securities held-to-maturity:
Purchases of securities NEld-tO-MELUNILY ..........ceoreiieiirieeee e (3,007) (3,722 (1,538)
Proceeds from maturities of securities held-to-MatUrity ..........ccovveieieriiieneieiee e 2,276 2,512 2,704
Changeinloans:
Collections, NEt Of OFTGINALTIONS ........c.ciuiiiiere et be bbb enan 2,527 (19 7,391
L0aNns SOIA tO third PArTIES .......ccceueieeieeeieee ettt sb et e e eee e ene 758 2,183 1,621
Net cash used for acquisitions of properties and EQUIPMENE ..o @17 (36) (32
Net outflows related to the sale of a portion of our Private Banking bUSINESS...........cocveeinerieiiicnenienene (515) (320) —
OFNEE, NEL ...t 50 549 114
Net cash provided by (used in) INVESIiNG 8CHVITIES........ccoviiriririeierrie s 23,375 5,318 (1,339)
Cash flows from financing activities
NEL ChANGE IN DEPOSITS......ecveeeeieiirerieeee ettt ae et sese e e tese e seesenesessesese e ssesenesessesenssensennnen (6,928) (10,290) 10,525
Debt:
Net change in SNOrt-tErM DOMTOWINGS. .....c.cvriiueriirieieieesreee ettt (469) (449) 110
IssuaNCe Of [ONG-TEMM AEDE ......c.ecviicicee et a et eene 11,923 5,158 8,694
Repayment of 10NG-termM DL .........cooirrieire e e (14,704) (8,948) (4,869)
Preferred SLOCK ISSUANCE ........ooivieieie ittt ettt e e st s e s st e s s ba e s sae e s satesssbasssaeessneesssbesssbesssnenssnrnns — — 1,265
Preferred stock redemption — — (1,265)
Other increases (decreases) in Capital SUMPIUS..........covvereirerieeiiinee e 6 (18) (21
DiIVIAENGS PAIT ... ..evivveiieieieieieieieie ettt bbbttt ek bbbt b bbb e bbbt b bbb e bbb e bbb et be bt e bt e bbb bebenas (76) 77) (67)
Net cash provided by (used in) finaNCING ACLIVILIES........cccciviieiieeiee e (10,248) (14,624) 14,372
Net change in cash and due from banks and interest bearing deposits with banks™® ............cc..ccoovurnenen. 4,942 (9,201) 13,027
Cash and due from banks and interest bearing deposits with banks at beginning of period®................. 12,272 21,473 8,446
Cash and due from banks and interest bearing deposits with banks at end of period®.................... $ 17214 $ 12272 $ 21,473
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CONSOLIDATED STATEMENT OF CASH FLOWS (Continued)

Year Ended December 31, 2018 2017 2016
(in millions)

Supplemental disclosure of cash flow information

Interest paid dUriNg thE PEMIOU. ........c.ceieueiieecie ittt bbb bbb bns $ 2350 $ 1816 $ 1,446
Net income taxes paid (refunded) during thE PEFTOU .......c..ovceeririrreirreee s 348 783 (289)
Supplemental disclosure of non-cash investing activities

Transfer of 10anSt0 held fOr SAlE, NEL.........cciiiiiiic e 1,042 1,253 1,588
Transfer of other assetsto 10ans held fOr SAlE.........c.oiiiiiiiii e — — 78
Fair value of properties added to real estate owned UpoNn fFOreClOSUre ..........cc.coeveeereneerienenenieereeseeiens 11 12 41

@ Asaresult of adopting new accounting guidance in 2018, we changed our presentation of cash and cash equivalents to include cash and due from banks as
well asinterest bearing deposits with banks, which includes restricted cash. See Note 2, " Summary of Significant Accounting Policies and New Accounting
Pronouncements," for further discussion.

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

Note Page Note Page
1 Organization ........cccoeeeeeneeeneeereeeneee e 114 16 INCOME TAXES.....ceeueeeereireiererreree et 159
2 Summary of Significant Accounting Policies 115 17 Preferred StOCK .....covcvveeeecce e 161

and New Accounting Pronouncements.........
3 Trading Assets and Liabilities.........ccccceeveeennene 125 18 Accumulated Other Comprehensive Loss........ 162
4 SECUNMTIES...ceeveeeeereeie et 126 19 Share-Based Plans.........ccccvevvvinninninnnes 163
5 L0BNS....ciiiirinenere e 131 20 Pension and Other Postretirement Benefits...... 163
6 Allowance for Credit LOSSES ......ccceevrveerienennnn. 142 21 Feelncome from Contracts with Customers.... 165
7 LoansHeldfor Sale........ccooviiiniieniinceee 144 22 Related Party Transactions ..........ccocceeeeeneeneenens 167
8 Properties and Equipment, Net........ccccceveeneeene 145 23 BUSINESS SEGMENES......ccvveererreeierieseeseereeseeeenens 170
9 GOOAWIIl ...t 145 24 Retained Earnings and Regulatory Capital 176
REQUITEMENES ..o
10 Sale of Certain Private Banking Client 146 25 Variable Interest ENities........coovvevveeneereeneenennns 177
Relationships........cccoeveneneneninereeeeee
11 DEPOSItS....ccveeeieeeeeereee et 146 26 Guarantee Arrangements, Pledged Assets and 179
Repurchase Agreements.........cccooevevenerienennen.
12 Short-Term BOrrowings........ccoceeeeereereeneeneeenn 147 27 Fair Value Measurements .........ccoeeveereereeneeneenns 184
13 Long-Term Debt ......ccoccvvvevverrsere e e 148 28 Litigation and Regulatory Matters.................... 199
14 Derivative Financial Instruments...................... 149 29 Financia Statements of HSBC USA Inc. 207
(Parent) ...cueeeeeeeeeececec e
15 Fair Vaue Option.........cccveeereenenenenenenineenes 156 30 Subsequent EVENt.........ccocoveienenenenenenesesennene 209

1. Organization

HSBC USA Inc. ("HSBC USA"), incorporated under the laws of Maryland, isaNew York State based bank holding company and
awholly-owned subsidiary of HSBC North AmericaHoldings Inc. ("HSBC North America"), which is an indirect wholly-owned
subsidiary of HSBC Holdings plc ("HSBC" and, together with its subsidiaries, "HSBC Group"). HSBC USA (together with its

subsidiaries, "HUSI") may also be referred to in these notes to the consolidated financial statements as"we," "us' or "our."

Through our subsidiaries, we offer a comprehensive range of consumer and commercial banking products and related financial
services. HSBC Bank USA, National Association (together with its subsidiaries, "HSBC Bank USA™), our principal U.S. banking
subsidiary, isanational banking association with banking branch offices and/or representative officesin 17 states and the District
of Columbia. In addition to our domestic offices, we maintain foreign branch offices, subsidiaries and/or representative officesin
Europe, Asia and Latin America. HSBC Bank USA is also an international dealer in derivative instruments denominated in
U.S. dollars and other currencies, focusing on structuring transactions to meet clients' needs.
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2. Summary of Significant Accounting Policies and New Accounting Pronouncements

Significant Accounting Policies

Basis of Presentation The consolidated financial statementsinclude the accounts of HSBC USA and all subsidiariesin which we
hold, directly or indirectly, more than 50 percent of the voting rights, or where we exercise control, including all variable interest
entities ("VIES") in which we are the primary beneficiary. Investments in companies where we have significant influence over
operating and financing decisions, which primarily are those where the percentage of ownershipisat least 20 percent but not more
than 50 percent, are accounted for under the equity method and reported as equity method investmentsin other assets. All significant
intercompany accounts and transactions have been eliminated.

We assess whether an entity isaVIE and, if so, whether we areits primary beneficiary at the time of initial involvement with the
entity and on an ongoing basis. A VIE is an entity in which the equity investment at risk is not sufficient to finance the entity's
activities without additional subordinated financial support, or as a group, the holders of equity investment at risk lack either @)
the power through voting rights 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 | osses, the right to receive the expected residual returns,
or both. A VIE must be consolidated by its primary beneficiary, which is the entity with the power to direct the activitiesof aVIE
that most significantly impact its economic performance and the obligation to absorb losses of, or the right to receive benefits
from, the VIE that could potentially be significant to the VIE.

Thepreparation of financial statementsin conformity with accounting principlesgenerally accepted inthe United States of America
requires management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates. Areas which we consider to be critical accounting estimates
and require a high degree of judgment and complexity include allowance for credit losses, goodwill impairment, valuation of
financial instruments, derivatives held for hedging, deferred tax asset valuation allowances and contingent liabilities. Certain
reclassifications have been made to prior period amounts to conform to the current period presentation.

Cash and Cash Equivalents For the purpose of reporting cash flows, cash and cash equivalents include both cash and due from
banks and interest bearing deposits with banks, which are inclusive of any restricted cash. Restricted cash represents required
reserve balances maintained with the Federal Reserve Bank as discussed further in Note 24, "Retained Earnings and Regulatory
Capital Requirements."”

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

With the exception of certain resale and repurchase agreements for which the fair value option has been elected and are further
discussed in Note 15, "Fair Value Option,” the amounts advanced under resale agreements and the amounts borrowed under
repurchase agreements are carried on the consolidated balance sheet at the amount advanced or borrowed, plus accrued interest
to date. Interest earned on resale agreements is reported as interest income. Interest paid on repurchase agreementsis reported as
interest expense. We off set resal e and repurchase agreements executed with the same counterparty under legally enforceable netting
agreements that meet the applicable netting criteria as permitted by generally accepted accounting principles.

Repurchase agreements may require us to deposit cash or other collateral with the lender. In connection with resale agreements,
itisour policy to obtain possession of collateral, which may include the securities purchased, with market value in excess of the
principal amount loaned. The market value of the collateral subject to the resale and repurchase agreementsisregularly monitored,
and additional collateral is obtained or provided when appropriate, to ensure appropriate collateral coverage of these secured
financing transactions.

Trading Assets and Liabilities Financia instruments utilized in trading activities are stated at fair value. Fair value is generally
based on quoted market prices. If quoted market prices are not available, fair values are estimated based on dealer quotes, pricing
models, using observable inputs where available or quoted prices for instruments with similar characteristics. Where applicable,
fair valueisdetermined by referenceto quotes provided by multipleindependent pricing services. Fair value determined by internal
pricing models is regularly substantiated by the price level executed in the market and the internal pricing models used are
periodically validated by the Markets Independent Model Review ("IMR™) function. Realized and unrealized gains and losses are
recognized in trading revenues.

Securities Securities acquired principally for the purpose of selling them in the near term are classified as trading assets and
reported at fair value. Fair value adjustments to trading securities and gains and losses on the sale of such securities are reported
in trading revenue.

Debt securities that we have the ability and intent to hold to maturity are reported at cost adjusted for amortization of premiums
and accretion of discounts, which are recognized as adjustments to yield over the contractual lives of the related securities.
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All other debt securities are classified as available-for-sale ("AFS") and carried at fair value, with unrealized gains and | osses, net
of related income taxes, recorded as adjustments to common equity as a component of accumulated other comprehensive loss.

Realized gains and losses on sales of securities available-for-sale and securities held-to-maturity are computed on a specific
identified cost basisand arereported in other securitiesgains, net. Whenthefair value of asecurity hasdeclined bel ow itsamortized
cost basis, we evaluate the decline to assess if it is considered other-than-temporary. For debt securities that we intend to sell or
for which it is more likely than not that we will be required to sell before the recovery of its amortized cost basis, the declinein
fair value below the security's amortized cost is deemed to be other than temporary and we recognize an other-than-temporary
impairment lossin earnings equal to the difference between the security's amortized cost and itsfair value. For a debt security that
wedo not intend to sell and for which it isnot morelikely than not that wewill be required to sell prior to recovery of itsamortized
cost basis, but for which we nonetheless do not expect to recover the entire amortized cost basis of the security, we recognize the
portion of the decline in the security's fair value below its amortized cost that represents a credit |oss as an other-than-temporary
impairment in earnings and the remaining portion of the decline as an other-than-temporary impairment in other comprehensive
income (loss). For these debt securities, a new cost basis is established, which reflects the amount of the other-than-temporary
impairment |oss recognized in earnings.

Beginning January 1, 2018, equity securitiesthat are not classified astrading are reported in other assets and measured at fair value
with changesin fair value recognized in other income (l0ss). Equity securitiesthat are not considered to have readily determinable
fair values are carried at amortized cost, less impairment, adjusted for observable price changes. Prior to January 1, 2018, equity
securities that were not classified as trading were reported in securities available-for-sale and measured at fair value with changes
in fair value recognized in other comprehensive income (loss) or, for equity securities without readily determinable fair values,
carried at amortized cost less impairment in other assets.

Investments in Federal Home L oan Bank stock and Federal Reserve Bank stock are recorded at cost lessimpairment.

Loans Loans are stated at amortized cost, which represents the principal amount outstanding, net of unearned income, charge-
offs, unamortized purchase premium or discount, unamortized nonrefundable fees and related direct loan origination costs and
purchase accounting fair value adjustments. The carrying amount of loansrepresentstheir amortized cost reduced by the allowance
for credit losses.

Premiums and discounts and purchase accounting fair val ue adjustments are recognized as adjustmentsto yield over the estimated
or contractual lives of the related loans. Interest income is recorded based on the effective interest method.

Troubled debt restructurings ("TDR Loans") are loans for which the original contractual terms have been modified to provide for
termsthat arelessthan wewould bewilling to accept for new loanswith comparabl e risk because of deterioration inthe borrower's
financial condition. Interest on TDR Loansis recognized when collection is reasonably assured. For commercial nonaccrual TDR
Loans, the resumption of interest accrual generally occurs when the borrower has complied with the modified payment terms and
conditions for twelve months while maintaining compliance with other terms and conditions of that specific restructuring. For
consumer nonaccrual TDR Loans, interest accruals are resumed when the loan becomes current or becomes less than 90 days
delinquent and six months of consecutive payments have been made. Modifications resulting in TDR Loans may include changes
to one or more terms of the loan, including but not limited to, a change in interest rate, an extension of the amortization period, a
reduction in payment amount and partial forgiveness or deferment of principal, accrued interest or other loan covenants.

Nonrefundable fees and related direct costs associated with the origination of loans are deferred and netted against outstanding
loan balances. The amortization of net deferred fees, which include points on real estate secured loans and costs, is recognized in
interest income, generally by the interest method, based on the estimated or contractual lives of the related loans. Amortization
periods are periodically adjusted for loan prepayments and changesin other market assumptions. Annual fees on credit cards, net
of direct lending costs, are deferred and amortized on a straight-line basis over one year.

Nonrefundable fees related to lending activities other than direct loan origination are recognized in other revenues over the period
inwhich therelated serviceis provided. Thisincludes fees associated with loan commitments, revolving credit facilities, standby
letters of credit, loan syndication and other transaction based fees. L oan syndication fees received for managing a syndication and
other transaction based fees are recognized at the point in time the transaction occurs. Fees associated with loan commitments,
revolving credit facilitiesand standby | ettersof credit arerecognized on astraight-linebasisover the period the serviceisperformed.
Intheevent aloan commitment or standby | etter of credit isexercised, theremaining unamortized feeisrecognized asan adjustment
toyield over theloan term. For additional information, aswell asafull discussion of how revenue associated with all of our various
fee-based activitiesis recognized, see Note 21, "Fee Income from Contracts with Customers.”

Allowance for Credit Losses We maintain an allowance for credit losses that is, in the judgment of management, adequate to
absorb estimated probable incurred losses in our commercia and consumer loan portfolios. The adequacy of the allowance for
credit losses is assessed in accordance with generally accepted accounting principles and is based, in part, upon an evaluation of
various factors including:

e ananalysisof individual exposures where applicable;

» current and historical loss experience;
116



HSBC USA Inc.

» changesin the overal size and composition of the portfolio; and
» gpecific adverse situations and general economic conditions.

Loss estimates are reviewed periodically and adjustments are reported in earnings when they become known. As these estimates
are influenced by factors outside of our control, such as borrower performance and economic conditions, there is uncertainty
inherent in these estimates.

For commercial loansindividually evaluated for impairment, we conduct a periodic assessment on aloan-by-loan basis of losses
we believe to be inherent in the loan portfolio. When it is deemed probable, based upon known facts and circumstances, that full
contractual interest and principal on an individual loan will not be collected in accordance with its contractual terms, the loan is
considered impaired. An impairment reserve is established primarily based on the present value of expected future cash flows,
discounted at the loan's original effective interest rate, or as a practical expedient, the fair value of the collateral if the loan is
collateral dependent or the loan's observable market price if the loan is traded in the market. Generally, impaired loans include
loansin nonaccruing status, loans which have been assigned a specific allowance for credit losses, |oans which have been partially
charged off, and TDR Loans. Problem commercia loans are assigned various obligor grades, which are used in the allowance for
credit losses methodol ogy. In assigning the obligor ratings to a particular |oan, among the risk factors considered are the obligor's
debt capacity and financia 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.

Formula-based reserves are al so established against commercial loanswhen, based upon an analysis of relevant data, it is probable
that a loss has been incurred and the amount of that loss can be reasonably estimated, even though an actual loss has yet to be
identified. This methodology uses the probability of default from the customer risk rating assigned to each counterparty together
with the estimated |oss emergence period (estimate of the period of time between aloss occurring and the confirming event of its
charge-off) of the separate portfolios. The "Loss Given Default”" rating assigned to each transaction or facility is based on the
collateral securing the transaction and the measure of exposure based on the transaction. Specifically, the presence of collateral
(secured vs. unsecured), the loan-to-value ratio and the quality of the collateral are the primary drivers of Loss Given Default. A
separate reserve for credit |osses associated with off-balance sheet exposures, including unfunded lending commitments such as
letters of credit, guaranteesto extend credit and financial guarantees, isalso maintained which isrecorded as a component of other
expense and included in other liabilities, which incorporates estimates of the probability that customers will actually draw upon
off-balance sheet obligations. These reserves are determined by reference to continuously monitored and updated historical 1oss
rates or factors, derived from amigration analysis which considers net charge-off experience by loan and industry typein relation
to internal customer credit grading.

We estimate probable losses for pools of homogeneous consumer loans and certain small business loans which do not qualify as
TDR Loans using aroll rate migration analysis that estimates the likelihood that aloan will progress through the various stages
of delinquency and ultimately charge-off. This migration analysis incorporates estimates of the period of time between a loss
occurring and the confirming event of its charge-off. Thisanalysis also considers delinquency status, |0ss experience and severity
and takes into account whether borrowers have filed for bankruptcy or have been subject to account management actions, such as
there-age or modification of accounts. We al so takeinto consideration theloss severity expected based on the underlying collateral,
if any, for the loan in the event of default based on historical and recent trends which are updated monthly based on arolling
average of several months' data using the most recently available information.

In addition, loss reserves on consumer and commercial |oans are maintained to reflect our judgment of portfolio risk factorswhich
may not be fully reflected in the statistical calculations or when historical trends are not reflective of current inherent lossesin the
portfolio. Portfolio risk factors considered in establishing the allowance for credit losses on loans include, as appropriate, growth,
including new lending markets and customer concentrations, product mix and risk selection, unemployment rates, bankruptcy
trends, loan product features such as adjustable rate loans, economic conditions such as industry and business performance and
trends in housing markets and interest rates, portfolio seasoning, account management policies and practices, model imprecision,
changes in underwriting practices, current levels of charge-off and delinquencies, changes in laws and regulations, geopolitical
risks and market volatility, customer concentration and other factors which can affect payment patterns on outstanding loans such
as natural disasters. We also consider key ratios such as alowance as a percentage of loans, allowance as a percentage of
nonperforming loans and allowance as a percentage of net charge-offs in developing our allowance estimates.

For loans which have been identified as TDR Loans, provisions for credit losses are maintained primarily based on the present
value of expected future cash flows, discounted at the loan's original effective interest rate, or as a practical expedient, the fair
value of the collateral if theloan is collateral dependent or, for commercial loans, the observable market priceif the loan istraded
in the market. TDR Loans are considered to be impaired loans. Interest income on TDR Loansis recognized in the same manner
as loans which are not TDR Loans. For consumer loans, once aloan is classified as a TDR Loan, it continues to be reported as
such until it is paid off or charged-off. For commercial loans, if a TDR Loan subsequently performs in accordance with the new
terms and such terms represent current market rates at the time of restructure, such loan will be no longer be reported asa TDR
Loan beginning in the year after restructure.
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Charge-Off and Nonaccrual Policies and Practices Our charge-off and nonaccrual policiesdiffer by product and are summarized

below:

Product

Charge-off Policies and Practices

Nonaccrual Policies and Practices

Commercia Loans
Real estate, including construction
Business and corporate banking
Global banking
Other commercial

Residential Mortgage Loans

Credit Cards

Other Consumer Loans

Commercial loan balances are charged
off at thetime al or a portion of the
balance is deemed uncollectible.

Carrying amounts in excess of fair
value less coststo sell are generally
charged off at the time foreclosureis
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. If foreclosureis not pursued
and there is no reasonabl e expectation
for recovery, theaccount is generally
charged off nolater than the end of the
month in whichthe account becomes six
monthscontractually delinquent.®

Loan balances are generally charged off
by the end of the month in which the
account becomes six months
contractually delinquent.

L oan balances are generally charged off
by the end of the month in which the
account becomes four months
contractualy delinquent.

Loans are generally categorized as
nonaccruing when contractually
delinquent for more than three months
and in the opinion of management,
reasonable doubt exists with respect to
the ultimate collectibility of interest or
principal based on certain factors
including the period of time past due
and adequacy of collateral. When
classified as nonaccruing, any accrued
interest recorded on the loan is
generally deemed uncollectible and
reversed against income. Interest
income is subsequently recognized only
to the extent of cash received until the
loan is placed on accrual status. In
instances where there is doubt as to
collectibility of principal, interest
payments received are applied to
principal. Loans are not reclassified as
accruing until interest and principal
payments are current and future
payments are reasonably assured.

Loans are generally designated as
nonaccruing when contractually
delinquent for more than three months.
When classified as nonaccruing, any
accrued interest on the loan is generally
deemed uncollectible and reversed
against income. Interest accruals are
resumed when the loan either becomes
current or becomes less than three
months delinquent and six months of
consecutive payments have been made.

Interest generally accrues until charge-
off.

Interest generally accrues until charge-
off.

@ Values are determined based upon 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 ageographic basisand additional downward adjustments are recorded as necessary.
Fair values of foreclosed properties at the time of acquisition are initially determined based upon broker price opinions. Subsequent to acquisition, a more
detailed property valuation is performed, reflecting information obtained from a walk-through of the property in the form of a listing agent broker price
opinion aswell asan independent broker price opinion or appraisal. A valuation is determined from thisinformation within 90 days and any additional write-
downs required are recorded through charge-off at that time. In determining the appropriate amounts to charge-off when a property is acquired in exchange
for aloan, we do not consider losses on sales of foreclosed properties resulting from deterioration in value during the period the collateral is held because
these losses result from future loss events which cannot be considered in determining the fair value of the collateral at the acquisition date.

Charge-offs involving a bankruptcy for credit card receivables occurs by the end of the month, 60 days after notification or 180
days contractually delinquent, whichever comes first.
Delinguency status for loans is determined using the contractual method which is based on the status of payments under the loan.

An account isgenerally considered to be contractually delinquent when payments have not been made in accordance with the loan
terms. Delinquency status may be affected by customer account management policies and practices such asthe restructure, re-age

or modification of accounts.
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Payments received on commercial nonaccrual loans are generally applied to reduce the principal balance of such loans. For
consumer nonaccrual loans, payments are generally applied first to reduce the current interest on the earliest payment due with
any remainder applied to reduce the principal balance associated with that payment date.

Loans Held for Sale Loansare classified asheld for sale when they are not expected to be held for the foreseeabl e future because
of management's lack of intent to hold. With the exception of certain commercial loans for which the fair value option has been
elected and are further discussed in Note 15, "Fair Vaue Option," loans classified as held for sale are recorded at the lower of
amortized cost or estimated fair value, which is not in excess of their carrying value at the time of designation. Consumer loans
are valued on an aggregate portfolio basiswhile commercial loans are generally valued on an individual loan basis. The fair value
estimatesof consumer |loansare determined primarily using either observed market pricesof instrumentswith similar characteristics
or the discounted cash flow method with estimated inputsin prepayment rates, default rates, |oss severity, and market rate of return.
Thefair 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. For 1oans other
than those classified as nonaccrual, interest incomeis determined by applying each loan's contractual rate to theloan's outstanding
customer balance, exclusive of unearned income, deferred fees, deferred costs, premium and discount. Periodic adjustments to
fair value are recognized in other income (loss) in the consolidated statement of income (l0ss).

Transfers of Financial Assets Transfers of financial assets in which we have surrendered control over the transferred assets are
accounted for assal es. | nassessingwhether control hasbeen surrendered, weconsider whether thetransfereewoul d beaconsolidated
affiliate, theexistence and extent of any continuing involvement inthetransferred financial assetsand theimpact of all arrangements
or agreements made contemporaneously with, or in contemplation of, the transfer, even if they were not entered into at the time
of transfer.

If thesalecriteriaaremet, thetransferred financial assetsare removed from our balance sheet and again or losson saleisrecognized.
If the sale criteriaare not met, the transfer is recorded as a secured borrowing in which the assets remain on our balance sheet and
the proceeds from the transaction are recognized as a liability. For the majority of financial asset transfers, it is clear whether or
not we have surrendered control. For other transfers, such asin connection with complex transactions or where we have continuing
involvement such as servicing responsibilities, we generally obtain alegal opinion as part of evaluating whether the transfer results
inasae.

Properties and Equipment, Net Properties and equipment are recorded at cost, net of accumulated depreciation. Depreciation is
recorded on a straight-line basis over the estimated useful lives of the related assets, which generally range from 3 to 40 years.
L easehold improvements are depreciated over the shorter of the useful life of the improvement or the term of the lease. The costs
of maintenance and repairsare expensed asincurred. | mpairment testing isperformed whenever events or changesin circumstances
indicate that the carrying amount of the asset may not be recoverable.

Goodwill Goodwill, representing the excess of purchase price over the fair value of identifiable net assets acquired, results from
busi ness combinations. Goodwill isnot amortized, but isreviewed for impairment at aminimum on an annual basisat the reporting
unit level using discounted cash flow and market approaches. The market approach focuses on val uation multiples for reasonably
similar publicly traded companies and also considers recent market transactions, while the discounted cash flows method utilizes
cash flow estimates based on recent internal forecasts and discount ratesthat we believe adequately reflect therisk and uncertainty
in our internal forecasts and are appropriate based on the implicit market rates in current comparable transactions. Impairment is
reviewed as of an interim date if circumstances indicate that it is more likely than not that the carrying amount of a reporting unit
is above fair value. The carrying amount of a reporting unit is determined on the basis of capital invested in the unit including
attributable goodwill. We determine the invested capital of areporting unit by applying to the reporting unit'srisk-wei ghted assets
acapital charge consistent with the targets assigned and monitored through our capital management monitoring framework, and
additionally, allocating to each reporting unit the remaining carrying amount of HUSI's net assets. Accordingly, the entire carrying
amount of HUSI's net assets is allocated to our reporting units. We consider significant and long-term changes in industry and
economic conditions to be examples of primary indicators of potential impairment.

Repossessed Collateral Non-financial collateral acquired in satisfaction of aloanisinitially recognized at the lower of amortized
cost or the collateral's fair value less estimated costs to sell and is reported in other assets. Once a property is classified as real
estate owned ("REQ"), we do not consider the losses on past sales of foreclosed properties when determining the fair value of any
collateral during the perioditisheldin REO. Any subsequent declinesin fair valueless estimated coststo sell are recorded through
avaluation allowance. Recoveriesin fair value less estimated coststo sell are recognized as areduction of the valuation allowance
but not in excess of cumulative losses previously recognized subsequent to the date of repossession. Adjustmentsto the valuation
allowance, costs of holding repossessed collateral, and any gain or |oss on disposition are credited or charged to operating expense.

Collateral We pledge assets as collateral as required for various transactions involving security repurchase agreements, public
deposits, Treasury tax and loan notes, derivative financia instruments, short-term borrowings and long-term borrowings. Non-
cash assets that have been pledged as collateral, including those that can be sold or repledged by the secured party, continue to be
reported on our consolidated balance shest.
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We also accept collateral, primarily as part of various transactions involving security resale agreements. Non-cash collateral
accepted by us, including collateral that we can sell or re-pledge, is excluded from our consolidated balance sheet. If weresell the
collateral, we recognize the proceeds and a liability to return the collateral.

Themarket value of collateral we have accepted or pledged isregularly monitored and additional collateral isobtained or provided
as necessary to ensure appropriate collateral coverage in these transactions.

Derivative Financial Instruments Derivativefinancial instruments are recognized on the consolidated balance sheet at fair value.
On the date a derivative contract is entered into, we designate it as either:

e aqualifying hedge of the fair value of arecognized asset or liability or of an unrecognized firm commitment (fair value
hedge);

» aquaifying hedge of thevariability of cash flowsto bereceived or paid related to arecognized asset, liability or forecasted
transaction (cash flow hedge); or

e atrading instrument or a non-qualifying (economic) hedge.

Changesin the fair value of aderivative designated as afair value hedge, along with the changes in the fair value of the hedged
asset or liability that is attributable to the hedged risk (including losses or gains on firm commitments), are recorded in current
period earnings. Changes in the fair value of a derivative that has been designated as a cash flow hedge, to the extent effective as
a hedge, are recorded in accumulated other comprehensive loss, net of income taxes, and reclassified into earnings in the period
during which the hedged item affects earnings. Ineffectiveness in the hedging relationship is reflected in current period earnings.
Changes in the fair value of derivatives held for trading purposes or which do not qualify for hedge accounting are reported in
current period earnings.

At the inception of each designated qualifying hedge, we formally document all relationships between hedging instruments and
hedged items, as well asits risk management objective and strategy for undertaking various hedge transactions, the nature of the
hedged risk, and how hedge effectivenesswill be assessed and how ineffectivenesswill be measured. Thisprocessincludeslinking
all derivatives that are designated as fair value or cash flow hedges to specific assets and liabilities on the balance sheet or to
specific firm commitments or forecasted transactions. We also formally assess both at inception and on a quarterly basis, whether
the derivativesthat are used in hedging transactions are highly effectivein offsetting changesin fair values or cash flows of hedged
items and whether they are expected to continue to be highly effective in future periods. This assessment is conducted using
statistical regression analysis.

Earnings volatility may result from the on-going mark to market of certain economically viable derivative contracts that do not
satisfy the hedging requirementsin accordance with accounting principles generally accepted in the United States ("U.S. GAAP")
aswell asfrom the hedge ineffectiveness associated with the qualifying hedges.

Embedded Derivatives We may acquire or originate afinancial instrument that contains aderivative instrument embedded within
it. Upon origination or acquisition of any such instrument, we assess whether the economic characteristics of the embedded
derivative are clearly and closely related to the economic characteristics of the principal component of the financial instrument
(i.e., thehost contract) and whether aseparateinstrument with the sametermsasthe embedded i nstrument woul d meet the definition
of aderivative instrument.

When we determine that: (1) the embedded derivative possesses economic characteristics that are not clearly and closely related
to the economic characteristics of the host contract; and (2) aseparateinstrument with the sasmetermswould qualify asaderivative
instrument, the embedded derivative is either separated from the host contract (bifurcated), carried at fair value, and designated
as atrading instrument or the entire financial instrument is carried at fair value with all changesin fair value recorded to current
period earnings. If bifurcation is elected, the consideration for the hybrid financial instrument that is allocated to the bifurcated
derivative reduces the consideration that is allocated to the host contract with the difference being recognized over the life of the
financial instrument.
Hedge Discontinuation We discontinue hedge accounting prospectively when:

» thederivative is no longer effective or expected to be effective in offsetting changes in the fair value or cash flows of a

hedged item (including firm commitments or forecasted transactions) related to the designated risk;

» thederivative expires or is sold, terminated, or exercised;

» itisunlikely that aforecasted transaction will occur;

» the hedged firm commitment no longer meets the definition of afirm commitment; or

» thedesignation of the derivative as a hedging instrument is no longer appropriate.

When hedge accounting is discontinued because it is determined that the derivative no longer qualifies as an effective fair value
or cash flow hedge, the hedging relationship will cease. The hedging instrument will continue to be carried on the balance sheet
at fair value, with changesin fair value recognized in current period earnings.
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In the case of a discontinued fair value hedge of a recognized asset or liability, as long as the hedged item continues to exist on
the balance sheet, the hedged item will no longer be adjusted for changes in fair value attributable to the hedged risk. The basis
adjustment that had previously been recorded to the hedged item during the period from the hedge designation date to the hedge
discontinuation date is recognized as an adjustment to the yield of the hedged item over the remaining life of the hedged item.

In the case of a discontinued cash flow hedge of a recognized asset or liability, as long as the hedged item continues to exist on
the balance sheet, further changesinfair value of the hedging derivative will no longer berecorded in other comprehensiveincome
(loss). The balance applicable to the discontinued hedging relationship will be recognized in earnings over the remaining life of
the hedged item as an adjustment to yield. If the discontinued hedged item was a forecasted transaction where it is probable the
forecasted transaction will not occur at the end of the original specified time period or within an additional two-month period
thereafter, any amountsrecorded in accumul ated other comprehensiveloss areimmediately reclassified to current period earnings.

In the case of acash flow hedge, if the previously hedged item is sold or extinguished, the basis adjustment to the underlying asset
or liability or any remaining unamortized other comprehensiveincome (Ioss) balancewill bereclassified to current period earnings.

In all other situations in which hedge accounting is discontinued, the derivative will be carried at fair value on the consolidated
balance sheet, with changes in its fair value recognized in current period earnings unless redesignated in a qualifying cash flow
hedge.

Interest Rate Lock Commitments We enter into commitments to originate residential mortgage loans whereby the interest rate
ontheloanisset prior to funding (rate lock commitments). The interest rate lock commitments on residential mortgage |oans that
are classified as held for sale are considered to be derivatives and are recorded at fair value in other assets or other liabilitiesin
the consolidated balance sheet. Changes in fair value are recorded as a component of other income (loss) in the consolidated
statement of income (l0ss).

Share-Based Compensation We use the fair value based method of accounting for awards of HSBC stock granted to employees
under various restricted share and employee stock purchase plans. Stock compensation costs are recognized prospectively for all
new awards granted under these plans. Compensation expense relating to restricted share awards is based upon the fair value on
the date of grant and is charged to earnings over the requisite service period (e.g., vesting period), less estimated forfeitures. When
modeling awards with vesting that is dependent on performance conditions, these performance conditions are incorporated into
the model using Monte Carlo simulation. The expected life of these awards depends on the behavior of the award holders, which
isincorporated into the model consistent with historical observable data.

Beginning January 1, 2017, all excesstax benefitsand tax deficienciesfor share-based payment awards are recorded within income
tax expense in the consolidated statement of income (loss), rather than directly to additional paid-in capital.

Pension and Other Postretirement Benefits Werecognizethefunded status of the postretirement benefit planson the consolidated
balance sheet. Net postretirement benefit cost charged to current earnings related to these plans is based on various actuarial
assumptions regarding expected future experience.

Certain employees are participants in various defined contribution, defined benefit and other supplemental retirement plans
sponsored by HSBC North America. Our portion of the expense related to these plans is allocated to us and charged to current
earnings.

We maintain various 401(K) plans covering substantially all employees. Employer contributions to the plan, which are charged to
current earnings, are based on employee contributions.

Income Taxes HSBC USA isincludedin HSBC North America's consolidated Federal incometax return and in various combined
State income tax returns. As such, we have entered into atax allocation agreement with HSBC North America and its subsidiary
entities (the"HNAH Group") which governs the current amount of taxesto be paid or received by the various entitiesincluded in
the consolidated return filings. Generally, such agreements allocate taxesto members of the HNAH Group based on the calculation
of tax on a separate return basis, adjusted for the utilization or limitation of credits of the consolidated group. To the extent all the
tax attributes available cannot be currently utilized by the consolidated group, the proportionate share of the utilized attribute is
allocated based on each affiliate's percentage of the available attribute computed in a manner that is consistent with the taxing
jurisdiction's laws and regulations regarding the ordering of utilization. In addition, we file some separate company State tax
returns.

Werecognizedeferred tax assetsand liabilitiesfor thefuturetax consequencesrel ated to differencesbetween thefinancial statement
carrying amounts of existing assets and liabilities and their respective tax bases, and for State tax credits and State net operating
losses. Deferred tax assets and liabilities are measured using the enacted tax rates and laws that will be in effect when the deferred
tax items are expected to berealized. If applicable, valuation allowances are recorded to reduce deferred tax assets to the amounts
we conclude are more likely than not to be realized. Since we are included in HSBC North America's consolidated Federal tax
return and various combined State tax returns, the related evaluation of the recoverability of the deferred tax assetsis performed
at the HSBC North America consolidated level. We consider the HNAH Group's consolidated deferred tax assets and various
sources of taxable income in reaching conclusions on recoverability of deferred tax assets. The HNAH Group evaluates deferred
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tax assets for recoverability using a consistent approach which considers the relative impact of negative and positive evidence,
including historical financial performance, projections of future taxable income, future reversals of existing taxable temporary
differences, tax planning strategies and any available carryback capacity. In evaluating the need for a valuation allowance, the
HNAH Group estimates future taxabl e income based on management approved business plans. This process involves significant
management judgment about assumptions that are subject to change from period to period.

Where a valuation allowance is determined to be necessary at the HSBC North America consolidated level, such allowance is
allocated to principal subsidiaries within the HNAH Group in amanner that is systematic, rational and consistent with the broad
principlesof accounting for incometaxes. The methodol ogy generally allocatesthevaluation allowancetotheprincipal subsidiaries
based primarily ontheentity'srelative contribution totheHNAH Group's consolidated deferred tax asset against which theval uation
allowance is being recorded.

Further evaluation is performed at the HSBC USA legal entity level to evaluate the need for a valuation allowance where we file
separate company State income tax returns. Foreign taxes paid are applied as credits to reduce Federal income taxes payable, to
the extent that such credits can be utilized.

Payments associated with any incremental Base Erosion and Anti-Abuse Tax are reflected in tax expense in the period incurred.

We recognize accrued interest related to uncertain tax positionsin interest expense in the consolidated statement of income (10ss)
and recognize penalties, if any, related to uncertain tax positions as a component of other expenses in the consolidated statement
of income (l0ss).

Transactions with Related Parties In the normal course of business, we enter into transactions with HSBC and its subsidiaries.
Thesetransactionsoccur at prevailing market ratesand termsand includefunding arrangements, derivative, servicing arrangements,
information technology, centralized support services, banking and other miscellaneous services.

New Accounting Pronouncements
The following new accounting pronouncements were adopted effective January 1, 2018:

« Recognition of Revenue from Contracts with Customers InMay 2014, the Financial Accounting StandardsBoard ("FASB")
issued an Accounting Standards Update ("ASU") which provides a principles-based framework for revenue recognition.
Additionally, the ASU requires improved disclosures to help users of financia statements better understand the nature,
amount, timing, and uncertainty of revenue that is recognized. The core principle of the five-step revenue recognition
framework is that an entity should recognize revenue to depict the transfer of promised goods or services to customersin
an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or services.
The scope of the new guidanceislimited to certain revenues classified as fee based income. We did not identify any changes
to our revenue recognition policies necessary in order to comply with the ASU. Therefore, the adoption of this guidance
did not have any impact on our financial position or results of operations. See Note 21, "Fee Income from Contracts with
Customers," for the new disclosure required by this standard.

¢ Financial Instruments - Classification and Measurement (Excluding Financial Liabilities Measured Under the Fair
Value Option) In January 2016, the FASB issued an ASU which changed aspects of its guidance on classification and
measurement of financial instruments. The ASU requires equity investments (except those accounted for under the equity
method or those that result in consolidation) to be measured at fair value with changesin fair value recognized in netincome
(loss). Under a practicability exception, entities may measure equity investments that do not have readily determinablefair
values at cost less impairment adjusted for observable price changes. Under this exception, a qualitative assessment for
impairment will be required and, if impairment exists, the carrying amount of the investments must be adjusted to their fair
value and an impairment loss recognized in net income (loss). Additionally, the ASU requires new disclosure related to
equity investments and modifies certain disclosure requirements related to the fair value of financial instruments. The
adoption of this guidance required a cumulative effect adjustment to the consolidated balance sheet as of January 1, 2018,
resulting in an increase in retained earnings of $10 million, after tax, to reflect the impact of recording certain equity
investments at fair value which were previously measured at cost, as well as a reclassification from accumulated other
comprehensivelossto retained earnings of an after tax |oss of $4 million related to equity investmentswhich were previously
classified as available-for-sale. The adoption of this guidance also resulted in a reclassification of $12 million and $177
million of equity investments which were previously classified as trading securities and available-for-sale securities,
respectively, to other assets as of January 1, 2018. See Note 4, " Securities," for the new disclosure required by this standard.

«  Statement of Cash Flows - Classification of Certain Cash Receipts and Cash Payments In August 2016, the FASB issued
an ASU that provides targeted amendments to clarify how certain cash receipts and cash payments should be classified in
the statement of cash flows. Under the ASU, the portion of the cash payments attributable to accreted interest for the
settlement of zero-coupon bonds should be classified as cash outflowsfor operating activitiesrather than financing activities
and cash proceeds from the settlement of bank-owned life insurance policies should be classified as cash inflows from
investing activitiesrather than operating activities. While the adoption of thisguidance resulted in achangein classification

122



HSBC USA Inc.

in the statement of cash flows, it did not have a material impact on the statement of cash flows, and it did not have any
impact on our financial position or results of operations. The adoption of this guidance required prior periodsto be revised
and resulted in increases in cash used in operating activities of $8 million and $3 million, increases in cash provided by
investing activities of $3 million and $3 million, and decreases in cash used in financing activities of $5 million and nil
during the years ended December 31, 2017 and 2016, respectively.

Statement of Cash Flows - Restricted Cash In November 2016, the FASB issued an ASU that clarifies how restricted cash
and restricted cash equivalents should be presented in the statement of cash flows. The ASU requires entities to show the
changesin thetotal of cash, cash equivalents, restricted cash and restricted cash equivalentsin the statement of cash flows.
Our retrospective adoption includes changes to our presentation of cash and cash equivalentsin our consolidated statement
of cash flowsto include cash and due from banks as well asinterest bearing deposits with banks, which includes restricted
cash reserve balances maintained with the Federal Reserve Bank. While the adoption of this guidance resulted in a change
in classification in the statement of cash flows, it did not have any impact on our financial position or results of operations.
The adoption of this guidance required prior periods to be revised and resulted in a decrease in cash provided by investing
activities of $9,081 million and an increase in cash provided by investing activities of $12,760 million during the years
ended December 31, 2017 and 2016, respectively.

Business Combinations - Clarifying the Definition of a Business InJanuary 2017, the FA SB issued an ASU which provides
clarification on the definition of abusiness with the objective of adding guidance to assist entities with evaluating whether
transactions should be accounted for as acquisitions (or disposals) of assets or businesses. The amendments in the ASU
provide a screen to determine when an integrated set of activities and assets (a"set") is not a business. The screen requires
that when substantially all of thefair value of the grossassets acquired (or disposed of) isconcentrated in asingleidentifiable
asset or agroup of similar identifiable assets, the set is not a business. The amendments also provide aframework to assist
entities in evaluating whether both an input and a substantive process are present. The adoption of this guidance did not
have any impact on our financial position or results of operations.

Compensation - Retirement Benefits InMarch 2017, the FASB issued an ASU that requiresonly the service cost component
of net periodic pension and postretirement benefit coststo be reported in salaries and employee benefitsin the consolidated
statement of income (loss) while the other components of net periodic pension and postretirement benefit costs are required
to bereported separately from the service cost component. The guidanceisnot applicable, however, to multiemployer plans.
The adoption of this guidance did not have a material impact on our financial statement presentation.

Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Loss InFebruary 2018, the FASB issued
an ASU that alows for the reclassification of tax effects related to future tax obligations or benefits recorded within
accumulated other comprehensive loss (referred to as stranded tax effects) to retained earnings resulting from the change
inthefederal corporateincometax ratein the Tax Legislation which was signed into law on December 22, 2017. We el ected
to early adopt this guidance in the first quarter of 2018 and recorded a cumulative effect adjustment to the consolidated
balance shest, resulting in a reclass of approximately $91 million of tax benefits from accumulated other comprehensive
loss to retained earnings as of January 1, 2018.

The following are accounting pronouncements which will be adopted in future periods:

Leases InFebruary 2016, the FASB issued an ASU which requires alessee to recognize alease liability and aright-of-use
asset on its balance sheet for all leases, including operating leases, with aterm greater than 12 months. L ease classification
is still performed, with any lease classified as a finance lease reported as a financing transaction. The ASU does not
substantially changel essor accounting. Additionally, the ASU makesseveral other targeted amendmentsincluding a) revising
the definition of lease payments to include fixed payments by the lessee to cover lessor costs related to ownership of the
underlying asset such asfor property taxesor insurance; b) requiring sell er-lesseesin asal e-leaseback transaction to recognize
the entire gain from the sale of the underlying asset at the time of sale rather than over the leaseback term; and c) expanding
disclosuresto provide quantitative and qualitative information about lease transactions. The ASU is effectivefor all annual
and interim periods beginning January 1, 2019. We conducted areview of our existing lease contracts and service contracts
which may contain embedded | eases and recorded a gross-up of our balance sheet of approximately $780 million asaresult
of recognizing lease liabilities and corresponding right of use assets for operating leases upon adoption as of January 1,
2019. The adoption of this guidance also required a cumulative effect adjustment to the consolidated balance sheet to
recognize the previously deferred gain on the sale and leaseback of our 452 Fifth Avenue property, which resulted in an
increase in retained earnings of $27 million, after tax, as of January 1, 2019. The adoption of this guidance will not result
in material changes to the recognition of operating lease expense.

Financial Instruments - Credit Impairment InJune 2016, the FASB issued an ASU that significantly changes how entities
will measure credit losses for most financial assets and certain other instruments that are not measured at fair value through
net income (loss). The ASU requires entities to estimate and recognize an allowance for lifetime expected credit |osses for
loans (including TDR Loans), held-to-maturity debt securities, off-balance sheet credit exposuresand certain other financial
assets measured at amortized cost. The ASU also requires entities to recognize an allowance for credit losses on AFS debt
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securities and revises the accounting model for purchased credit impaired loans and debt securities. Additionally, existing
disclosures will also be revised under the ASU. The ASU is effective for al annual and interim periods beginning January
1, 2020 and is required to be applied by recording a cumulative effect adjustment to retained earnings as of the beginning
of the first reporting period in which the guidance is effective. While early adoption is permitted beginning in the first
quarter of 2019, we have not elected early adoption. Our implementation efforts continued throughout 2018, assessing
existing credit loss forecasting models and processes against the new guidance to determine modifications that will be
required. Our implementation plan has progressed through theinitial design, build, and testing phase and, in thefirst quarter
of 2019, we will begin testing the end to end operating model. While we continue to evaluate the impact the new guidance
will have on our financial position and results of operations, we currently expect the new guidance may result in anincrease
to our allowance for credit losses given the change to estimated losses over the contractua life of the loan portfolio aswell
as the adoption of an allowance for debt securities. The amount of any change to our allowance is still under review and
will depend, in part, upon the composition of our loan and held-to-maturity securities portfolios at the adoption date aswell
as economic conditions and loss forecasts at that date.

e Goodwill Impairment Testing In January 2017, the FASB issued an ASU that simplifies the accounting for goodwill
impairment by removing step two of the goodwill impairment test. Under step two, an entity was required to determine the
fair value of individual assets and liabilities of a reporting unit (including unrecognized assets and liabilities) using the
procedure for determining fair values in a business combination. Under the new guidance, goodwill impairment will now
be measured at the amount by which a reporting unit's carrying amount, including those with a zero or negative carrying
amount, exceedsitsfair value. Any resulting impairment is limited to the carrying amount of goodwill. An entity must also
disclose the amount of goodwill allocated to each reporting unit with a zero or negative carrying amount. The ASU is
effectivefor all annual and interim periods beginning January 1, 2020 and is required to be applied prospectively with early
adoption permitted. The adoption of this guidance is not expected to have a material impact on the results of our goodwill
impairment testing, our financial position or results of operations.

«  Premium Amortization on Purchased Callable Debt Securities In March 2017, the FASB issued an ASU that shortens
the premium amortization period for purchased non-contingently callable debt securities by requiring the premium to be
amortized to the earliest call date, rather than the contractual maturity date. After the earliest call date, if the call optionis
not exercised, the effective yield will be reset using the payment terms of the debt security. The new guidance does not
change the discount amortization period for purchased debt securities. The discount continues to be amortized to the
contractual maturity date. The ASU iseffectivefor al annual and interim periods beginning January 1, 2019 and isrequired
to be applied by recording a cumulative effect adjustment to retained earnings as of the beginning of the first reporting
period in which the guidance is effective. The adoption of this guidance will not have a material impact on our financial
position or results of operations.

o Derivatives and Hedging - Targeted Improvements to Accounting for Hedging Activities InAugust 2017, the FASB issued
an ASU amending its hedge accounting guidance to expand an entity's ability to hedge nonfinancial and financial risk
components, reduce complexity in fair value hedges of interest rate risk and ease the requirements for effectivenesstesting
and hedge documentation. The new guidance also eliminates the requirement to separately measure and report hedge
ineffectiveness and generally requiresthe entire change in thefair value of ahedging instrument to be presented in the same
income statement line as the hedged item. Existing disclosureswill also be revised. The ASU is effective for all annual and
interim periods beginning January 1, 2019, and is required to be applied by recording a cumulative effect adjustment to
retained earnings as of the beginning of the first reporting period in which the guidance is effective. The adoption of this
guidance will not have amaterial impact on our financial position or results of operations.

e Disclosure Framework - Changes to the Disclosure Requirements for Fair Value Measurement In August 2018, the
FASB issued an ASU that eliminates, amends and adds certain disclosure requirements for fair value measurements. The
ASU is effective for all annual and interim periods beginning January 1, 2020, with early adoption permitted. We elected
to early adopt the new guidance related to the eliminated and amended di sclosure requirementsin the fourth quarter of 2018.
While adoption of the remaining guidance will result in changes to our existing disclosures, it will not have any impact on
our financial position or results of operations.

There have been no additional accounting pronouncements issued that are expected to have or could have a material impact on
our financial position or results of operations.
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3. Trading Assets and Liabilities

Trading assets and liabilities consisted of the following:

At December 31, 2018 2017
(in millions)
Trading assets:
ULS. TTEASUNY ..ottt ettt et e s s et s s bt e e e s R e e R e e b e e R e e Re e e e emeean e eneesneennesreenennean $ 5368 $ 3,391
U.S. Government agency issued Of QUANANTEEM............cccruururiirericieie e 111 122
U.S. Government SPONSOred ENLENPIISES.......cociicieiiieeieesesresrestesreseesaesaeseeeeseseeseetessesaesresseseessensas 41 210
ASSEL-DACKEA SECUNTIES. .....eeeeeee ettt st eeaesbesaesaesteseeseen 208 236
Corporate and fOreigN DOMNAS .........coeiiiiieresee ettt st seeseseeneas 10,562 6,180
EQUITY SECUFTTIES. ...ttt et b e e e b e bbbt b et bt bbb 751 12
PrECIOUS MELAIS.......ccueceeciiie ettt ettt et st ae st be st e se et e e e e esseseeaeeaeebessesaesrenteseesrentan 1,889 2,274
DENVAIVES, NEL ...ttt et e e s be et e s be e besbe e beeaeebesaeesbeeaeesreeneesaeensesaean 3,048 3,725
L0z o 0o = ST OSSO $ 21978 $ 16,150
Trading ligbilities:
Securities Sold, NOL YEL PUICNESEA. ..ottt st s seene s $ 738 $ 1,722
Payables for PreCious MELAIS ... s 215 524
D RV A= o= SOOI 2,690 2,633
Total trading [1abilitieS ..o $ 3643 $ 4,879

At December 31, 2018 and 2017, thefair value of derivativesincluded in trading assetsis net of $2,013 million and $3,423 million,
respectively, relating to amounts recognized for the obligation to return cash collateral received under master netting agreements
with derivative counterparties.

At December 31, 2018 and 2017, the fair value of derivatives included in trading liabilities is net of $3,458 million and $3,680
million, respectively, relating to amounts recognized for the right to reclaim cash collateral paid under master netting agreements
with derivative counterparties.

See Note 14, "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:

Amortized  Unrealized  Unrealized Fair
December 31, 2018 Cost Gains Losses Value
(in millions)
Securities available-for-sale:
U.S. TIEBSUMY ..ttt ettt sttt st e st e ettt st et e $ 13549 $ 106 $ (365) $ 13,290
U.S. Government sponsored enterprises:
Mortgage-backed SECUNTIES .........ccvirreecrr s 5,541 6 (154) 5,393
Collateralized mortgage obligations ..........ccovererrerereresereee e 686 1 (35) 652
Direct agency ObligationsS..........covuerrerrieeeierereseenesesesese s seseeeeseenes 2,831 37 (2) 2,866
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUNTIES .........cvcvvvrreecrr s 4,442 1 (171) 4,272
Collateralized mortgage obligations ..........ccovererrerereresereee e 1,140 9 (29) 1,120
Direct agency Obligations.........cccvveeverieresiesieseseeseseeseeseesee e ee e sessesnens 295 9 — 304
Asset-backed securities collateralized by:
HOME EQUILY ...t 44 — (2 42
L@ 11 1= SRS 102 5 — 107
FOreign debt SECUMTIES™ ... 3,330 3 — 3,333
Total available-for-Sale SECUNTIES.......co.vveuiirererieiere s $31,90 $ 177 $  (758) $ 31,379
Securities held-to-maturity: -
U.S. Government sponsored enterprises:
Mortgage-backed SECUNTIES .........cvcvirreccen s $ 1812 $ 13 (34) $ 1,779
Collateralized mortgage obligations ...........covererrererereeesesesee e 1,878 34 (26) 1,886
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUNTIES ........coeiiriieiisere et 2,104 2 (63) 2,043
Collateralized mortgage obligations ..........ccoeerrerrerenenisesee e 8,863 35 (176) 8,722
Obligations of U.S. states and political sSubdiviSions...........cccvevrecerecennnne 11 — — 11
Asset-backed securities collateralized by residential mortgages 2 — — 2
Total held-to-MatUrity SECUNTIES......ccevieririeieriee ettt $ 14670 $ 72 % (299) $ 14,443
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Amortized  Unrealized  Unrealized Fair
December 31, 2017 Cost Gains Losses Value

(in millions)

Securities available-for-sale;

U.S. TIEASUNY ...ttt $15340 $ 153 $ (329) $ 15164
U.S. Government sponsored enterprises:

Mortgage-backed SECUNTIES.........ccvviciiiiic s 3,616 — 77 3,539

Collateralized mortgage obligations...........cccoererrereneneserneneee e 648 — (24) 624

Direct agency obligationS..........cccceveeeieiesesie e seee et snens 3,369 85 — 3,454
U.S. Government agency issued or guaranteed:

Mortgage-backed SECUNTIES.........ccvviciniic s 5,152 1 (87) 5,066

Collateralized mortgage obligations...........ccoererererenseneneneee e 792 1 (18) 775

Direct agency obligationS..........cccceveeeieiesesie e seee et snens 419 19 — 438
Asset-backed securities collateralized by:

HOME EOUILY......ooiiiiii s 54 — 3 51

107 T 506 4 — 510
FOreign debt SECUIMTIES™...........eeeeeeeeeeeeeeee e eseee e 902 — — 902
EQUILY SECUNTIES ....cveveiiieceisiee ettt s sttt ne e 183 — (6) 177

Total available-for-sale SECUNTIES.......cocuiieee i $30981L $ 263 $ (544) $ 30,700

Securities held-to-maturity:
U.S. Government sponsored enterprises:

Mortgage-backed SECUNTIES.......uiviirere e $ 2113 $ 10 $ (12 $ 2111
Collateralized mortgage obligations..........c.cccivvevienenesereeiecesceeeeese e 1,281 41 (18) 1,304

U.S. Government agency issued or guaranteed:
Mortgage-backed SECUNTIES...........ccovveiceeiccccc e 2,485 4 (13) 2,476
Collateralized mortgage obligations...........ccoerererenennenneneee e 8,083 18 (106) 7,995
Obligations of U.S. states and political subdivisions...........ccccceevvvveveniennnnnns 12 1 — 13
Asset-backed securities collateralized by residential mortgages................... 3 — — 3
Total held-to-maturity SECUNLIES .......cccvviiiiece e $ 13977 $ 74 3 (149) $ 13,902

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

Net unrealized losses were higher within the available-for-sale portfolio as compared with December 31, 2017 due primarily to
increasing yieldson U.S. Government agency mortgage-backed, U.S. Government sponsored mortgage-backed and U.S. Treasury
securities.
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The following table summarizes gross unrealized losses and related fair values at December 31, 2018 and 2017 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, 2018 Securities Losses of Investment Securities Losses of Investment

(dollars are in millions)
Securities available-for-sale:

U.S. TrEaSUNY ..oovvvieeeiie et 8 $ 12) $ 1,013 41 $ (353) $ 8,828
U.S. Government sponsored enterprises...... 55 (6) 538 159 (185) 3,698
U.S. Government agency issued or
(o (U= 2101 (== o S 8 2 106 72 (198) 4,825
Asset-backed securities............cooeiiiiiiinn, 1 — — 4 ) 42
Foreign debt Securities..........cccoevevererencnen. 16 — 1,724 — — —
Securities available-for-sale...........ccooveceiennene 88 $ (20) $ 3,381 276 $ (738) $ 17,393
Securities held-to-maturity:
U.S. Government sponsored enterprises...... 103 $ 8 $ 684 511 $ (52) $ 1,739
U.S. Government agency issued or
QUAANLEEM .......vvviciiic e 111 (14) 769 491 (225) 7,372
Obligations of U.S. states and political
SUbdiVISIONS........ccooveieiiieecrececeee e, 1 — — 1 — —
Securities held-to-maturity ..........cccovvverererenen. 215 $ (22) $ 1,453 1003 $ (277) $ 9,111
One Year or Less Greater Than One Year
Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
December 31, 2017 Securities Losses of Investment Securities Losses of Investment

(dollars are in millions)
Securities available-for-sale:

U.S. Tr€aSUNY ..veeeerreeieesereereeneseene e 3 % 3 $ 463 48 $ (326) $ 10,285
U.S. Government sponsored enterprises...... 83 (7 883 77 (94) 3,109
U.S. Government agency issued or
QUAraNtEEd ..........covviiiiii, 52 (85) 5,161 23 (20) 573
Asset-backed SeCUrities.........ovvvvrereneenenen. — — — 4 (3) 51
Foreign debt seCurities........coovverereeerennene 10 — 733 1 — 44
EQUItY SECUNTIES.....covveeeerereereereseere e — — — 1 (6) 177
Securities available-for-sale...........coccoeevriennne. 148 $ (95) $ 7,240 154 $ (449) $ 14,239
Securities held-to-maturity: -
U.S. Government sponsored enterprises...... 264 $ 5 3 1,126 284 $ (25 % 1,020
U.S. Government agency issued or
QUArANEEED ..., 116 (48) 5,973 506 (7D 2,962
Obligations of U.S. states and political
SUDTIVISIONS......ocveeierrrerereeeesee s 1 — — 2 — —
Securities held-to-maturity .........ccceeeevvervenenen. 381 $ (53) $ 7,099 792 $ (96) $ 3,982

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 other-than-temporary impairment. The declinein fair value may be caused by, among other things, theilliquidity of the
market. We have reviewed the securities for which thereis an unrealized loss for other-than-temporary impairment in accordance
with our accounting policies, discussed further bel ow. At December 31, 2018 and 2017, we do not consider any of our debt securities
to be other-than-temporarily impaired 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, evenif that equatesto holding securitiesuntil their individual maturities. However,
other-than-temporary impairments may occur in future periods if the credit quality of the securities deteriorates.
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Other-Than-Temporary Impairment On a quarterly basis, we perform an assessment to determine whether there have been any
events or economic circumstances to indicate that a debt security with an unrealized loss has suffered other-than-temporary
impairment. A debt security is considered impaired if its fair value is less than its amortized cost basis at the reporting date. If
impaired, we assess whether the impairment is other-than-temporary.

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 considered other-than-temporary and the unrealized loss is recorded in
earnings. Animpairment is also considered other-than-temporary if acredit lossexists(i.e., the present value of the expected future
cash flowsisless than the amortized cost basis of the debt security). In the event a credit |oss exists, the credit 1oss component of
an other-than-temporary impairment is recorded in earnings while the remaining portion of the impairment loss attributable to
factors other than credit lossis recognized, net of tax, in other comprehensive income (l10ss).

For al securitiesheld in the avail able-for-sal e or held-to-maturity portfolios for which unrealized losses attributed to factors other
than credit existed, we do not have the intention to sell and believe we will not be required to sell the securities for contractual,
regulatory or liquidity reasons as of the reporting date. In determining whether a credit |oss exists and the period over which the
debt security is expected to recover, we considered the following factors:

«  Thelength of time and the extent to which the fair value has been less than the amortized cost basis;

*  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;

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

» Thelevel of excess cash flows generated from the underlying collateral supporting the principa and interest payments of
the debt securities; and

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

During 2018, 2017 and 2016, none of our debt securitieswere determined to have other-than-temporary impairment, as such, there
were no other-than-temporary impairment losses recognized related to credit loss.

Other securities gains, net The following table summarizes realized gains and losses on investment securities transactions
attributable to available-for-sale securities:

Year Ended December 31, 2018 2017 2016

(in millions)
L€ 0SSy 1 =0 o = T TR $ 54 $ 65 $ 142
Gross redlized [0SSES..........cccviiiiiiic s (30) (13) (72)
= == 2= o o =T OSSO $ 24 % 5 % 70
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Contractual Maturities and Yields Thefollowing table summarizesthe amortized cost and fair values of securities available-for-
sale and securities held-to-maturity at December 31, 2018 by contractual maturity. Expected maturities differ from contractual
maturities because borrowers have the right to prepay obligations without prepayment penaltiesin certain cases. The table below
also reflects the distribution of maturities of debt securities held at December 31, 2018, together with the approximate taxable
equivalent 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 December 31, 2018. Yields on
tax-exempt obligations have been computed on a taxable equivalent basis using applicable statutory tax rates.

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

(dollars are in millions)

Available-for-sale:

U.S. Treasury ....cccoeeeveeeveesciessieeeseeenienn $ —_ —% $ 5456 203% $ 5701 219% $ 2,392 3.10%
U.S. Government sponsored
ENLENPrISES ..ovveveeeeerieerieesiees e 1,358 3.19 1,261 264 2,244 281 4195 316
U.S. Government agency issued or
guaranteed..........ceceverenenene s — — 72 217 10 3.65 5795 273
Asset-backed securities........coovvereenee. — — — — 56 5.42 90 4.03
Foreign debt securities...........coovvrennne. 1,780 .04 1550 248 — — — —
Total amortized COSt.......uveveeverevirciecnenne $ 3138 140% $ 8339 221% $ 8011 239% $ 12472 2.96%
Total fair ValUue.......o...oeevevveeeeereeeeeeeriee. $ 3,143 $ 8288 $ 7,746 $ 12,202

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

ENEEIPIISES ...cvvevveeereetere e $ 50 222% $ 389 271% $ 163 263% $ 3,088 2.96%
U.S. Government agency issued or
guaranteed..........couveeerrririninineeeeenes — — 18 3.86 26 358 10,923 2.66
Obligations of U.S. states and political
SUDAIVISIONS .....occeveeiiiereeeiee e 1 467 5 317 5 437 — —
Asset-backed securities.........ccoovvvreenee. — — — — — — 2 841
Total amortized COSt.......cvveveevveeiriecreenen, $ 51 227% $ 412 2.77% $ 194 280% $ 14,013 2.73%
Total fair value........ccccevveeevneceiesceenn, $ 51 $ 409 $ 190 $ 13,793

Equity Securities As discussed more fully in Note 2, "Summary of Significant Accounting Policies and New Accounting
Pronouncements," beginning January 1, 2018, equity securities that are not classified as trading are reported in other assets and
measured at fair value with changes in fair value recognized in net income (10ss).

Included in other assets at December 31, 2018 were $278 million of equity securities which were carried at fair value and $7
million of equity securitieswithout readily determinablefair valueswhich were carried at amortized cost, lessimpairment, adjusted
for observable price changes.

Onaquarterly basis, we perform an assessment to determine whether any equity securitieswithout readily determinablefair values
areimpaired. Intheevent an equity security isdeemed impaired, the security iswritten down tofair valuewith impairment recorded
in earnings. At December 31, 2018, 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
$156 millionand $631 million, respectively, at December 31, 2018 and $201 millionand $631 million, respectively, at December 31,
2017.
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5. Loans

L oans consisted of the following:

At December 31, 2018 2017
(in millions)

Commercial loans:

Real estate, inCluding CONSITUCTION. ........cociiririii ettt sb e s sbe e e $ 11,344 $ 10,533
Business and corporate DaNKiNG ...........oerirreienreeers s 13,066 12,504
GIODE DANKING™ ...ttt se et eee s ee et es e se e eseee e seaeeseeees 20,167 20,088
Oher COMMECIAID ...ttt e e e e eeeee e s e s s eeeeeeee e ena 4,765 9,910
Lot w000 101S (o = R 49,342 53,035
Consumer loans:
RESIAENtial MOMGAGES ......c.eevieerereeieriei sttt et 17,383 17,273
HOME EQUITY MOIGAJES ......vcveeirereereienire ittt n e n s 982 1,191
(1= o [l 0= o ST TSROSO URRR 1,019 721
ONEE CONSUMIES ...ttt ettt ettt te st e st et e eae et e eaeeebeeasesbeeasesaeessesaeebesaeesbesseetesseetenes 252 343
1= I ] ST 010 =: R 19,636 19,528
Qo= I [07= TR $ 68978 $ 72,563

@ Representslarge multinational firmsincluding globally focused U.S. corporate and financial institutions, U.S. dollar lending to multinational banking clients
managed by HSBC on aglobal basis and complex large business clients supported by Global Banking and Markets relationship managers.

@ Includes loans to HSBC affiliates which totaled $2,274 million and $6,750 million at December 31, 2018 and 2017, respectively. See Note 22, "Related
Party Transactions,” for additional information regarding loans to HSBC &ffiliates.

We have loans outstanding to certain executive officers and directors. The loans were made on substantially the same terms,

including interest rates and collateral, as those prevailing at the time for comparabl e transactions with other persons and do not

involve more than normal risk of collectibility. The aggregate amount of such loans did not exceed 5 percent of total equity at

either December 31, 2018 or 2017.

Net deferred origination coststotaled $77 million and $81 million at December 31, 2018 and 2017, respectively. At December 31,
2018 and 2017, we had a net unamortized premium on our loans of $11 million and $8 million, respectively.
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Aging Analysis of Past Due Loans Thefollowing table summarizesthe past due status of our loans, excluding loans held for sale,
at December 31, 2018 and 2017. 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 resultsin the re-setting of the contractual delinquency status to current.

Past Due
Total Past Due
At December 31, 2018 30-89 Days 90+ Days 30 Days or More Current®  Total Loans

(in millions)

Commercial loans:

Real estate, including construction............cccceeeeeevivevenene. $ 76 $ 3 $ 79 $ 11265 $ 11,344
Business and corporate banking ..........ccccceeeeeerienenienenennn 79 38 117 12,949 13,066
Global banKing.........ccoevievierieiercereeee e — — — 20,167 20,167
Other COMMEICIA .......ceveiieie e 15 — 15 4,750 4,765
Total COMMENCIAl ......ceevviiieieceectececeee e 170 41 211 49,131 49,342
Consumer loans:
Residential MOrtgagesS......covvverevererereereeesesreseseseeseenees 469 254 723 16,660 17,383
Home equity MOMgagES. ... ..cvrverereeereeerieeseeeseeeseeseeseseenes 14 27 41 941 982
Credit CardS......ooeeiecieciececceceece e bbb 13 14 27 992 1,019
Other CONSUMES ........cueciiieiieieceece e sreens 5 5 10 242 252
TOtal CONSUMIET .......eveeeie ittt ettt sare e 501 300 801 18,835 19,636
TOtAl [0BNS ...ttt $ 671 $ 341 $ 1,012 $ 67,966 $ 68,978
Past Due

Total Past Due
At December 31, 2017 30-89 Days 90+ Days 30 Days or More Current?  Total Loans

(in millions)

Commercial loans:

Real estate, including construction...........cccceeeeveeevevenene. $ 27 $ 9 $ 36 $ 10497 $ 10,533
Business and corporate banking .........cccccoeeeeeeeeeenierenenen. 25 5 30 12,474 12,504
Global banking..........cccceveviiieveseeseeee e — 25 25 20,063 20,088
Other COMMEICIAl ....cveeeveiereeeee e 43 — 43 9,867 9,910
Total COMMEICIAl ......cceeiiiecee e 95 39 134 52,901 53,035
Consumer loans:
Residential MOrtgages......ccovveeveveereriereeieeesee e se e 369 344 713 16,560 17,273
Home equity MOIgages..........ccoveeerriceenenncee s 11 36 47 1,144 1,191
(0110 ] oo 8 9 17 704 721
Other CONSUMES .......ccueciiieeieceeee e erens 5 7 12 331 343
TOtAl CONSUMET ......cveiveeereitiecte et e ere et ere v sne e eresaees 393 396 789 18,739 19,528
QLo I [0= O $ 488 $ 435 $ 923 $ 71,640 $ 72,563

@ Loanslessthan 30 days past due are presented as current.
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Contractual Maturities Contractual maturities of loans outstanding at December 31, 2018 were as follows:

2019 2020 2021 2022 2023 Thereafter Total
(in millions)

Commercial loans:
Real estate, including construction....... $ 4380 $ 1,750 $ 1482 $ 1231 $ 1801 $ 700 $ 11,344

Business and corporate banking........... 5,045 2,016 1,707 1,418 2,075 805 13,066
Global banking .......cccoeevnirererennerenns 7,787 3,111 2,634 2,189 3,202 1,244 20,167
Other commercial ........ccccoveeveeveveecnennen. 1,840 735 622 517 757 294 4,765
Consumer loans:
Residential mortgages...........cccccveveee... 688 453 459 456 479 14,848 17,383
Home equity mortgages™ ................... 413 216 131 80 52 90 982
Credit cards? .........ccoovvvommrrererrriennnnns — 1,019 — — — — 1,019
Other CONSUMES .......ovvveeireeeirieerieeeenes 93 132 11 6 3 7 252
TOtA ..ot $ 20246 $ 9432 $ 7,046 $ 5897 $ 8369 $ 17,988 $ 68,978

@ Home equity mortgage maturities reflect estimates based on historical payment patterns.
@ Ascredit card receivables do not have stated maturities, the table reflects estimates based on historical payment patterns.

As asubstantial portion of consumer loans, based on our experience, will be renewed or repaid prior to contractual maturity, the
above maturity schedule should not beregarded asaforecast of future cash collections. Thefollowing table summarizes contractual
maturities of loans outstanding at December 31, 2018 due after one year by repricing characteristic:

After One But

December 31, 2018 Within Five Years After Five Years
(in millions)
Receivables at predetermined iNTEreSt FALES.........ovrvririeerieereere e $ 1,860 $ 4,772
Receivables at floating or adjustable rates...........ccvvveireiieirere e 28,884 13,216
o] = RSSO $ 30,744 $ 17,988

133



HSBC USA Inc.

Nonaccrual Loans Nonaccrual loans, including nonaccrual loans held for sale, and accruing loans 90 days or more delinquent
consisted of the following:

At December 31, 2018 2017
(in millions)

Nonaccrual loans:

Commercial:
Real estate, iNCluding CONSIIUCTION...........ccviuiiiiiieiiee et $ 7% 12
Business and COrporate DaNKING ..........coeoeeeeriererere sttt sbe b sae e sbeseeseens 70 215
Global banking 65 385
Other commercia 1 1
TOtA COMIMEITIAL ...ttt b et b e bt e bt e et et e et ebeebe bt ebesbeseeseeneas 143 613
Consumer:
Residential MOrGagEST @) .. .. .o en e se e ee e eeeees 341 414
Home equity MOMGAgES D@ ..o es s en s 55 67
Consumer nonaccrual loans held for sale 1 1
TOBI CONSUMIET ...ttt etttk sttt bt et bt b etk e e b etk e st ebese et e seebeneebeneenens 397 482
Total NONACCIUING J0BNS........ccuiieiciceeeeeee ettt et e e eaeesesaeebeebestesaesbesbeseeseennan 540 1,095
Accruing loans contractually past due 90 days or more:
Commercial:
Business and corporate banking 1 1
TOtal COMIMENCIA .....c.oiieeiececeeee et e st st e be s te et e e re e eesaeesreeaeesreeneesaeeneesanan 1 1
Consumer:
(@< o [ =0 ST 14 9
(@191 o 1S U 1= PSR 6 8
TOLAl CONSUMIET ...ttt ettt et e e te e ete e aeesbeeaeesbesaaesbeeatesbeesbesbeenbesbeenbesaeebeeaeesseeneesbeensesaenn 20 17
Total accruing loans contractually past due 90 days OF MOFe.........cccceveeeeesieeesesie e 21 18
Total NONPEITOIMING JOBNS ......cveieeeeeeee ettt s e e b et eebesbeebesbesresrennan $ 561 $ 1,113

@ At December 31, 2018 and 2017, nonaccrual consumer mortgage loans held for investment include $289 million and $360 million, respectively, of loans
that are carried at the lower of amortized cost or fair value of the collateral less cost to sell.

@ Nonaccrual 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.

®  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:

Year Ended December 31, 2018 2017 2016
(in millions)

Interest income that would have been recorded if the nonaccrual oans had been

current in accordance with contractual terms during the period...........ccoeeeienncncnnne $ 46 $ 68 $ 91
Interest income that was recorded on nonaccrual loans and included in interest income
AUNG the PEFTOU........ooeiiee bbb e e 31 24 22
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Impaired Loans A loan is considered to be impaired when it is deemed probable that not all principal and interest amounts due
according to the contractual terms of the loan agreement will be collected. Probable losses from impaired loans are quantified and
recorded as a component of the overall allowance for credit losses. Commercial and consumer loans for which we have modified
the loan terms as part of a troubled debt restructuring are considered to be impaired loans. Additionally, commercial loans in
nonaccrual status, or that have been partially charged-off or assigned a specific allowance for credit losses are also considered
impaired loans.

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

Modifications for consumer or commercial |oans may include changes to one or more terms of the loan, including, but not limited
to, achangeininterest rate, extension of the amortization period, reduction in payment amount and partial forgiveness or deferment
of principal, 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 receivein future periods. Through
lowering theinterest rateand other |oan term changes, we believewe are abletoincrease theamount of cash flow that will ultimately
be collected from the loan, given the borrower's financial condition. TDR Loans are reserved for primarily based on the present
value of expected future cash flows, discounted at the loan's original effective interest rate, which generally results in a higher
reserve requirement for these loans, or as a practical expedient, the fair value of the collatera if the loan is collateral dependent
or, for commercial loans, the observable market price if the loan is traded in the market. 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 commercia loans, if subsequent performance
isin accordance with the new terms and such terms reflect current market rates at the time of restructure, they will no longer be
reported as a TDR Loan beginning in the year after restructuring. During the years ended 2018, 2017 and 2016 there were no
commercia loans that met this criteria and were removed from TDR Loan classification.

The following table presents information about |oans which were modified during 2018, 2017 and 2016 and as a result of this
action became classified as TDR Loans:

Year Ended December 31, 2018 2017 2016

(in millions)

Commercial loans:

Business and corporate banking .............cccceucucueeieeeueesee e sesesens $ 6 $ 40 $ 323
Global BANKING. ..ot e e — 160 —
TOtal COMMEICIAL ..ottt et et seere e 6 200 323
Consumer loans:
ReSIdential MOMGAgES.........vevrieiriiirierie bbb 26 34 62
HOME EUILY MOIMQAOES. ... ..uecveeieieisteie e stetee et ste e ere sttt testesrete e e e s enaenneneeneas 5 9 8
(@110 ] oo OSSR 4 4 4
L0 = I @0 S T 1 35 47 74
TOLEL ...t b et bbbt ne bRt nrens $ 41 $ 247 $ 397

The weighted-average contractual rate reduction for consumer loans which became classified as TDR Loans during 2018, 2017
and 2016 was 1.93 percent, 1.91 percent and 1.48 percent, respectively. The weighted-average contractual rate reduction for
commercia loans was not significant in either the number of loans or rate.
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The following table presents information about our TDR Loans and the related allowance for credit losses for TDR Loans:

December 31, 2018 December 31, 2017
Unpaid Unpaid
Carrying  Principal Carrying  Principal
Value Balance Value Balance

TDR Loans: Y@
Commercia loans:

Business and corporate Danking ..........coeoveoreineinenerese e
L€1T0] 7= I =01 (T oo S
Total COMMETCIAI® ...

Consumer loans:

Residential MOrtgages™...........cooorvoeeeeceeeeeeeeeeeeseeseeseeeee e sessenanns
HOME €qUItY MOMGAES™ ..........oveeeeieeeeeeeeseeeeeeeesess e sess s
Credit CardS.... .ottt ettt et et ere e ae e e sreeneas
TOLEl CONSUIMES......c.eeieieieiieeie sttt et e e re e e re s e et e s saesbeeaeanteeneenreenes
TOtA TDRLOBNS........oooiveeesesiesessese s

Allowance for credit losses for TDR Loans;©®
Commercial loans:

Business and corporate Danking ..........c.ccceeeererenenenene e
Global DANKING. .....cecuieie e
Total COMMEICIAL ..o

Consumer loans:

Residential MOMQAQES.......coiviieieriereeees et te e e eesnaens
HOME EQUILY MOMQBOES. .. . eeveeetereete sttt ettt s
Credit CaIUS......c.ceveeereeerere et er e

Total consumer

Tota alowance for credit lossesfor TDR Loans

(in millions)

68 $ 86 $ 194 $ 266
113 119 175 180
181 205 369 446
640 730 683 779
35 65 33 66
3 4 4 4
678 799 720 849
859 $ 1,004 $ 1,089 $ 1,295
12 $ 12

— 19

12 31

3 7

1 1

1 1

5 9

17 $ 40

@ TDR Loans are considered to be impaired loans. For commercial loans, impaired loans include other loans in addition to TDR Loans which totaled $54

million and $329 million at December 31, 2018 and 2017, respectively.

@ The carrying value of TDR Loans includes basis adjustments on the loans, such as partial charge-offs, unamortized deferred fees and costs on originated

loans and premiums or discounts on purchased loans.

@ Additional commitments to lend to commercial borrowers whose loans have been modified in TDR Loans totaled $151 million and $245 million at

December 31, 2018 and 2017, respectively.

@ At December 31, 2018 and 2017, the carrying value of consumer mortgage TDR Loans held for investment includes $615 million and $655 million,

respectively, of loans that are recorded at the lower of amortized cost or fair value of the collateral less cost to sell.

® At December 31, 2018 and 2017, the carrying value of TDR Loans includes $286 million and $559 million, respectively, of loans which are classified as

nonaccrual.
®  Included in the allowance for credit losses.
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The following table presents information about average TDR Loans and interest income recognized on TDR Loans:

Year Ended December 31, 2018 2017 2016
(in millions)

Average balance of TDR Loans:
Commercial loans:

Real estate, including CONSIUCHION ..........c.cieiiieverieicecieteeec et $ — 3 19 $ 69
Business and corporate banking..........cceeeeeeerieriesesieseseseseseesesee e see e eeseens 122 246 292
GIObEl DANKING......cuciiiieieiiiiie sttt b e 124 154 121
TOtal COMMENCIAL ..ot b e et re e reeae e 246 419 482
Consumer loans:
Residential MOIQAgES. ... ..o ereeieie et 660 704 740
HOME EQUILY MOMQAOES.......eiveeeeeeeeeeeeee sttt sae e e e e e enenns 35 31 25
(O = [ o= o R SPRS 4 4 5
TOLAl CONSUIMET ... .ottt e te e e e s et e s e et e e sa e beentesteensesteensesrnennas 699 739 770
Total average balance of TDR LOANS.......ccvcveiiieriieiiee et $ 945 $ 1158 $ 1252

Interest income recognized on TDR Loans:
Commercial loans:

Real estate, including CONSEIUCTION .........cciveviiiciiiici et $ — 9 — 8 4
Business and corporate Danking...........ccoeeeeererenenene e 12 7 8
Global PANKING.......covieieiietee s 3 2 1
TOtal COMMEICIAL ....c.ecvieeeiieiie et 15 9 13
Consumer loans:
Residential MOMGAgES. .......coveerreirierieiereete ettt b e b e b seene e 27 28 25
HOME EQUILY MOMQAOES.......eiveeeeereeeeeeeee st sae e e e e eneens 2 2 1
TOLBl CONSUMEN ...ttt ettt h e bbb b e e et 29 30 26
Total interest income recognized 0N TDR LO8NS.........ccvueereerreeeeeeeseeseeeeesesenenes $ 44 $ 39 $ 39

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 years ended December 31, 2018, 2017 and 2016:

Year Ended December 31, 2018 2017 2016

(in millions)
Consumer loans;

ReSIdENtial MOMQAGES.........ccreeeeeeteeeeee ettt ettt eae et se s enane $ 8 $ 9 % 24
HOME EQUILY MOMGBOES. .....ecveeeeireeierieiirieesi ettt 2 2 —
TOLAl CONSUIMET ...t tetenes sttt se e s e seesesese e stese e e naesesenesensesenens $ 10 $ 1 % 24

During the years ended December 31, 2018, 2017 and 2016, there were no commercial TDR Loans which were classified asTDR
L oans during the previous 12 months which subsequently became 90 days or greater contractually delinquent.
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Impaired commercial loans Thefollowing table presentsinformation about impaired commercial loansand therelated impairment
reserve:

Amount Amount
with without Total Impaired Unpaid
Impairment  Impairment Commercial Impairment Principal
Reserves® Reserves® Loans®® Reserve Balance
(in millions)
At December 31, 2018
Real estate, including construction.............ccceveveveenann. $ 3% 3% 6 $ 1 3 6
Business and corporate banking ...........c.ccoeeeererenennene 58 37 95 18 109
Global banking ........ccceveieierererece s — 133 133 — 140
Other COMMENCIal .......cceoviveereerereeeseee e — 1 1 — 1
Total COMMENCIal .......c.cueuivieereieiiirieieee e $ 61 $ 174 $ 235 $ 19 §$ 256
At December 31, 2017 -
Readl estate, including construction............cccceeveeeeevenene. $ — 3 1 $ 11 $ — $ 11
Business and corporate banking .........ccccecveveveeceennenne. 121 129 250 45 311
Globa banking ........ccccevereieeeereee e 262 175 437 82 520
Total COMMENCIA .......cevvevireerireereere s $ 383 $ 315 $ 698 $ 127 $ 842

@ Reflectsthe carrying value of impaired commercial loans and includes basis adjustments on the loans, such aspartial charge-offs, unamortized deferred fees
and costs on originated |oans and premiums or discounts on purchased loans.

@ Includes impaired commercial loans that are also considered TDR Loans which totaled $181 million and $369 million at December 31, 2018 and 2017,
respectively.

The following table presents information about average impaired commercia loans and interest income recognized on impaired

commercia loans;

Year Ended December 31, 2018 2017 2016
(in millions)

Average balance of impaired commercial loans:

Real estate, including CONSIIUCHION .........c.covevevereeieeeeectee et $ 9 $ 32 3% 83
Business and corporate Danking .........c.ccoeoeeeeeeeeeererere e e eaeas 200 304 344
Global BANKING. .....ceiiiei e 239 554 487
Other COMMEICIAL ......oeeveieeiereeie e ettt — 4 7
Total average balance of impaired commercial [0ans..........ccocoeeiveeeieeieneieneeeeeieee e $ 448 % 894 $ 921
Interest income recognized on impaired commercial loans: -
Real estate, including CONSIIUCHION .........c.coveveveveeieeieectee ettt $ — 8 — $ 4
Business and corporate Danking ..........c.ccocoeeeeeeererere e eaeas 15 9 9
Global BANKING. ..ot e 7 2 —
Total interest income recognized on impaired commercial loans..........ccoceeeeeveevenenne. $ 22 3 1 % 13
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Commercial Loan Credit Quality Indicators The following credit quality indicators are monitored for our commercial loan
portfolio:

Criticized loans Ciriticized loan classifications presented in the table bel ow are determined by the assignment of various criticized
facility grades based on the risk rating standards of our regulator. The following table summarizes criticized commercial loans:

Special Mention  Substandard Doubtful Total
(in millions)

At December 31, 2018

Real estate, including CONSLIUCION .........coevveiiereeiecieieceereeeeine $ 452 % 93 % 4 $ 549
Business and corporate banking............coovvireeneinecnecnneniens 193 314 15 522
Global banKing........cccoociiiiiiii e 262 277 — 539
Other COMMEICIA .......ccceiececece e — 1 — 1
Total COMMEICIAL.......cceiiiieieii e $ 907 $ 685 $ 19 $ 1,611
At December 31, 2017 -
Real estate, including CONSLrUCION .........coeceiereeiecieeeeereneee $ 4467 $ 117 $ 1 % 585
Business and corporate banking..........ccccvvvrererereerereesenrenienieneens 477 519 44 1,040
Global hanKiNg.........ccvrueueiinirineire e 452 1,612 82 2,146
Other COMMENCIal......c.ooueeiiiiecice e 11 — — 11
Total COMMEICIA ......cceeie e $ 1,407 $ 2,248 $ 127 % 3,782

Nonperforming The following table summarizes the status of our commercial loan portfolio, excluding loans held for sale;

Accruing Loans
Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total

(in millions)

At December 31, 2018

Real estate, including construction..........ccccceeeeeeevveevennene, $ 11,337 $ 7 % — 3 11,344
Business and corporate banking .........ccccooeeeeeeieeererenennn. 12,995 70 1 13,066
Global banking..........cccceievevieveeeseee e 20,102 65 — 20,167
Other COMMEICIAl .....veeevviereeeee e 4,764 1 — 4,765
Total COMMErCial ........cccoveevieeieeceee e $ 49,198 $ 143 % 1 $ 49,342
At December 31, 2017
Real estate, including construction............cccceeeeeevivenenene. $ 10521 $ 12 % — $ 10,533
Business and corporate banking ..........ccccceeeeeerienenienenennn. 12,288 215 1 12,504
Global banKing........c.coevvererieverceeecee e 19,703 385 — 20,088
Other COMMEICIA .......coeeeieee e 9,909 1 — 9,910
Total COMMENCIal ........cocueeevereteeeeeceee e $ 52421 $ 613 $ 1 $ 53035
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Credit risk profile The following table shows the credit risk profile of our commercia loan portfolio:

Non-
|nvestm%nt Investment
Grade( ) Grade Total

(in millions)

At December 31, 2018

Real estate, including CONSITUCION......ccvciveieieeceeeee e enens $ 6,769 $ 4575 $ 11,344
Business and corporate DanKing ...........coeeeereineineineeeesees e 5,674 7,392 13,066
Global BANKING........eiiieiicic e 14,764 5,403 20,167
(@]101S w01 001001S (0= IR 3,990 775 4,765
e = o0 111011 (o =!I $ 31,197 $ 18,145 $ 49,342
At December 31, 2017 -
Real estate, including CONSITUCION.........oiveieieeeeeeeee e $ 7456 $ 3077 $ 10,533
Business and corporate Danking .........cocoeoeeeereeiereneresese s e 5,752 6,752 12,504
Global BANKING.......cccviiecieice et 13,218 6,870 20,088
Other COMMEICIAL ....cveeceie ettt et e e be e sareere e saaeebeesaeeeareas 8,341 1,569 9,910
TOtal COMMEICIAL ...ttt e et e ene e ebeenreeneennas $ 34,767 $ 18268 $ 53,035

@ Investment grade includes commercial loans with credit ratings of at least BBB- or above or the equivalent based on our internal credit rating system.

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

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

December 31, 2018 December 31, 2017
Delinquent  Delinquency  Delinquent  Delinquency
Loans Ratio Loans Ratio
(dollars are in millions)

Residential Mortgages™®@ ... $ 347 1.99% $ 425 2.46%
Home equity Mortgages™@ ..., 30 3.05 39 3.27
Credit CArUS.....c.eerereier e 20 1.96 12 1.66
OLNEr CONSUMEN ...ttt sttt en e e b e ene e 8 2.62 10 248
TOtAl CONSUMEN ...ttt sttt se s se e ne s e e senes $ 405 2.05% $ 486 2.48%
@ At December 31, 2018 and 2017, consumer mortgage loan delinquency includes $254 million and $342 million, respectively, of loans that are carried at the

lower of amortized cost or fair value of the collateral less cost to sell, including $1 million and $1 million, respectively, relating to loans held for sale.
@)

At December 31, 2018 and 2017, consumer mortgage loans and |oans held for sale include $125 million and $159 million, respectively, of loans that were
in the process of foreclosure.
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Nonperforming The following table summarizes the status of our consumer loan portfolio, excluding loans held for sale:

Accruing Loans

Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total
(in millions)
At December 31, 2018
Residential MOrtgages ......covveeerereeeereneseeesesesesessssseseseseens $ 17,042 $ 341 % — $ 17,383
HOme equity MOMGagES. .......ccvrveuerreerieerieesiee e 927 55 — 982
(@110 ] o o ST 1,005 — 14 1,019
Other CONSUMES .......cccviiiieiiceere et s ere s 246 — 6 252
TOLAl CONSUMET .....veeieeeceeeee sttt see st ee e se e st s e sresresre s $ 19220 $ 396 $ 20 $ 19,636
At December 31, 2017 - -
Residential MOrtgagesS .....coocevvereerereeeeeeeee e $ 16859 $ 414 $ —  $ 17,273
Home equity MOIMgages..........coueeereeererereeeeese e 1,124 67 — 1,191
Credit Cards........coeiieeieceeecee et 712 — 9 721
Other CONSUMES ........ccveieieiicieerie e 335 — 8 343
TOtal CONSUMIEY ...ttt et reeeneeeaee s $ 19030 $ 481 $ 17 $ 19,528

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

Concentration of Credit Risk At December 31, 2018 and 2017, our loan portfoliosincluded interest-only residential mortgage and
home equity mortgage loans totaling $3,208 million and $3,424 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
customersto repay the loan in the future when the principal payments are required which increasesthe credit risk of thisloan type.
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6. Allowance for Credit Losses

The following table summarizes the changesin the allowance for credit losses by product and the related |oan balance by product
during the years ended December 31, 2018, 2017 and 2016:

Commercial Consumer
Business
Real Estate, and Home
including Corporate Global Other Residential Equity Credit Other
Construction Banking Banking Comm’l Mortgages  Mortgages Cards Consumer Total
(in millions)
Year Ended December 31, 2018
Allowance for credit losses — beginning
Of PENIOT .o $ 82 $ 244 $ 264 $ 18 $ 25 $ 1 $ 32 $ 5 $ 681
Provision charged (credited) to income..... 34 (31) (109) 3) (18) 3 55 2 (73)
Charge-offS......ccceerrereeeeeeeeees — (41) (48) — @) @) (35) 4) (142)
RECOVENES ...t — 47 1 — 13 6 6 2 75
Net (charge-offs) recoveries..........cccuunee. — 6 (47) — 6 (1) (29) 2) (67)
Allowance for credit losses —end of
PEITOO .o, $ 116 $ 219 $ 108 $ 15 $ 13 $ 7 $ 58 $ 5 $ 541
Ending balance: collectively evaluated
for impairment .........cocceeeeeeeisieiennnns $ 115 $ 201 % 108 $ 15 $ 10 $ 6 $ 57 §$ 5 $ 517
Ending balance: individually evaluated
for impairment ..........cccooveereneeeneenns 1 18 — — 3 1 1 — 24
Total allowance for credit losses............... $ 116 $ 219 % 108 $ 15 $ 13 $ 7 $ 58 $ 5 $ 541
Loans:
Collectively evaluated for impairment® ... $ 11,338 $ 12971 $ 20,034 $ 4764 $ 16486 $ 919 $1016 $ 252 $67,780
Individually evaluated for impairment®... 6 95 133 1 56 4 3 — 298
Loans carried at lower of amortized cost
or fair valuelesscost to sl .................. —_ — — — 841 59 — — 900
Total [0aNS.....ccveeeereeeeie e $ 11,344 $ 13,066 $ 20,167 $ 4,765 $ 17383 $ 982 $1019 $ 252 $68,978
Year Ended December 31, 2017
Allowance for credit losses — beginning
Of PENIOU .. $ 2 $ 317 % 508 $ 13 % 26 $ 20 $ 34 3 7 $ 1,017
Provision charged (credited) to income..... 3) (59) (116) 6 @) (8) 22 — (165)
Charge-offs......ccceeeeeicnieeeceeeee @ (37) (141) Q) 4 (6) (30) 4 (230)
RECOVENES ..ot — 23 13 — 10 5 6 2 59
Net (charge-offs) recoveries (@) (24) (128) D 6 (€] (24) 2 (171)
Allowance for credit losses—end of
PENO ..t $ 82 $ 244 $ 264 $ 18 $ 25 9 11 $ 32 % 5 $ 681
Ending balance: collectively evaluated
for impairment ... $ 82 $ 19 $ 182 $ 18 $ 18 $ 0 $ 31 $ 5 $ 545
Ending balance: individually evaluated
forimpairment .........c.ccoeveeveveeeeeeenne — 45 82 — 7 1 1 — 136
Total alowance for credit losses............... $ 82 $ 244 $ 264 $ 18 $ 25 $ 1 $ 32 % 5 $ 681
Loans:
Collectively evaluated for impairment®... $ 10522 $ 12254 $ 19651 $ 9910 $ 16308 $ 1121 $ 717 $ 343 $70,826
Individually evaluated for impairment®... 11 250 437 — 57 4 4 — 763
Loans carried at lower of amortized cost
or fair value less cost to sdll .. — — — — 908 66 — — 974

TOtaAl 108NS oo $ 10533 $ 12504 $ 20088 $ 9910 $ 17273 $ 1191 $ 721 $ 343 $72,563
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Commercial Consumer
Business
Real Estate, and Home
including Corporate Global Other Residential Equity Credit Other
Construction Banking Banking Comm’l Mortgages  Mortgages  Cards Consumer Total
(in millions)

Year Ended December 31, 2016
Allowance for credit losses — beginning

Of PENOU ... $ 86 $ 407 $ 267 % 19 $ 68 $ 24 $ 32 $ 9 $ 912
Provision charged (credited) to income®.. — 10 348 (6) ©) (6] 26 4 372

Charge-offs®® @ (110) (107 — (45) ® (30) (8) (309)

RECOVENES.....oeieeeireeieeire e 7 10 — — 12 5 6 2 42
Net (charge-offs) recoveries...................... 6 (200) (207) — (33) 3) (24) 6) $ (267)
Allowance for credit losses—end of

PENOT .. $ 2 $ 317 % 508 $ 13 % 26 $ 20 $ 34 % 7 $ 1,017
Ending balance: collectively evaluated

for impairment ... $ 91 $ 262 $ 257 $ 12 $ 17 $ 19 $ 33 $ 7 $ 698
Ending balance: individually evaluated

forimpairment ...........cccoeveeveveeeierenns 1 55 251 1 9 1 1 — 319
Total alowance for credit losses............... $ 92 $ 317 $ 508 $ 13 $ 26 $ 20 $ 34 $ 7 $ 1,017
Loans:
Collectively evaluated for impairment®... $ 10847 $ 13738 $ 22820 $ 5758 $ 16165 $ 1,335 $ 683 $ 382 $71,728
Individually evaluated for impairment® ... 43 342 661 7 60 3 5 — 1,121
Loans carried at lower of amortized cost

or fair valuelesscost to sell .................. — — — — 956 70 — — 1,026
Total 10aNS ... $ 10890 $ 14080 $ 23481 $ 5765 $ 17,181 $ 1408 $ 688 $ 382 $73875

@ Other commercial includes loans to HSBC affiliates totaling $2,274 million, $6,750 million and $3,274 million at December 31, 2018, 2017 and 2016,
respectively, for which we do not carry an associated allowance for credit losses.

@ For consumer loans and certain small business loans, these amounts represent TDR Loans for which we evaluate reserves using a discounted cash flow

methodology. Eachloanisindividually identified asaTDR L oan and then grouped together with other TDR Loanswith similar characteristics. Thediscounted
cash flow analysisis then applied to these groups of TDR Loans. Loans individually evaluated for impairment exclude TDR Loans that are carried at the
lower of amortized cost or fair value of the collateral less cost to sell which totaled $615 million, $655 million and $672 million at December 31, 2018,
2017 and 2016, respectively.

The provision for credit losses and charge-offsfor residential mortgage loans during 2016 includes $11 million related to the lower of amortized cost or fair
value adjustment attributable to credit factors for loans transferred to held for sale. See Note 7, "Loans Held for Sale," for additional information.

For collateral dependent loansthat are transferred to held for sale, the existing allowance for credit losses at the time of transfer are recognized as a charge-
off. We transferred to held for sale certain residential mortgage loans during 2016 and, accordingly, we recognized the existing allowance for credit losses
on these loans as additional charge-offs totaling $22 million during 2016.
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7. Loans Held for Sale

Loans held for sale consisted of the following:

At December 31, 2018 2017
(in millions)

Commercial loans:

Real estate, inCluding CONSITUCTION. ........covcieieicecece st se e st sae e re e snens $ 27 $ 115

GlObEl DBNKING ..o e e 367 533

B0z o0 0010 01 (o= S 394 648
Consumer loans:

RESIAENtI Al MOMGAGES ... e iveivetiie et eerte ettt st sttt e e e e e e e e e e eseesessesrestesaesrenteseeseens 65 6

ONEE CONSUMIES ...ttt ettt sttt st e et et e e ae et e eae e beeasesbeeasesaeessesaeesbesaeestesssestesseantenns 53 61

B0 = 0 0 U 1 S 118 67
Total 10aNSNEIA TOr SAIE ..ot st e e b e e e st e e sreeaeesaeennesaean $ 512 $ 715

Commercial Loans Commercial loans held for sale primarily consists of certain loans that we have el ected to designate under the
fair value option which include 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 asloans 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 $109 million and $471
million at December 31, 2018 and 2017, respectively. See Note 15, "Fair Value Option," for additional information. In addition,
at December 31, 2017, commercia loans held for sale included $115 million of syndicated real estate |oans that were sold during
2018.

Commercial loans held for sale also includes certain loans that we no longer intend to hold for investment and transferred to held
for sale which totaled $285 million and $62 million at December 31, 2018 and 2017, respectively. During 2018 and 2017, we
reversed $5 million and $5 million, respectively, of the lower of amortized cost or fair value adjustment previously recorded on
commercia loans held for sale as acomponent of other income (loss) in the consolidated statement of income (loss) as a result of
an increase in fair value due to improved pricing compared with recording $35 million of lower of amortized cost or fair value
adjustments associated with the write-down of commercial loans held for sale during 2016.

Consumer Loans Prior to 2018 applications, we sold agency-€ligibleresidential mortgage |oan originations on aservicing released
basis directly to PHH Mortgage Corporation ("PHH Mortgage"). Beginning with 2018 applications, PHH Mortgage is no longer
obligated to purchase these loans from us directly upon origination and instead we currently market these loans for sale to other
third parties 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 accompanying consolidated statement of income (loss).

Other consumer loans held for sale reflects student loans which we no longer originate.

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. As discussed above, prior to 2018 applications, PHH Mortgage
was obligated to purchase agency-eligible loans from us directly upon origination and, as such, we retained none of the risk of
market changesin mortgage rates for these loans purchased by PHH Mortgage. Beginning with 2018 applications, we now market
these loans for sale to other third parties. Asaresult, in 2018, we have reinstated 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, partially mitigating the interest rate risk for these mortgage |oans. 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 loss of
$1 million during 2018.

During 2017, we completed the sale to third parties of the portfolio of residential mortgage loans that we previously purchased
from HSBC Finance Corporation ("HSBC Finance") and transferred to held for sale during 2016. These residential mortgage loans
had an unpaid principal balance of $581 million (aggregate carrying value of $536 million) at the time of sale and we recognized
again on sale of approximately $50 million, including transaction costs. During 2017, we reversed $1 million of the lower of
amortized cost or fair value adjustment previously recorded on this portfolio of loans as a component of other income (10ss) in the
consolidated statement of income (loss) as aresult of an increase in fair value due to improved pricing.

During 2016, we transferred these residential mortgage loans and associated home equity mortgage loans, with a total unpaid

principal balance of approximately $648 million at the time of transfer, to held for sale. The carrying value of these loans prior to

transfer, after considering the fair value of the property less coststo sell, as applicable, was approximately $628 million, including

accrued interest. During 2016, we recorded an initial lower of cost or fair value adjustment of $11 million associated with the
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newly transferred loans, all of which was attributed to credit factors and recorded as acomponent of the provision for credit losses
in the consolidated statement of income (loss). During 2016, we also recorded $4 million of additional lower of amortized cost or
fair value adjustment on these loans held for sale as a component of other income (10ss) in the consolidated statement of income
(loss) as aresult of areduction in the estimated pricing on specific pools of loans.

Inadditiontotheresidential mortgagel oansdiscussed above, during 2017 wecompleted thesaleto athird party of certainresidential
mortgage loans which previously had been written down to the lower of amortized cost or fair value of the collateral less cost to
sell (generally 180 days past due) in accordance with our existing charge-off policies and were transferred to held for sale during
2016. These residential mortgage loans had an unpaid principal balance of $364 million (aggregate carrying val ue of $276 million)
at the time of sale and we recognized aloss on sale of approximately $2 million, largely reflecting transaction costs. During 2017,
we reversed $5 million of the lower of amortized cost or fair value adjustment previously recorded on these |oans as acomponent
of other income (l0ss) in the consolidated statement of income (1oss) asaresult of anincreasein fair value dueto improved pricing.

During 2016, wetransferred these residential mortgage loans, with atotal unpaid principal balance of approximately $568 million
at the time of transfer, to held for sale. The carrying value of these loans prior to transfer, after considering the fair value of the
property less coststo sell, was approximately $473 million, including related escrow advances. During 2016, werecorded aninitial
lower of amortized cost or fair value adjustment of $45 million associated with the newly transferred loans, all of which was
attributed to non-credit factors and recorded as a component of other income (1oss) in the consolidated statement of income (10ss).
During 2016, we also recorded $8 million of additional lower of amortized cost or fair value adjustment on these loans held for
sale asacomponent of other income (loss) in the consolidated statement of income (loss) asaresult of areduction in the estimated
pricing on specific pools of loans subsequent to theinitial transfer.

Valuation Allowances Excluding the commercial |oans designated under the fair value option discussed above, loansheld 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 $4 million and $5 million at December 31,
2018and 2017, respectively. Thevaluation allowance on commercial loansheld for salewas$3 millionand $10 million at December
31, 2018 and 2017, respectively.

8. Properties and Equipment, Net

Properties and equipment, net is summarized in the following table:

At December 31, 2018 2017
(in millions)

LN <.ttt e h et e e he b ehe e he et e eheeaesheetesheeabeebeeabeehe e beeteenteeteenteeaeereenes $ 8 $ 8
Buildings and iMPIOVEMENLS .........coiriiiiiirienese ettt er e r e e erennenennenen 619 609
FUrNITUre and ©QUIPMENT .......ooeieiieiese e seee ettt te e seesee e s ee e enee e e e eneesesseenesresseseeseenennes 145 145
TOLAL. ... n e 772 762
Accumulated depreciation and amMOrtiZALION............coiiiiriirr s (614) (577)
Properties and eQUIPIMENT, NEL..........coiiiiieere et r e e er e nennene $ 158 $ 185

Depreciation and amortization expense totaled $44 million, $51 million and $60 million in 2018, 2017 and 2016, respectively.

9. Goodwill

Goodwill was $1,607 million at both December 31, 2018 and 2017, respectively. Goodwill for these periods reflects accumul ated
impairment losses of $670 million, which were recognized in prior periods.

During the third quarter of 2018, we completed our annual impairment test of goodwill and determined that the fair value of all
of our reporting units exceeded their respective carrying amounts.
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10. Sale of Certain Private Banking Client Relationships
. ________________________________________________________________________________________________________________________________________|

In August 2017, our Private Banking business entered into an agreement to refer parts of its Latin America portfolio, consisting
primarily of clients based in areas where we do not have a corporate presence, including Central America and the Andean Pact,
to UBS Weath Management Americas ("UBS"). Under the terms of the agreement, we facilitate the referral of these client
relationships to UBS, including the transfer of their client assets as well as the transfer of the relationship managers and client
service employees that support these clients. At the time the agreement was signed, total client assets associated with these
relationships consisted of approximately $3.5 billion in client investments (which were not reported on our balance sheet) and
$1.7 billion in client deposits (which were reported on our balance sheet). Loans associated with these client relationships were
not included in the agreement. UBS will pay us afee of 0.5 percent of the aggregate client assets transferred during the first two
years after the agreement was signed. Therefore, the consideration we expect to receive is contingent upon the clients decisions
to transfer their accounts to UBS, the timing and amounts of client assets transferred and the acceptance of the client assets by
UBS. Asaresult of entering into the agreement, we recorded the contingent consideration expected to be received of $15 million
as areceivable at estimated fair value within other assets and recognized a pre-tax gain on sale, net of allocated goodwill and
transaction costs, of $8 million in other income (loss) in 2017. The fair value of the contingent consideration is estimated using a
discounted cash flow methodology with changes in fair value recognized in other income (loss). During 2018, we reduced the
contingent consideration receivable to $12 million and recognized a $3 million loss in other income (1oss) as aresult of a decline
in estimated fair value based on the amount of client assets transferred to date and a revised estimate of the amount of remaining
client assets that we expect will be transferred.

Through December 31, 2018, we have compl eted the transfers of approximately $1.5 billion of client investments and $0.8 billion
of client deposits to UBS. We have estimated the amount of remaining client deposits that we expect will be transferred to UBS,
whichwasapproximately $10 million at December 31, 2018 compared with $673 million at December 31, 2017, and haveclassified
them as held for sale in our consolidated balance sheet. No lower of cost or fair value adjustment was required as a result of the
transfer of depositsto held for sale. An additional $11 million of deposits at December 31, 2018 could be transferred in the event
all remaining client deposits associated with these client relationships were to be transferred.

11. Deposits

Total depositswas $110,955 million and $118,702 million at December 31, 2018 and 2017, respectively, of which $8,154 million
and $7,693 million, respectively, were carried at fair value. At December 31, 2018 and 2017, total deposits included $10 million
and $673 million, respectively, of deposits classified as held for sale.

Thefollowing table presents the aggregate amount of time deposit accounts exceeding $250,000 at December 31, 2018 and 2017:

At December 31, 2018 2017

(in millions)
D0l 0cs (o0 (= o0 SRS $ 12560 $ 13,875
FOPEIGN OEPOSITS. ...ttt bbbt b e b e bt e bbbt bbbt bt bbb 516 629
TOLBL oottt a et a bbb a et a bbb b bbbt b et e s $ 13,076 $ 14504
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The scheduled maturities of all time deposits at December 31, 2018 are summarized in the following table:

Domestic Foreign
Deposits Deposits Total
(in millions)
20109:
L0010 o = T $ 8657 $ 408 $ 9,065
O1-180 dAYS... . vereeveerrereererietesieiestesestee sttt st e bt s et r et r e bbb bt bt neneenn 3,253 123 3,376
181-365 TAYS... e cvereeruerrerieriiriesie e seeee et e et st sttt sbe e bt see e et et erenneeresbenaesnen 1,489 1 1,490
13,399 532 13,931
2020 ..ttt b a e b et e he e et e Rt e et eaeeebeeaeesheeaeesbeenenreea 1,130 — 1,130
2021 .. E e e e e e e R e e et R e R Rt bbb e nrenes 1,280 — 1,280
72077 3R 1,108 — 1,108
2023 . bR e e R e e e R e e et Rt R e Rt Rt bt b e e nrenes 949 — 949
LIS = = TP 3,792 — 3,792
$ 21658 $ 532 $ 22,190

Overdraft deposits, which are classified as loans, were approximately $453 million and $321 million at December 31, 2018 and

2017, respectively.

Federal Deposit Insurance Corporation ("FDIC") assessment fees, which are recorded as a component of other expenses in the
consolidated statement of income (loss), totaled $135 million, $138 million and $168 million during 2018, 2017 and 2016,
respectively. During 2018, FDIC assessment fees were impacted by an immaterial out of period adjustment which increased FDIC

assessment fee expense by $25 million in connection with fee assessments related to prior years.

12.  Short-Term Borrowings

Short-term borrowings consisted of the following:

December 31,

2018 Rate 2017 Rate 2016 Rate
(dollars are in millions)
Securities sold under repurchase
agreemMents™ ........ooeeeeeeeereeerererenns $ 1,466 4.16% $ 3,365 2.10% $ 3,672 1.17%
Average during year...........ccccceuunee. $ 4,189 2.86 $8100 1.28 $7272 72
Maximum month-end balance......... 5,829 11,351 11,950
Commercial Paper.....cccoeevereeeeeeeennn, 2,532 2.70 1,154 1.56 1,251 1.20
Other ..o 182 131 178
Total short-term borrowings.............. $ 4,180 $ 4,650 $ 5,101
@ Thefollowing table presents the quarter end and average quarterly balances of securities sold under repurchase agreements:
2018 2017 2016
Fourth  Third  Second First Fourth  Third  Second First Fourth  Third  Second First
(in millions)
Quarter end
baance............ $ 1,466 $ 2471 $ 2,743 $ 2,792 $ 3365 $6494 $ 7558 $ 4,069 $ 3672 $3986 $399 $ 5529
Average quarterly
balance............ 3,045 3,550 5,008 5,182 5457 12,566 9,272 5,050 4,593 5959 10,461 8,117
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13. Long-Term Debt

Thecomposition of long-term debt ispresentedinthefollowingtable. I nterest rateson floating rate notesare determined periodically
by formulas based on certain money market rates or, in certain instances, by minimum interest rates as specified in the agreements
governing the issues. Interest rates and maturity datesin effect at December 31, 2018 are shown in the below table.

At December 31,

Interest Rate

Maturity Date Interest Rate Weighted
Range Range Average 2018 2017
(in millions)
Issued or acquired by HSBC USA:
Senior debt:
FiXEO-Tat@ NOLES ....c.cvvvceeeeerececece s 2019-2025  2.25% - 4.20% 301% $ 7,886 $ 10,185
Floating-rate NOLES............occuroirericirecerese e 2019 3.24% 3.24% 350 849
SETUCEUrEd NOLES......eveiveeceeeceree e 2019-2045  2.40% - 5.11% 3.41% 8,850 9,137
Total SenNior debt ........oooeeeeeeceece e 17,086 20,171
Subordinated debt:
FiXed-rat€ NOLES .......ccueieeieeeceee e 2020-2097  5.00% - 9.30% 6.16% 1,170 1,170
Floating-rate NOES..........eevveeveeeree e 2025 3.66% 3.66% 850 850
Total subordinated debt .........c.cooeeveieiiiieie e, 2,020 2,020
Mark-to-market adjustment on fair value option debt ..... (243) 1,125
Total issued or acquired by HSBCUSA ... 18,863 23,316
Issued or acquired by HSBC Bank USA and its
subsidiaries:
Senior debt:
FiXed-rat€ NOLES .......coveeeeieeeectece et e 2021-2026  3.67% - 4.37% 3.89% 4,927 —
Floating-rate NOLES.........cceiveeeerereeerere e 2019-2040  0.93% - 1.38% 1.33% 31 4,031
SErUCTUrEd NOLES........eecveceeere et 2019-2028  2.69% - 9.07% 5.85% 769 393
FHLB advances - floating-rate..........c.ccooeveeeereienennene 2019-2036  2.50% - 3.33% 2.88% 2,100 3,100
Total SENior debt ........coceeeeeeieieeece e 7,827 7,524
Subordinated fixed-rat€ NOLES..........cccvvvieveeeercieeeeeee e, 2020-2039  4.88% - 7.00% 5.70% 3,676 3,572
Long-term debt issued by VIE - fixed-rate..........cccoeuuee 2019 17.20% 17.20% 66 73
Mark-to-market adjustment on fair value option debt ..... 196 481
Total issued or acquired by HSBC Bank USA and its
SUDSIAIAIIES ...t 11,765 11,650
Total long-term debt .......ccoeveeeeereeeeer e $ 30,628 $ 34,966

At December 31,2018and 2017, wehad structured notestotaling $9,314 millionand $10,656 million, respectively, and subordinated
debt totaling $1,935 million and $2,230 million, respectively, for which we have elected fair value option accounting and are
therefore carried at fair value. See Note 15, "Fair Value Option," for further details.

Asamember of the FHL B and the Federal Reserve Bank of New York, we have secured borrowing facilitieswhich arecollateralized
by loans and investment securities. At December 31, 2018 and 2017, borrowings from the FHLB facility totaled $2,100 million
and $3,100 million, respectively, which is included in long-term debt. Based upon the amounts pledged as collateral under these
facilities, we have additional borrowing capacity of up to $15,721 million at December 31, 2018.
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Maturities of long-term debt at December 31, 2018 were as follows:

(in millions)

2009 .....eevvreeeeeeeereeee e eeeeeee e eeee ekttt $ 5799
2020 .....eeeveesseeee e 6,934
202 e sseee e 5,495
2022 1,342
2023 .eevveesseees e 981
TREIEAFEN .vvrrr1veevreeesseees sk 10,077
TOBL e eeeee e $ 30628

14. 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 (¢) 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.

Thefollowing table presentsthefair value of derivative contracts by major product typeon agrossbasis. Grossfair values exclude
the effects of both counterparty netting aswell as collateral, and therefore are not representative of our exposure. The table below
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 agreementsthat 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 enforceabl e has not been either sought or
obtained, have not been netted in the table below. 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 table below.
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December 31, 2018

December 31, 2017

Derivative Derivative Derivative Derivative
Assets Liabilities Assets Liabilities
(in millions)
Derivatives accounted for as fair value hedges®
OTC-CEAEAD ..o ssssssonns 6 — 84 $ 390
BIIGLEral OTC) ....ooooovoeeoesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnnes — 117 — 134
INTErEST Fate CONTIACES .......cucvieieieecieicietet ettt 6 117 84 524
Derivatives accounted for as cash flow hedges®
Foreign exchange contracts - bilateral OTC® ...........o.ooivoeeeeceeeeeeseeeceseeeeeseeeesseseesseseeseees 11 32 10 —
OTC-cleared® ......oooovvvvvvveveeeseeseseeeeeeeerrinns — — 4 86
Bilateral OTC® — 13 — 22
INTErESt Fate CONTIACES .......c.cviuiiieecieicieiet ettt — 13 4 108
Total derivatives accounted fOr as NBAGES ..........ccvveeeeeieereeeeee et 17 162 98 632
Trading derivatives not accounted for as hedges®
EXChBNGEIA0EAD ...t s e ee s e s s s see et s e s ses s nes e ees s see s 2 45 6 59
OTC-CIEAEID ..o eeeesees st seeeesssens e eeeessssssseseesssens s 50 14 11,905 10,526
9,866 10,780 11,549 12,997
INTErESt Fate CONTIACES .......c.cviiiiiecieicieiet ettt 9,918 10,839 23,460 23,582
EXCHANGEIA0EUP ... eee e e e eeee e s ee e ee e eesaseeesaees e eee s eeesae — 15 4 —
Bilateral OTCP ..........covovvveveeeeiesssseese s ssssssss s sssss s 15,897 15,684 15,746 14,666
FOoreign eXChange CONTIACES ...........ccevecieiericiccces ettt b et s 15,897 15,699 15,750 14,666
Equity contracts - DIilateral OTC@ ..........oooveovvreeeeseeeeseeeeesessseeseeseeseesseseessesessesseseesseesees 2,034 2,061 2,820 2,806
EXCHANGELIA0EUP ..o oot e s ee s ees s e e ee s et ees e eesnsseesaees e eeeresee s 16 274 52 108
BIIGLEral OTC) ....ooooooooevessssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnssnnns 829 626 502 613
Precious metals contracts. 845 900 554 721
OTC-CEAEAD ... 125 107 67 75
Bilateral OTCP ..........covovvvvveeessisssseese e sssss s sssss s 825 831 589 485
CrEdit CONTIACTS ...ttt bbb bbbttt ettt 950 938 656 560
Other non-qualifying derivatives not accounted for as hedges®
OTC-CIEAEID ... — — 519 60
BIIGLEral OTCP .....ooooooveeeesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnssssmnsssssnnes 133 216 170 164
Interest rate CONtracts...........ccocevceveerveenierennnns 133 216 689 224
Foreign exchange contracts - bilateral OTC®) ...........o.ovovoeeeeeeeeeeseeeceseeeeeseeeessesesseseesnees 13 2 — —
Equity contracts - DIilateral OTC@ ..........ooovovovvereeeeseeeeseeeeesesesesssseessesesseesseseseesseseeseeenees 512 805 1,264 145
Precious metals contracts - bilateral OTC® .............ovvoroeeeeeeereeeeeseeeeseeeeeeeeeseesseseeseenees — — — 1
Credit contracts - bilateral OTC® ............oooovvvoiooeoeeeeeese oo eseee e 6 9 — 24
Other contracts - bilateral OTCP® ..o 5 40 6 52
QIO t= LI L 1YL TR 30,330 31,671 45,297 43,413
Less: Gross amounts of receivable / payable subject to enforceable master netting
AGFEEMENTSIT) it 25172 25172 36,394 36,394
Less: Gross amounts of cash collateral received / posted subject to enforceable master
netting agreements@() | e 2,020 3,675 4,480 3,823
Net amounts of derivative assets / liabilities presented in the balance sheet ..................... 3,138 2,824 4,423 3,196
Less: Gross amounts of financial instrument collateral received / posted subject to
enforceable master netting agreements but not offset in the consolidated balance
LT OO T TPV PPETEPPPTPO 832 568 742 370
Net amounts of derivative assets / HaDIlItIes .............cocceeiveereiriceseeee e 2,306 2,256 $ 3681 $ 2,826

@ 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.

@ QOver-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 origina 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. During the first
quarter of 2018, a central clearing counterparty amended its rules for OTC-cleared interest rate derivativesto legally re-characterize daily variation margin
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payments to be settlement payments as opposed to cash collateral posted. The impact of reflecting the rule change for this central clearing counterparty as
of December 31, 2017 would have been areduction in gross derivative assets and liabilities of approximately $11.5 hillion and $10.3 billion, respectively,
with corresponding decreases in the related counterparty and cash collateral netting.

®  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 VisaInc. ("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.

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

™ Nettingisperformed at acounterparty level in caseswhere enforceable master netting agreementsarein place, regardless of thetype of derivativeinstrument.
Therefore, we have not allocated netting to the different types of derivative instruments shown in the table above.

See Note 26, "Guarantee Arrangements, Pledged A ssets and Repurchase Agreements,” for further information on offsetting rel ated
to resale and repurchase agreements and securities borrowing and lending arrangements.

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

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

Fair Value Hedges In the normal course of business, we hold fixed-rate loans and securities and issue fixed-rate senior and
subordinated debt obligations. The fair value of fixed-rate (U.S. dollar and non-U.S. dollar denominated) assets and liabilities
fluctuates in response to changes in interest rates or foreign currency exchange rates. We utilize interest rate swaps, forward and
futures contracts and foreign currency swapsto minimize our exposure to changesin fair value caused by interest rate and foreign
currency volatility. The changesin thefair value of the hedged item designated in aqualifying hedge are captured as an adjustment
tothecarrying amount of the hedged item (basi sadjustment). I f the hedging rel ationship isterminated and the hedged item continues
to exist, the basis adjustment is amortized over the remaining life of the hedged item.

We recorded basis adjustments for active fair value hedges which increased the carrying amount of our debt by $8 million at
December 31, 2018 and decreased the carrying amount of our debt by $132 million at December 31, 2017. During 2018, 2017
and 2016, we amortized $2 million, $5 million and $6 million, respectively, of basis adjustments related to terminated and/or re-
designated fair value hedges of our debt. The total accumulated unamortized basis adjustments related to terminated and/or re-
designated fair value hedges amounted to a decrease in the carrying amount of our debt of $59 million at December 31, 2018 and
an increase in the carrying amount of our debt of $7 million at December 31, 2017.

We recorded basis adjustmentsfor activefair value hedges of AFS securitieswhich increased the carrying amount of the securities
by $137 million and $279 million at December 31, 2018 and 2017, respectively.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments in fair value hedges and the hedged items in fair value hedges and their locations on the consolidated statement of
income (loss):

Net Ineffective

Gain (Loss)
Gain (Loss) on Derivative Gain (Loss) on Hedged Items Recognized
Net Interest Other Income Net Interest Other Income Other Income
Income (Loss) Income (Loss) (Loss)
(in millions)

Year Ended December 31, 2018
Interest rate contracts/ AFS Securities.............. $ 41) $ 322 $ 362 $ (309) $ 13
Interest rate contracts / long-term deb............... (58) 74 (233) (74) —
TOtAl oo $ (99) $ 396 $ 129 $ (383) $ 13
Year Ended December 31, 2017
Interest rate contracts/ AFS Securities.............. $ (121 $ 33 % 367 $ (35 $ 2
Interest rate contracts / long-term deb............... 12 (24) (257) 29 5
L CL1: (RO $ (109) $ 9 $ 110 $ 6 $ 3
Year Ended December 31, 2016
Interest rate contracts / AFS Securities............... $ (178) $ 5 $ 374 % (74) $ (15)
Interest rate contracts/ long-term debt............... 32 (82 (155) 80 2
TOEl ... $ (146) $ (23) $ 219 $ 6 $ (17

Cash Flow Hedges We own or issue floating rate financial instruments and enter into forecasted transactions that give rise to
variability in future cash flows. Asapart of our risk management strategy, we use interest rate swaps, currency swaps and futures
contracts to mitigate risk associated with variability in the cash flows. Changesin fair value of a derivative instrument associated
with the effective portion of 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 comprehensiveloss ("AOCI") isreclassified into earningsin the same accounting period
in which the designated forecasted transaction or hedged item affects earnings. If a cash flow hedge of aforecasted transaction is
de-designated becauseit 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 unlessit 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 lossis released into earnings.

At December 31, 2018, active cash flow hedge relationships extend or mature through July 2036. During 2018, $23 million of
losses related to terminated and/or re-designated cash flow hedge relationships were amortized to earnings from AOCI compared
with losses of $17 million during both 2017 and 2016. During the next twelve months, we expect to amortize $33 million of
remaining losses to earnings resulting from these terminated and/or re-designated cash flow hedges. The interest accrual related
to the hedging instruments is recognized in interest income.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instrumentsin cash flow hedges (including amounts recognized in AOCI from all terminated cash flow hedges) and their [ocations
on the consolidated statement of income (10ss):

. f Gai Gain (Loss)
ion of Gain (Loss) Location o G_alnd Recognized in
Gain (Loss) Recognized Location o Reclassed From (Loss) Recognize Income on the
in AOCI on Derivative S:é?agls_i?isesc)i AOCI into Income n Ilgcegircgt(i)cethe Derivative
(Effective Portion) from AOCI (Effective Portion) (Ineffective Portion (Ineffective Portion)
into Income and Amount
(Effective Excluded from
2018 2017 2016 Portion) 2018 2017 2016  Effectiveness Testing) 2018 2017 2016
(in millions)
Year Ended December 31,
Foreign exchange Net interest Other income
contracts............... $ @% 1% (1 income $ — $— $— (loss) $— $— $—
Interest rate Net interest Other income
contracts............... 31 (30) 6 income  (23) (17) (17) (loss) 1) 1 —
TOtE oo $ 29 $(29 $ 5 $(23) $(17) $(17) $(1) $1 $—

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
risksto form structured trades to meet clients' risk taking objectives. Additionally, we buy or sell securities and use derivativesto
mitigatethe market risksarising from our trading activitieswith our clientsthat exceed our risk appetite. We al so 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. Prior to the sale of our remaining mortgage servicing rights
("MSRs") portfolio during the fourth quarter of 2016, we used forward purchases or sales of to-be-announced ("TBA") securities
to economically hedge changesin the fair value of our MSRs. Changesin the fair value of TBA positions, which were considered
derivatives, were recorded in other income (loss). 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 animpairment loss occurring in aloan that iseconomically hedged, theimpairment lossis recognized as provision
for credit losses while the gain on the credit default swap is recorded as other income (10ss).

*  Swap agreements entered into in conjunction with the sales of Visa Class B Sharesto athird 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 26, "Guarantee Arrangements, Pledged Assets and Repurchase
Agreements,” for additional information.

* Beginning in 2018, forward purchases or sales of TBA securities used to economically hedge changes in the fair value of
agency-eligibleresidential mortgage loans held for sale attributable to changesin market interest rates. Changesin thefair
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 andloss. Realized and unreali zed gainsand | osses on economi ¢ hedgesarerecogni zed in gain (10ss) oninstrumentsdesignated
at fair value and related derivatives or other income (loss) while the derivative asset or liability positions are reflected as other
assets or other liagbilities.
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Thefollowing table presentsinformation on gainsand losses on derivativeinstrumentsheld for trading purposes and their locations
on the consolidated statement of income (10ss):

Amount of Gain (Loss) Recognized in
Income on Derivatives

Year Ended December 31,

Location of Gain (Loss)

Recognized in Income on Derivatives 2018 2017 2016
(in millions)
Interest rate contracts.................... Trading revenue $ 303 $ (209) $ (283)
Interest rate contracts.................... Other income (loss) — — 36
Foreign exchange contracts........... Trading revenue 105 192 386
Equity contracts..........coecvvvnuennn. Trading revenue 100 2 6
Precious metals contracts.............. Trading revenue 376 220 (20)
Credit coNtracts..........cooeevvvrereenee. Trading revenue (52) (110) (72)
TOtal ..o $ 832 % % $ 54

The following table presents information on gains and |osses on derivative instruments held for non-qualifying hedging and other
activities and their locations on the consolidated statement of income (10ss):

Amount of Gain (Loss) Recognized in
Income on Derivatives

Year Ended December 31,

Location of Gain (Loss)

Recognized in Income on Derivatives 2018 2017 2016
(in millions)

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

and related derivatives $ (120) $ 62 $ (12)
Interest rate contracts.................... Other income (loss) (1) — _
Foreign exchange contracts.......... Gain (loss) on instruments designated at fair value

and related derivatives (11) 6 30
Equity contracts........c.ccocveerennenne. Gain (loss) on instruments designated at fair value

and related derivatives (981) 1,121 466
Credit contracts..........coccocevvevernene. Other income (loss) (3) (43) (70)
Other contracts™.........cco..ovrvvvnnnee. Other income (loss) (15) (10) —
TOta ..o $ (1,131) $ 1136 $ 414

@ 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 usto 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 usto 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 instrumentswith credit-
risk related contingent features that were in a net liability position at December 31, 2018 was $979 million, for which we had
posted collateral of $422 million. The aggregatefair value of all derivativeinstrumentswith credit-risk-related contingent features
that werein anet liability position at December 31, 2017 was $1,063 million, for which we had posted collateral of $758 million.
Substantially all of thecollateral postedisintheformof cash or securitiesavailable-for-sale. SeeNote 26, " Guarantee Arrangements,
Pledged Assets and Repurchase Agreements,” for further details.
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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 arating 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............coooeereireienerenescseenee $ 32 % 37

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

At December 31, 2018 2017
(in millions)

Interest rate:

FULUIES AN FOIWEITS. ......ccviieecie ettt ettt b et b e e sreeseeeneas $ 787,049 $ 735,757
SWBIIS ...ttt ettt st ettt a e bbb ek ne b e e ket Re e Re st ne et et te e ere e 3,203,048 2,687,273
(0701103 Y 1 1= o TSR 106,009 77,144
OPLiONS PUICNESEA ...ttt ettt st st b et ebe e 107,561 93,042
4,203,667 3,593,216
Foreign exchange:

SWaps, FULUrES and FOIWAITS .........c.ooveieieeeeeeee e 1,052,088 924,163
(@7 o)110) 53T/ 1 1= o 30,567 25,911
OPLiONS PUICNASEA ...ttt bbbt e et ae b sae b b e 31,069 26,617
S o0 TR 31,084 19,401
1,144,808 996,092

Commodities, equities and precious metals:
SWaps, FULUrES and FOIWEAITS ..........ooveieieeeee e 41,328 38,709
(@7 o)110) 53T/ 1 1= o 28,595 31,631
OPLiONS PUICNASEA ...t ettt ae e sae s b b 40,236 43,202
110,159 113,542
Credit AENVALIVES .....c.civeieieiee e bbbt 97,298 90,290
T we 4 L= AN 736 644
o - ST $ 5,556,668 $ 4,793,784

@ Consists of swap agreements entered into in conjunction with the sales of Visa Class B Shares.
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15. 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 ("1FRSs") as issued by the International Accounting Standards Board
("1ASB") and endorsed by the European Union ("EU"). We typically have elected to apply fair value option ("FVO") accounting
toselected financial instrumentsto align the measurement attributesof thoseinstrumentsunder U.S. GAAPand the Group Reporting
Basis and to simplify the accounting model applied to those financial instruments. We elected to apply FVO accounting to certain
commercia loans held for sale, certain securities purchased and sold under resale and repurchase agreements, certain fixed-rate
long-term debt issuances and al of our hybrid instruments, including structured notes and deposits. Excluding the fair value
movement on fair value option liabilities attributable to our own credit spread, which as a result of adopting new accounting
guidanceisrecorded in other comprehensiveincome (loss) beginning January 1, 2017, changesin thefair 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). Prior to January 1, 2017, the fair value movement on fair value option liabilities attributable to our
own credit spread changes was reported in gain (loss) on instruments designated at fair value and related derivatives.

Loans We elected to apply FVO accounting to certain commercia 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 swapsand include theseloans asloans held for salein the consolidated balance sheet. The el ection allows usto account
for theseloans 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 al so consider |oan-specific risk mitigating
factors such as collateral arrangements in determining the fair value estimate. Interest from these loans is recorded as interest
incomein the consolidated statement of income (loss). Because a substantial majority of the loans el ected for the fair value option
are floating rate assets, changes in their fair value are primarily attributable to changes in loan-specific credit risk factors. The
components of gain (loss) related to loans designated at fair value are summarized in the table below. At December 31, 2018 and
2017, 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 agreementswhich aretrading in nature. Theelection allowsusto account for theseresal eand repurchase agreements
at fair value which is consistent with the manner in which theinstruments are managed. Thefair value of the resale and repurchase
agreements is determined using market rates currently offered on comparable transactions with similar underlying collateral and
maturities. I nterest on theseresal eand repurchase agreementsi srecorded asinterest incomeor expensein 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 asimilar accounting
effect without having to meet the hedge accounting requirements. The own debt i ssuancesel ected under FVV O aretraded in secondary
marketsand, as such, thefair valueis determined based on observed pricesfor the specific instruments. The observed market price
of these instruments reflects the effect of changes to our own credit spreads and interest rates. Interest on the fixed-rate debt
accounted for under FVO isrecorded asinterest expense in the consolidated statement of income (loss). 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 FV O accounting to all of our hybrid instrumentsissued, including structured notes and
deposits. Thevaluation of thehybridinstrumentsispredominantly driven by thederivativefeaturesembedded withintheinstruments
and our own credit risk. Cash flows of the hybrid instrumentsin 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 i ssuance 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 depositswith similar characteristics and maturities. Interest on this
debtisrecorded asinterest expensein the consolidated statement of income (1oss). The componentsof gain (loss) intheconsolidated
statement of income (loss) related to hybrid instruments designated at fair value are summarized in the table bel ow.

156



HSBC USA Inc.

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 December 31, 2018
Commercial 10ans held fOr SAle..........ccoiice s $ 109 $ 120 $ (11)
Securities sold under repurchase agreements ...........cccveeveeererenenseseeseeeseeenees 560 560 —
Fixed rate 1ong-term debt.........c.ooeeeeeee e 1,935 1,750 185
Hybrid instruments:
SUCTUrEH AEPOSITS......c.eeveeeee e 8,154 8,441 (287)
SITUCLUIEA NOLES......c.veecieceerteest et 9,314 9,546 (232)
At December 31, 2017
Commercial 10anSheld fOr SAl€.........oveiriircrcc e $ 471 $ 483 $ (12)
Securities purchased under resale agreements..........cocveevererererenseseee s 80 80 —
Securities sold under repurchase agreemMents ...........cccveeeveeerernenseseeseee e 2,032 2,031 1
Fixed rate 1ong-term debt...........coo e 2,230 1,750 480
Hybrid instruments:
S e U =0 (= o0 ] £ 7,693 7,685 8
SHTUCIUIEA NOLES......oeeiiieciee ittt ettt s e e ere e et e e be e s eeebe e sareereesnneens 10,656 9,530 1,126
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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) oninstruments designated at fair value and rel ated derivativesreflected in the consolidated statement
of income (loss) for the years ended December 31, 2018, 2017 and 2016:

Securities Securities
Purchased Sold Under
Under Resale  Repurchase Long-Term Hybrid
Loans Agreements Agreements Debt Instruments Total
(in millions)
Year Ended December 31, 2018
Interest rate and other components™®............ $ — 3 — % 1% 99 $ 1035 $ 1,135
Credit risk component® ...........cccccoovevvevnne. (4) — — — — ()
Total mark-to-market on financial instruments
designated at fair value..........ccoovvvecviiininnen, 4) — 1 99 1,035 1,131
Mark-to-market on related derivatives............. — — — (95) (1,062) (1,157)
Net realized gain on related long-term debt
deriVatiVeS ..o, — — — 45 — 45
Gain (loss) on instruments designated at fair
value and related derivatives.............cou...... $ 4 $ — 3 1 $ 49 $ (27) $ 19
Year Ended December 31, 2017
Interest rate and other components'®............. $ — @ $ 2 $ 6 $ (1,151 $ (1144)
Credit risk component® ..........cccooo.conmrrveennnn. ) — — — — @)
Total mark-to-market on financia instruments
designated at fair value............ccccocucucicniicnnes 2 D 2 6 (1,151) (1,146)
Mark-to-market on related derivatives............. — — — 3D 1,163 1,132
Net realized gain on related long-term debt
EriVALiVES ... — — — 57 — 57
Gain (loss) on instruments designated at fair
value and related derivatives...........ccoevenee $ 2 $ @ 3$ 2 $ 32 $ 12 $ 43
Year Ended December 31, 2016
Interest rate and other components™? .......... $ — 3 — % 4 $ @ $ (543) $  (541)
Credit risk Component?...........c...c.meeeee 22 — — ©) (33) (14)
Total mark-to-market on financia instruments
designated at fair value..........ccoovvvecviiiininnnen, 22 — 4 (5) (576) (555)
Mark-to-market on related derivatives............. — — — (31) 452 421
Net realized gain on related long-term debt
dEriVatiVES ... — — — 63 — 63
Gain (loss) on instruments designated at fair
value and related derivatives..........ccccveeuneene. $ 2 % — % 4 $ 27 $ (124) $ (71)

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

@ Asaresult of adopting new accounting guidancein 2017, beginning January 1, 2017, the fair value movement on fair value option liabilities attributable to
our own credit spread is recorded in common equity as a component of other comprehensive income (10ss).
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16. Income Taxes

In December 2017, Tax Legislation was signed into law which reduced the Federal corporate income tax rate from 35 percent to
21 percent effective January 1, 2018. During 2017, weincreased our incometax provision by $865 million asaresult of the Federal
corporate tax rate change, due to alower carrying value of our net deferred tax asset.

Total income taxes was as follows:

Year Ended December 31, 2018 2017 2016
(in millions)
ProviSion fOr INCOME tAXES........ccvvieiereiises ettt sre e e e e e e e ne e e $ 266 $ 1228 $ 89
Income tax expense (benefit) included in common equity related to:
Unrealized gains (10sses) on investment SECUMtIES ..o (68) 127 (135)
Unrealized gains (losses) on fair value option liabilities attributable to our own
Credit SPrEBOWY ... 103 (115) —
Unrealized gains (losses) on derivatives designated as cash flow hedges.................... 12 (5) 9
Employer accounting for post-retirement plans ........cccoeevervenneneieneiesee e 3 1 2
Cumulative effective adjustment to initially apply new accounting guidance for
stranded tax effects resulting from Tax Legislation®............ccc.cooeeomeeereerereesseesreesneennn, 91 — —
TOtEl INCOME TAXES.......coeieiiciiriciic s $ 407 $ 1236 $ (35)

@ Asaresult of adopting new accounting guidance in 2017, beginning January 1, 2017, the fair value movement on fair value option liabilities attributable to our
own credit spread is recorded in common equity as a component of other comprehensive income (l0ss).

@ See Note 2, "Summary of Significant Accounting Polices and New Accounting Pronouncements,” for additional discussion.

The components of the provision for income taxes were as follows:

Year Ended December 31, 2018 2017 2016
(in millions)
Current:
[0 = SR $ 68 $ 795 $ 191
2 1= = 10 oo SRS 41 109 27
FOTBIGN ..ttt bbb bbb 6 21 11
L0 = ot 1 = 0| 115 925 229
(1= = = RS 151 303 (240)
ProvViSioN fOr INCOME LAXES........c.eiiieiiee ittt ettt se e e s ee e e e se e ne e $ 266 $ 1228 $ 89
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Thefollowingtableprovidesan analysisof thedifferencebetween effectiveratesbased onthe provision forincometaxesattributable
to pretax income and the statutory U.S. Federal income tax rate:

Year Ended December 31, 2018 2017 2016
(dollars are in millions)
Tax expense at the U.S. Federal statutory income tax rate.............. $ 123 21.0% $ 367 35.0% $ 76 35.0%
Increase (decrease) in rate resulting from:

State and local taxes, net of Federal benefit........c.cccoevvveeeeeinnnn, 40 6.8 28 27 10 4.6
Adjustment of Federal tax rate used to value deferred taxes™ ... (31)  (5.3) 865 824 — —
Adjustment of State tax rate used to value deferred taxes? ....... 2 3 (15)  (1.4) 4 1.8
Non-deductible FDIC assessment feeS .......ouovvvvieneeneenieenens 27 4.6 — — — —
Other non-deductible / non-taxableitems®...........c..cccccooevuneeee. 107 183 1 1 21 9.6
Items affecting prior Periods™ ... 1 (2 6 6 @) (9
uncertain tax POSItIONS.........coooiiciiinricee e 6 1.0 — — (4 (1.8)
Low income housing and other tax credit investments............... ) (.9) a7 (1.6) 17) (7.8)
Stock-based compensation® ... 2 (2 ) (.8) — —
(@111 SRR — — 1 A 1 5

Provision for inCOME taXes.........ccvecvieeerieieece e $ 266 454% $1,228 117.1% $ 89 40.8%

@ For 2018, the amount primarily relatesto tax return adjustments on certain deferred tax assetsimpacted by the Federal tax rate change. For 2017, the amount
relates to the effects of revaluing our net deferred tax asset for new Tax Legidlation that was enacted in December 2017.

For 2017, the amount includes an out of period adjustment to our deferred tax asset balance which decreased tax expense by $9 million.

®  For 2018, theamount primarily relatesto non-deductible penaltiesrelated to legal matters. For 2016, theamount mainly rel atestotheaccrual of non-deductible
penalties.

For 2017, the amount relates to the impact of adjustments associated with filing the 2016 State income tax returns and changes in tax credits as a result of
filing the 2016 Federal income tax return.

As aresult of adopting new accounting guidance, beginning January 1, 2017, all excess tax benefits and tax deficiencies for share-based payment awards
are recorded within income tax expense in the consolidated statement of income (10ss).

The components of the net deferred tax asset are presented in the following table:

At December 31, 2018 2017
(in millions)
Deferred tax assets:
AllOWaNCE fOr CrEdit IOSSES.........ciiieeiiiiiiieiiie e et b et et ns $ 131 % 166
Interestsin real estate mortgage investment CONAUILS™ ..o e 182 175
Unrealized 10SSeS 0N iNVESIMENE SECUNTIES.......cceiieiiicie ettt sttt sre e sre e sreenesaeas 164 96
CAPIAIIZEN COSISD ...t e e e se e s ee e es e seeenese e sne 680 724
Fair ValUE @0JUSLMENTS ......ccueiie ettt sttt et e s ae e teeaeesteeneesreeneesreeneesnean — 26
O ..ttt ettt et ettt e teete bt e beebesbeebeebebesee b enbe s et enteaeeaeeheeteeaeereebeebesreetentenns 350 385
TOtal AEfEITEA tAX ASSELS.....verveeeeereeeeere sttt st e se e e e e e ereeaessesaesrestesaesaenreneeneens 1,507 1,572
ValUGtiON @lIOWENCE........cueeviiieciecticie sttt ettt re et et see e e e e e e eseeseeaeeaestesaesaeatesteseens (6) (6)
Total deferred tax assets, net of valuation allOWaANCE...........ceecveecieeceecee e 1,501 1,566
Deferred tax liabilities:
Fair ValUE @0JUSLMENTS ......ccueiie ettt sttt et e s ae e teeaeesteeneesreeneesreeneesnean 75 —
Amortization of iNtaNgiDIE 8SSELS .........cceviiiiir e 18 18
107 SO 22 8
Total deferred tax lHabilItIES........c.ccvece et s ae s 115 26
N[l L= S U= 0 PR o = TR $ 1,386 $ 1,540
(1)

Real estate mortgage investment conduits ("REMICs") are investment vehicles that hold commercial and residential mortgages in trust and issue securities
representing an undivided interest in these mortgages. HSBC Bank USA holds portfolios of noneconomic residual interestsin a number of REMICs. This
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item represents tax basis in such interests which has accumulated as a result of tax rules requiring the recognition of income related to such noneconomic
residuals.
@ Reflects our tax return election to capitalize certain service costs.

A reconciliation of the beginning and ending amount of unrecognized tax benefits related to uncertain tax positionsis asfollows:

2018 2017 2016
(in millions)

BalaNCe al JANUBIY L, .....cooueieeiieeeesie ettt ettt st et s tesna e b e e b e enne s $ 17 $ 16 $ 26
Additions based on tax positions related to the current year ..........cccocevveeneineicnenenne. 2 2 2
Additions for tax poSitioNSs Of PriOF YEArS .......ccervereeieireeerere e 6 — —
Reductions for tax positions of Prior YEars...........ccoceuveiiicinicinicisicec e — (1) (8)
Reductions related to settlements with taxing authorities.............ccocccccccceccccnnen, (1) — 4

Balance at DECEMDBEr 31, .......coiieeeeeeee et $ 24 $ 17 $ 16

The total amount of unrecognized tax benefitsthat, if recognized, would affect the effective income tax rate was $19 million, $13
million and $10 million at December 31, 2018, 2017 and 2016, respectively. Included in the unrecognized tax benefits are certain
itemsthe recognition of which would not affect the effective tax rate, such asthetax effect of temporary differences and the amount
of State taxesthat would be deductible for U.S. Federal tax purposes. It is reasonably possible that there could be a change in the
amount of our unrecognized tax benefits within the next 12 months due to settlements or statutory expirationsin various State and
local tax jurisdictions.

Itisour policy to recognize accrued interest related to uncertain tax positionsin interest expense in the consolidated statement of
income (loss) andtorecognizepenalties, if any, related to uncertain tax positionsasacomponent of other expensesintheconsolidated
statement of income (loss). Accruals for the payment of interest associated with uncertain tax positions totaled $7 million, $4
million and $3 million at December 31, 2018, 2017 and 2016, respectively. Our accrual for the payment of interest associated with
uncertain tax positions increased by $3 million during 2018 and increased by $1 million during 2017.

Deferred tax assets and liabilities are recognized for the future tax consequences related to the differences between the financia
statement carrying amounts of existing assets and liabilities and their respective tax bases, for State net operating losses and for
State tax credits. Our net deferred tax assets, including deferred tax liabilities, totaled $1,386 million and $1,540 million at
December 31, 2018 and 2017, respectively.

SeeNote 2, "Summary of Significant Accounting Policiesand New Accounting Pronouncements,” for further discussion regarding
our accounting policy relating to the evaluation, recognition and measurement of both the HNAH Group's and HSBC USA's
deferred tax assets and liabilities. In evaluating the need for a valuation allowance at December 31, 2018, it has been determined
that HNAH Group projections of future taxable income from U.S. operations based on management approved business plans
provide sufficient and appropriate support for the recognition of our net deferred tax assets. At December 31, 2018, we have
valuation allowances against certain State capital loss carryforwards for which the aforementioned projections of future taxable
income do not provide the appropriate support.

Federal income tax returns for 2015 and forward remain open to examination by the Internal Revenue Service.

We remain subject to State and local incometax examinationsfor years 2008 and forward. We are currently under audit by various
State and local tax jurisdictions. Uncertain tax positions are reviewed on an ongoing basis and are adjusted in light of changing
facts and circumstances, including progress of tax audits, developmentsin case law and the closing of statute of limitations. Such
adjustments are reflected in the tax provision.

At December 31, 2018, for State tax purposes, we had apportioned and pre-tax effected net operating loss carryforwards of $11
million which expire as follows: $10 million in 2024 - 2028 and $1 million in 2029 - 2036.

17. Preferred Stock

HSBC USA preferred stock outstanding was $1,265 million at both December 31, 2018 and 2017 and included 1,265 shares of
6.0 percent Non-Cumulative Series| Preferred Stock issued to HSBC North America. Dividendsonthe6.0 percent Non-Cumul ative
Series| Preferred Stock are non-cumulative and will be payable when and if declared by our Board of Directors semi-annually on
the first business day of June and December of each year at the stated rate of 6.0 percent. The Series | Preferred Stock may be
redeemed at our option, in whole or in part, on or after May 31, 2021 or at any time after we receive notice from the Federa
Reserve Board ("FRB") that the Series | Preferred Stock may no longer be included in the calculation of regulatory capital asa
result of any subsequent changesin applicablelaws, rules or regulations, at aredemption price equal to $1,000,000 per share, plus
an amount equal to any declared and unpaid dividends, but only after receipt of written approval from the FRB.
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18. Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss includes certain items that are reported directly within a separate component of equity.

The following table presents changes in accumulated other comprehensive |oss balances:

Year Ended December 31, 2018 2017 2016
(in millions)
Unrealized gains (losses) on investment securities:
Balance at beginning Of PEIIOM. ...ttt (250) $ (461) $ (234
Cumulative effective adjustment to initially apply new accounting guidance for equity investments which were
previously classified as available-for-sale, net of tax of $2 MIllION® ...........covvveiervereerreriereeeereeeesss e 4 — —
Cu;nulative effective adj ll)Jstment toinitially apply new accounting guidance for stranded tax effects resulting
FOM TaX LEGISIAHION™ ... bbb (53) — —
Balance at beginning of Period, BAJUSIEA ... (299) (461) (234)
Other comprehensive income (loss) for period:
Net unrealized gains (losses) arising during period, net of tax of $(68) million, $136 million and $(125)
MITION, FESPECHIVEIY ... bbb (215) 227 (209)
Reclassification adjustment for gains realized in net income (loss), net of tax of $(6) million, $(19) million and
$(26) MillION, TESPECHVEIY ...ttt et (18) (33 (44)
Amortization of net unrealized |osses on securities transferred from available-for-sale to held-to-maturity
realized in net income (10ss), net of tax of $4 million, $10 million and $16 million, respectively®.................. 13 17 26
Total other comprehensive income (10SS) fOr PEMiOU.........cccuiiii s (220) 211 (227)
Balance at €nd Of PEIIOU...........ccoveiiiiiccte e bbb (519) (250) (461)
Unrealized gains (losses) on fair value option liabilities attributable to our own credit spread:
Balance at beginning Of PEITOU.........cociiicii (19) — —
Cu;nulative effective adj ll)Jstment toinitially apply new accounting guidance for stranded tax effects resulting
FOM TaX LEGISIAIONT™ ...ttt st bbb bbb 4) — —
Cumulative effect adjustment to initially apply new accounting guidance for financial liabilities measured under
the fair value option, net of tax of $103 million — 174 —
Balance at beginning of Period, A0JUSIEA ...........cco it (23) 174 —
Other comprehensive income (loss) for period:
Net unrealized gains (losses) arising during period, net of tax of $103 million and $(115) million, respectively . 324 (193) —
Total other comprehensive income (10SS) fOr PEFTOU. ..o 324 (193) —
Balance at end of period 301 (29) —
Unrealized gains (losses) on derivatives designated as cash flow hedges:
Balance at beginning Of PEIIOU..........c..c.cuiiiirireiree e (164) (157) (170
Cu][nulative effective adJ' Hstment toinitially apply new accounting guidance for stranded tax effects resulting
FOM TaX LEGISIAIONT™ ...ttt bbb bbb (35) — —
Balance at beginning of Period, B0JUSIE ... (199) (157) (170)
Other comprehensive income (loss) for period:
Net unrealized gains (losses) arising during period, net of tax of $7 million, $(11) million and $3 million,
TESPECHIVELY ..o s 22 (18) 2
Reclassification adjustment for losses realized in net income (10ss), net of tax of $5 million, $6 million and $6
million, respectively® 18 11 11
Total other comprehensive income (10SS) FOr PEITOU. ......cuiv it 40 (7) 13
Balance at end Of PENIOU. ..o (159) (164) (157)
Pension and postretirement benefit liability:
Balance at beginning Of PEITOU. ...ttt 2 — 3
Cu][nulamive effective adg' lL)Jstment toinitialy apply new accounting guidance for stranded tax effects resulting
FOM TaX LEGISIAIIONT™ ...ttt e s st b e e bt s bt et s e nenen 1 — —
Balance at beginning of Period, A0JUSIEA ..ot 3 — (3)
Other comprehensive income (loss) for period:
Changein unfunded pension and postretirement liability, net of tax of $3 million, less than $1 million and $2
MITTON, FESPECHIVEIY ...ttt bbbt bbbt b bbb bbb bbb bt s bt 8 2 3
Total other comprehensive iNCOME fOr PEITOM...........cc i 8 2 3
BalanCe @t €N0 OF PEITOM........ccciveiiiieiiireet ettt et s b s e b e e bt n e b e b e s e s b s 11 2 —
Total accumulated other comprehensive loss at end of PEriod...........cocrvicicciniciinn s (366) $ (431 $ (618)

@ SeeNote 2, "Summary of Significant Accounting Polices and New Accounting Pronouncements,” for additional discussion.
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@ Amount reclassified to net income (loss) is included in other securities gains, net in our consolidated statement of income (l0ss).

®  Amount amortized to net income (loss) isincluded in interest income in our consolidated statement of income (10ss). 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 amanner consistent with the amortization of any premium
or discount.

@ Asaresult of adopting new accounting guidance in 2017, beginning January 1, 2017, the fair value movement on fair value option liabilities attributable to
our own credit spread is recorded in common equity as a component of other comprehensive income (10ss).

®  Amount reclassified to net income (loss) is included in interest income (expense) in our consolidated statement of income (l0ss).

19. Share-Based Plans

Employee Stock Purchase Plans TheHSBC International Employee Share Purchase Plan (the"HSBC ShareMatch Plan) allowed
eligible employees to purchase HSBC shares with a maximum monthly contribution of $320 in 2018, $325 in 2017 and $325in
2016. For every three shares purchased under the HSBC ShareMatch Plan (the "Investment Share") the employee is awarded an
additional share at no charge (the "Matching Share"). The Investment Share is fully vested at the time of purchase while the
Matching Share vests at the end of three years contingent upon continuing employment with the HSBC Group.

Compensation expense related to Employee Stock Purchase Plans was less than $1 million in 2018, 2017 and 2016, respectively.

Restricted Share Plans Under the HSBC Group Share Plan, share-based awards have been granted to key employees typically
in the form of restricted share units. These shares have been granted subject to either time-based vesting or performance based-
vesting, typically over threeto five years. Annual awards to employees are generally subject to three-year time-based vesting. We
alsoissueasmall number of off-cyclegrantseachyear, primarily for reasonsrel ated to recruitment of new employees. Compensation
expense for restricted share awards totaled $25 million, $31 million and $38 million in 2018, 2017 and 2016, respectively. At
December 31, 2018, future compensation cost related to grants which have not yet fully vested is approximately $14 million. This
amount is expected to be recognized over a weighted-average period of one year.

20. Pension and Other Postretirement Benefits

Defined Benefit Pension Plan Certain employeesare eligibleto participatein the HSBC North Americaqualified defined benefit
pension plan (either the "HSBC North America Pension Plan" or the "Plan™) which facilitates a unified employee benefit policy
and unified employee benefit plan administration for HSBC companies operating in the United States. Future benefit accrualsfor
legacy participants under the final average pay formula and future contributions under the cash balance formula were previously
discontinued and, as aresult, the Plan is frozen.

The components of pension expense for the defined benefit pension plan recorded in our consolidated statement of income (10ss)
and shown in the table below reflect the portion of pension expense of the combined HSBC North America Pension Plan which
has been allocated to us. We have not been allocated any portion of the Plan's net pension liability.

Year Ended December 31, 2018 2017 2016
(in millions)

Interest cost on projected benefit ObIIgatioN ..o $ 60 $ 71 $ 70
Expected return oNn plan @SSELS ..o (78) (88) (86)
Amortization of NEt ACtUANTEI 10SS.......coiiiiiiiee e 20 33 42
AAMINISEIALTIVE COSES ... ettt sttt sttt h e bbb e be bt sb et e sbese e e e e e e e e eneenis 6 4 4
Loss on partial settlement of Plan pension obligation............cccoverinennineneereseens — 35 —
PENSION EXPEINSE. ...ttt bt e b ettt h e e b e s Rt e bt b e s bt sE e b b e e e e b et e neene e $ 8 $ 5 $ 30

During 2018, pension expense was impacted by an immaterial out of period adjustment which increased pension expense by $10
million in connection with pension valuation changes related to prior years.

During 2017, HSBC North Americacompleted alimited-time offer to former vested Plan employees who had not yet commenced
receiving payment of their annuity benefit to elect a) an immediate lump sum payment; b) animmediate annuity (reduced for early
payment under the terms of the Plan); or c) to retain their existing benefit in an annuity to be paid under the original terms of the
Plan. Payments to former employees who elected to participate in an early distribution were made by HSBC North Americain
December. As aresult, our allocated pension expense during 2017 included a settlement loss of approximately $35 million due
primarily to an acceleration of a portion of the Plan's actuarial 1osses which had been reflected in HSBC North Americas AOCI.
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The assumptions used in determining pension expense of the HSBC North America Pension Plan are as follows:

2018 2017 2016
(DS o010 | = = SRR 4.25% 3.60% 4.25%
Expected long-term rate of return on Plan aSSetS........covvveeevevevesese e e 5.50 5.50 5.50

Defined Contribution and Other Supplemental Retirement Plans Wemaintaina401(k) plan covering substantially all empl oyees.
Employer contributionsto the plan are based on empl oyee contributions. Total expense recognized for this plan was approximately
$29 million, $34 million and $33 million in 2018, 2017 and 2016, respectively.

Certain employees are participants in various defined contribution and other non-qualified supplemental retirement plans all of
which have been frozen. Total expense recognized for these plans was approximately $3 million, $2 million and $3 million in
2018, 2017 and 2016, respectively.

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

Year Ended December 31, 2018 2017 2016

(in millions)
Interest cost on accumulated benefit obligation ..........cccooererinnin e $ 2 $ 2 2
Amortization of net actuarial QaiN..........ccoeevveeiiieiiiiciscc 2) (1) —
Net periodic postretirement BeNefit COSE........oooiririiereee e $ — % 13 2

The assumptions used in determining the net periodic postretirement benefit cost for our postretirement benefit plansareasfollows:

2018 2017 2016
DISCOUNE FLE......ueueerteteerertete ettt sttt b ettt s b bt e bbbt se et 3.45% 3.95% 3.95%
Salary INCrease aSSUMPLION. .......coireirieirie ettt b e snenes 3.00 3.00 3.00

A reconciliation of the beginning and ending balances of the accumulated postretirement benefit obligation is as follows:

2018 2017
(in millions)
Accumulated benefit obligation at beginning Of YA ... 3$ 53 $ 55
INEEIESE COSL ...t e bbb 2 2
ACHUAITEAL QAINS ...t (8) —
BeNEfitS Paid, NEL......cocvieiiicc s (5) 4
Accumulated benefit obligation at end Of YEaAr .........cccoeiiiiiirr e 3$ 42 % 53

Our postretirement benefit plans are funded on a pay-as-you-go basis. We currently estimate that we will pay benefits of
approximately $4 million relating to our postretirement benefit plansin 2019. The funded status of our postretirement benefit plans
was aliability of $42 million at December 31, 2018.

Estimated future benefit payments for our postretirement benefit plans are summarized in the following table:

(in millions)

2009ttt R R R R R e RS SRR R e R e e R e E e Re SR e R £ AR e AR e AR e AR e AR e AR e R e nEeeR e R e R e e e s ene e e e e enennenaeere s $ 4
2020 ...t E SR AR e SR e SRR eR AR R AR R AR AR R e R e e R e R e ne Rt e e R e R e R ne e rens 4
L 7 TP U PSSRSO 4
2022t R R R R R R R R g e R e e R e R e Re R e R £ Re AR e AR e AR e AR e AR Rt e R e eR e R e R e e e e ene e e e e nennenaeere s 3
L0 4 PP S 3
2024-2028.........oeoeeieieteete e e R R AR R AR R R nE e R R R e n et ere s 15
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The assumptions used in determining the benefit obligation of our postretirement benefit plans at December 31 are as follows:

2018 2017 2016
(DR oo 010 = =TS 4.15% 3.45% 3.95%
Salary INCrease asSUMPLION .........ccuv ittt 3.00 3.00 3.00

For measurement purposes, 7.1 percent (pre-65) and, asit relates to the postretirement benefit plans which were not amended to
eliminate future health cost increases, 7.4 percent (post-65) annual rates of increase in the per capita costs of covered health care
benefits were assumed for 2018. These rates are assumed to decrease gradually reaching the ultimate rate of 4.5 percent in 2026,
and remain at that level thereafter.

21. 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
reconciliationtototal other revenues, during theyearsended December 31, 2018, 2017 and 2016. Following thetableisadescription
of the various types of fee-based activities and how revenue associated with these activities is recognized.

2018 2017 2016
(in millions)

Credit Cart fEES, NMEL.......ceieieieiectieecte ettt st e st b e st e b st eae st e se st e s st e e st et sbestsbesbensstans $ 50 $ 46 $ 52
Trust and investment ManagemMENt fEES.........oii i 135 156 153
Other fees and commissions:

ACCOUNE SEIVICES. .....viiteetiiteeeteieecteseesteetesteeaesbeebeebeesesseesbesaeesbesasesbesnbesbeenbesbaenbesseensesnnesreenees 284 291 293

(O L= L = o L (=SSOSR 344 310 349

(@1 g 1= TSRS 56 68 79

Total other fees and COMIMISSIONS.........ccceeiiiiiiieeiee ettt et esaeeebeesareebeesaeeereessesans 684 669 721
Servicing and other fees from HSBC affiliateS........cccviveriririneieer e 356 348 289
INSUFANCEDY. ...ttt e e ee et eeeeeee e e e e e e eeeses e e e e e e eeeeee e e e eneeeeeeseeeeseneeeeaeseeeeseneeanaees 11 14 20
Total feeincome from coNntracts With CUSLOMEYS..........cueiuiieeiieiee ettt 1,236 1,233 1,235
Other NON-fEE TEVENUES........cveeeviieee ittt sttt sttt ettt sbe e besaeesbe et e sbeeasesbeearesbeeabesbeenbesreenns 663 769 169
TOtal OtNEr FEVENUES? ... en st $ 1,899 $ 2,002 $ 1,404

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

@ SeeNote 23, "Business Segments," for areconciliation of total other revenues on aU.S. GAAP basis to other operating income for each business segment
under the Group Reporting Basis.

Credit card fees, net Credit card fees, net includes interchange fees earned from merchants who accept our cards in connection
with the purchase of their goods and/or services. These fees are recognized when we satisfy the performance obligation by
simultaneously approving a card holder's purchase at the point of sale and remitting payment to the merchant. We recognized
interchangefeesof $88 million, $79 million and $76 million during theyearsended December 31, 2018, 2017 and 2016, respectively.
Annual fees on credit cards, net of direct lending costs, are billed upfront and recognized on a straight-line basis over one year.
Other credit card fees such as cash advance and over-limit fees are transaction based and are recognized and billed at the point in
time the transaction occurs which is when the performance obligation is met. Costs related to our credit card rewards program
vary based on multiplefactorsincluding card holder activity, card hol der reward redemption ratesand card hol der reward sel ections.
These costs are recorded when the rewards are earned by the customer and are presented as a reduction to credit card fees. Credit
card rewards program costs totaled $45 million, $37 million and $30 million during the years ended December 31, 2018, 2017
and 2016, respectively.

Trust and investment management fees Trust and investment management feesincludeinvestment management and administration
feeswhich are typically billed as a percentage of the average value of a customer's assets during an agreed payment period or for
somecontracts, theval ueof acustomer'sassetsat theend of an agreed payment period and thereforerepresent variable consideration.
Thefee percentage and payment period are agreed with the customer upfront. Generally, payment periods are monthly or quarterly
and coincide with our reporting periods, thereby resolving the uncertainty of the variable consideration by the reporting date. For
payment periodsthat do not coincide with our reporting periods, judgment isrequired to estimate the fee and determine the amount
toinclude in an accrual. An accrual is only recorded to the extent it is highly probable that a significant reversal of revenue will
not occur. In most cases, asignificant reversal of revenueis not highly probable. Other trust and investment management fees are
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transaction based and are recognized and billed at the point in time the transacti on occurswhich iswhen the performance obligation
ismet. From timeto time, we may al so receive performance fees from some funds, though these fees are typically only recognized
when the performance fee is determinable and the uncertainty of the variable consideration is resolved.

Account services We provide services for commercial and consumer customer accounts that generate fees from various activities
including: accounts statements, ATM transactions, cash withdrawals, wire transfers, remittances, check cashing, debit cards and
internet and phone banking. The fees for these services are established in the customer account agreement and are either billed
individually at the time the service is performed or on a monthly basis for a package or bundle of services as the services are
performed. The performance obligation for these services is met when the services are performed. Customer account agreements
typically includeapackageof serviceswith multipleperformanceobligationsor abundleof servicesmaking up asingleperformance
obligation. In the case of a package of services, the pattern of transfer to the customer is usually the same for all services, and
therefore the package of servicesis treated as a single performance obligation. In some cases, a package or bundle of servicesis
billed upfront asan annual feeand recognized onastraight-linebasisover oneyear asthe servicesare performed and the performance
obligation is met.

Creditfacilities Creditfacilitiesfeesincludefeesgenerated fromlending activitiesthat arenot includedinthedirect |oan origination
fees which are recognized in interest income as an adjustment to yield. This includes fees associated with loan commitments,
revolving credit facilities, standby letters of credit, |oan syndication and other transaction based fees. These fees are either billed
asafixed price or asapercentage of the approved lending limit or transaction value. The fee percentage is agreed with the customer
upfront. Although the percentage-based fees represent variable consideration, the uncertainty of the variable consideration is
resolved by the time the revenue is recognized as the lending limit or transaction value is known on the contract or transaction
date. L oan syndication fees received for managing a syndication and other transaction based fees are recognized and billed at the
point in time the transaction occurs, which is when the performance obligation is met. Fees associated with loan commitments,
revolving credit facilities and standby letters of credit are billed upfront and recognized on a straight-line basis over the period the
serviceisperformed whichiswhen the performance obligationismet (e.g., thecommitment period). | nthe event aloan commitment
or standby letter of credit is exercised, the remaining unamortized fee is recognized as an adjustment to yield over the [oan term.

Other fees and commissions Other fees and commissions include fees received associated with various other activities such as
custody services, imports/exports, clearing and other miscellaneous services. These fees are typically transaction based and are
recognized and hilled at the point in time the transaction occurs which is when the performance obligation is met. Fees earned
from providing customerswith custody services are typically recognized and billed on amonthly basis over the period the service
is performed which iswhen the performance obligation ismet, as a percentage of the value of the customer's assets held in custody
(calculated daily or monthly).

Servicing and other fees from HSBC affiliates Wereceivefeesfrom other HSBC affiliatesfor providing them with variousbanking,
wealth management and other miscellaneous services as well as support for certain administrative and global business activities.
Thesefeesarereported in servicing and other feesfrom HSBC affiliates and are typically recognized and billed on amonthly basis
over the period the service is performed or for some fees that are transaction based, at the point in time the transaction occurs,
which iswhen the performance obligation is met. See Note 22, "Related Party Transactions," for additional information regarding
the various services provided and other transactions with HSBC affiliates.

Insurance We earn commissions from the sale of third-party insurance policies which are typically recognized on a weekly or
monthly basis, when the policy goesinto effect which is when the performance obligation is met.

Deferred Fee Income

Information related to deferred feeincome on loan commitments, revolving credit facilities and standby letters of credit isincluded
in Note 26, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements,”" and Note 27, "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 totaled $2 million and $1 million at December 31, 2018
and December 31, 2017, respectively. We expect to recognize this revenue over aremaining period of one year or less.

Other than asdescribed aboveunder trust and investment management fees, wedo not usesignificant judgmentsinthedetermination
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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22. Related Party Transactions

In the norma 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 to other HSBC affiliates (other
than FDIC insured banks) are legally required to be secured by eligible collateral. The following tables and discussions below
present the more significant related party balances and the income (expense) generated by related party transactions:

At December 31, 2018 2017
(in millions)
Assets:
Cash and dUE FrOM DANKS ......c.ccucuiiiciici e et rens $ 245 % 191
Interest bearing deposits With DANKS.............ooiiiiiriii s 1,000 473
Securities purchased under agreements to reSell® ...........co.oovuceereeeeeeeeeeceeeeeee e — 1,115
QLI o [T 10 = 555 = 102 63
0 U 2,274 6,750
(0177 OO 169 134
B0 = = 5= £ TR $ 3,790 % 8,726
Liabilities:
D= 0015 1 TSR $ 12,000 $ 105521
I [l aTe T TS o1 =SS 349 737
ShOrt-TErM DOMTOWINGS......coueieiie ettt e e st b e se et eneas 638 1,595
[0 0T (0 10 (= o 7,845 4,841
OB oot 333 387
TOLAl [HADIITIES. ....veveeeeeeeeceeee ettt e et ae s ae e beebesae et e sbesbesbanbesbessenseneeneennasens $ 21,165 $ 18,081

@ Reflects purchases of securities 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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Year Ended December 31, 2018

2017

2016

Income (Expense):

(in millions)

INEEFESE INCOME.......eceieeiceeere ettt $ 107 $ 65 122

[NEEFESE EXPIENSE ...ttt re sttt b st re sttt b bt b bt e b bt se bt e et b bt e bbb (367) (267) (166)
= B g =S = o1 RS (260) (202) (44)
Trading FEVENUE (EXPENSE) ....eveuieeeereeeereeerteestee sttt b ettt b e b e b bbbt b et b b e b 1,370 (615) (1,297)
Servicing and other fees from HSBC affiliates:

HSBC BANK PIC....tiiitiiitirietirie sttt bbbttt 176 154 156

HSBC Markets (USA) INC. ("HMUS") ..o 112 71 34

HSBC FINAINCE ......uieitieceiect ettt et b et 3 44 40

Other HSBC affillI@ES. ....vveerreeeiirire et 65 79 59
Total servicing and other fees from HSBC affiliates...........cocooviiciiiiiciiiccccee, 356 348 289
Gain (loss) on instruments designated at fair value and related derivatives...........coeeeeevrinnene. (1,052) 1,108 467
Support services from HSBC affiliates:

HSBC Technology & Services (USA) ("HTSU") ..o (1,198) (1,165) (1,027)

HIMUS ..ttt bbb e bbbt e bbbt e bbbt e b bt ne bbb (105) (121) (214)

Other HSBC affili@ES. .....veeerereererereere e (300) (263) (254)
Total support services from HSBC affiliates............occovoiiiiiiiiicic e (1,603) (1,549) (1,495)
Rental income from HSBC affiliates, NEt™..............coovueeveereeeceeseeeee e 48 54 60
Stock based COMPENSALioN EXPENSE?...............creeeeeeeeises s (25) (31) (39)

@ Wereceive 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 affiliatesis recorded as a component of occupancy expense, net in our consolidated statement of income (10ss).

@ 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 20, "Pension and Other Postretirement Benefits.”

During 2018, our results were impacted by an immaterial out of period adjustment which increased servicing and other fees from
HSBC affiliates by approximately $10 million in connection with costs reimbursements related to prior years.

Funding Arrangements with HSBC Affiliates:

We use HSBC &ffiliates to fund a portion of our borrowing and liquidity needs. At December 31, 2018 and 2017, long-term debt
with affiliates reflected $7.8 billion and $4.9 billion, respectively, of borrowings from HSBC North America. During the fourth
quarter of 2018, $4.0 billion of these borrowings were repaid and were replaced as discussed below. The remaining outstanding

balances include:

* $1.5hbillion of fixed-rate senior debt which was issued during the fourth quarter of 2018 and matures in March 2021;
»  $2.0hillion of fixed-rate senior debt which was issued during the fourth quarter of 2018 and maturesin May 2021;

*  $0.9 billion of floating-rate subordinated debt which was issued in 2015 and maturesin May 2025;

e $2.0hillion of fixed-rate senior debt which wasissued during the fourth quarter of 2018 and maturesin September 2025;

and

* $1.5hillion of fixed-rate senior debt which was issued during the fourth quarter of 2018 and matures in March 2026.

We have a$150 million uncommitted line of credit with HSBC North America. There was no outstanding balance under this credit

facility at either December 31, 2018 or 2017.

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.
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Lending and Derivative Related Arrangements Extended to HSBC Affiliates:
At December 31, 2018 and 2017, we had the following loan balances outstanding with HSBC affiliates:

At December 31, 2018 2017

(in millions)
HMUS and SUBSITIGIES ....cvcveveicvcicieicieiciccie ettt ettt bbbt s st et besesenenes $ 2235 % 6,690
Other short-term affiliate |eNAiNg........ccceririii e e 39 60
B o = I LY=L $ 2274 $ 6,750

HMUS and subsidiaries We have extended loans and lines, some of them uncommitted, to HMUS and its subsidiaries in the
amount of $12.8 billion and $7.9 billion at December 31, 2018 and 2017, respectively, of which $2.2 billion and $6.7 hillion,
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 alowed to mature. Included in the outstanding borrowings at
December 31, 2017 was a$5.0 billion overnight loan to HS| that was repaid in early January asthe wire processfrom HSI to settle
daily activity failed.

We have extended lines of credit to various other HSBC affiliatestotaling $3.9 billion which did not have any outstanding balances
at either December 31, 2018 and 2017.

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 December 31, 2018 and 2017, there were $39 million and
$60 million, respectively, of these oans outstanding.

HSBC Finance During 2017, we received $28 million of loan prepayment fees from HSBC Finance associated with the payoff
of their loan, which were included in servicing and other fees from HSBC affiliates.

Derivative Contracts Aspart of aglobal HSBC strategy to offsetinterest rate or other market risksassociated with certain securities,
debt issues and derivative contractswith unaffiliated third parties, we routinely enter into derivative transactionswith HSBC Bank
plc and other HSBC affiliates. The notional value of derivative contracts related to these transactions was approximately $809.5
billion and $768.4 billion at December 31, 2018 and 2017, respectively. The net credit exposure (defined as the net fair value of
derivative assetsand liahilities, including any collateral received) related to the contracts was approximately $108 million and $64
million at December 31, 2018 and 2017, respectively. Our Globa Banking and Markets business accounts for these transactions
on amark to market basis, with the change in value of contracts with HSBC affiliates substantially offset by the change in value
of related contracts entered into with unaffiliated third parties.

Services Provided Between HSBC Affiliates:

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

« HSBC North America'stechnol ogy and support services, including risk management, compliance, operations, finance, tax,
legal, human resources, corporate affairs and other shared services, are centralized within HTSU. HTSU also provides
certain item processing and statement processing activitiesto us. Thefeeswe pay HTSU for the centralized support services
and processing activities are included in support services from HSBC affiliates. We also receive fees from HTSU for
providing certain administrative servicesto them. Thefeeswereceive from HTSU areincluded in servicing and other fees
from HSBC affiliates. In certain cases, for facilities used by HTSU, we may guarantee their performance under the lease
agreements.

*  Weuse other subsidiaries of HSBC, including HSBC Global Services Limited an HSBC subsidiary located outside of the
United States, to provide various support servicesto our operations, including among other areas, information technol ogy,
softwaredevel opment, customer service, collection, risk management and accounting. Theexpensesrel atedtotheseservices
areincluded in support services from HSBC affiliates.

*  WetltilizeHSI, asubsidiary of HMUS, for broker deal er, debt underwriting, customer referrals, loan syndication and other
treasury and traded markets related services, pursuant to service level agreements. Debt underwriting fees charged by HSI
aredeferred asareduction of long-term debt and amortized to interest expense over thelife of therel ated debt. Feescharged
by HSI for the other services are included in support services from HSBC affiliates. We also receive fees from HSI for
providing certain wealth management servicesto them. The feeswe receive from HSI are included in servicing and other
feesfrom HSBC dffiliates.

*  Werecelve feesfrom other subsidiaries of HSBC, including HSBC Bank plc, for providing them with banking and other
miscellaneous services as well as support for certain administrative and global business activities. These fees are reported
in servicing and other fees from HSBC affiliates.
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» Prior to 2018, we received residential mortgage loan servicing fees from HSBC Finance for services performed on their
behalf and paid residential mortgage loan servicing feesto HSBC Finance for services performed on our behalf. The fees
we received from HSBC Finance were reported in servicing and other fees from HSBC affiliates. During 2017, HSBC
Finance completed the execution of their receivable sales program and, as aresult, we are no longer servicing residential
mortgageloansfor HSBC Finance. Feeswe paid to HSBC Finance were reported in support servicesfrom HSBC ffiliates.
Thisincluded fees paid for the servicing of residential mortgage loans that we previously purchased from HSBC Finance.
During 2017, we sold these residential mortgage loansto third parties.

Other Transactions with HSBC Affiliates

At both December 31, 2018 and 2017, we had $1,265 million of non-cumulative preferred stock issued and outstanding to HSBC
North America. See Note 17, "Preferred Stock,” for additional details.

23. Business Segments

We have five distinct business segments that we utilize for management reporting and analysis purposes, which are aligned with
HSBC's global business strategy: Retail Banking and Wealth Management ("RBWM"), Commercia Banking ("CMB"), Global
Banking and Markets ("GB&M"), Private Banking ("PB") and a Corporate Center ("CC"). There have been no changes in the
basis of our segmentation as compared with the presentation in our Annual Report on Form 10-K for the year ended December
31, 2017 (2017 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 afunding 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 ratesthat incorporate both repricing (interest raterisk) and tenor (liquidity) characteristics. Theobjective
of these charges/credits is to transfer interest rate risk from the segments to one centralized unit in Balance Sheet Management,
recognize term funding costs/benefits and more appropriately reflect the profitability of the segments.

Certain other revenue and operating expense amounts are al so apportioned among the business segments based upon the benefits
derived fromthisactivity or therelationship of thisactivity to other segment activity. Theseinter-segment transactionsareaccounted
for asif they were with third parties.

Our segment results are presented in accordance with HSBC Group accounting and reporting policies, which apply International
Financial Reporting Standards ("IFRSS") asissued by the |ASB and endorsed by the EU, and, as aresult, 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 aU.S. GAAP basis.

As discussed more fully below, during 2018, we adopted new accounting guidance under the Group Reporting Basis for the
requirements of IFRS 9, "Financia Instruments’ ("IFRS 9"), and we aso implemented a change in accounting policy under the
Group Reporting Basis to classify structured notes and deposits as liabilities designated under the fair value option. There have
been no additional changes in the measurement of segment profit as compared with the presentation in our 2017 Form 10-K.

A summary of significant differences between U.S. GAAP and the Group Reporting Basis as they impact our resultsis presented
below:

Net Interest Income

Expected credit losses / loan impairment - As discussed more fully below under "Expected Credit Losses (Provision for Credit
Losses)," under the Group Reporting Basis the amount of impairment relating to the discounting of future cash flows unwinds
with the passage of time. There is no similar requirement under U.S. GAAP.

Loan origination - Certain |oan fees and incremental direct |oan origination costs, which would not have been incurred but for the
origination of the loans, are deferred and amortized to earnings over the life of the loan under the Group Reporting Basis. Certain
loan fees and incremental direct loan origination costs, including internal costs directly attributable to the origination of loansin
addition to direct salaries, are deferred and amortized to earnings over the life of the loan under U.S. GAAP. Loan origination
deferrals are more stringent under the Group Reporting Basis and generally result in lower costs being deferred than permitted
under U.S. GAAP. Inaddition, all deferred |oan origination fees, costsand | oan premiums must berecognized based on the expected
life of the loan under the Group Reporting Basis as part of the effective interest calculation, while under U.S. GAAP, they may be
recognized on either a contractual or expected life basis.

Deposit incentives - Under the Group Reporting Basis, costs associated with cash back incentives offered on customer deposits
are deferred and amortized to interest expense over the incentive period, while under U.S. GAAP, such costs are recognized
immediately in operating expenses.
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Other Operating Income (Total Other Revenues)

Loans held for sale - For loans transferred to held for sale subsequent to origination, the Group Reporting Basis requires these
loans to be reported separately on the balance sheet when certain criteria are met which are generally more stringent than those
under U.S. GAARP, but does not change the recognition and measurement criteria. Accordingly, for the Group Reporting Basis,
such loans continue to be accounted for and credit losses continue to be measured in accordance with IFRS 9 (or for periods prior
to 2018, IAS 39, "Financial Instruments. Recognition and Measurement” ("IAS 39")), with any gain or loss recorded at the time
of sale. U.S. GAAPrequires|oans that meet the held for sale classification requirements be transferred to aheld for sale category
and subsequently be measured at the lower of amortized cost or fair value. Under U.S. GAAP, the component of the lower of
amortized cost or fair value adjustment upon transfer to held for sale related to credit risk isrecorded in provision for credit losses
while the component related to interest rates and liquidity factorsisrecorded in other revenues. Changesin the lower of amortized
cost or fair value after theinitial transfer to held for sale are recorded in other revenues to the extent permissible.

For loans originated with the intent to sell, the Group Reporting Basis requires these loans to be classified as trading assets and
recorded at their fair value, with gains and losses recorded in trading revenue. Under U.S. GAARP, such loans are classified asloans
held for sale and, with the exception of certain loans accounted for under FV O accounting, are recorded at the lower of amortized
cost or fair value, with changes in the lower of amortized cost or fair value adjustment recorded in other revenues to the extent
permissible.

Structured notes and deposits - Beginning January 1, 2018, HSBC concluded that a change in accounting policy and presentation
from trading liabilities to liabilities designated under the fair value option for structured notes and deposits under the Group
Reporting Basis would be appropriate since it would better align with the presentation of similar financial instruments by peers
under IFRSs and therefore provide more relevant information about the effect of these financia liabilities on reported financia
position and performance. As a result, the fair value movement on structured notes and deposits attributable to our own credit
spread is now being recorded in other comprehensive income (loss) under the Group Reporting Basis, consistent with U.S. GAAP
as discussed further below. Prior to January 1, 2018, structured notes and deposits were classified as trading liabilities under the
Group Reporting Basisand carried at fair value with changesin fair value recorded in earnings. During 2017 and 2016, total other
revenues under the Group Reporting Basisin GB&M included losses of $85 million and $33 million, respectively, from the fair
value movement on structured notes and deposits attributable to our own credit spread.

Under U.S. GAAP, we elected to apply fair value option accounting to these structured notes and deposits. Beginning January 1,
2017, the adoption of new accounting guidance under U.S. GAAPrequired thefair value movement on fair value option liabilities,
including structured notes and deposits, attributable to our own credit spread to be recorded in other comprehensive income (10ss).
Prior to January 1, 2017, thefair value movement onfair value option liahilities, including structured notesand deposits, attributable
to our own credit spread was recorded in earnings.

Low income housing tax credit investments - Under the Group Reporting Basis, the amortization of our investment balance and
associated tax benefits are presented net in other operating income. Under U.S. GAAPR, amortization of our investment balance
and associated tax benefits are presented net in income tax expense.

Renewable energy tax credit investments - Renewable energy tax credit investments are reported as available-for-sale securities
and measured at fair value under the Group Reporting Basis, with changes in fair value recognized in equity. Under U.S. GAAPR,
these investments are accounted for under the equity method, with the amortization of our investment balance presented in other
revenues and the tax benefits obtained presented in income tax expense.

Servicing assets - Under the Group Reporting Basi s, servicing assetsareinitially recorded on the bal ance sheet at cost and amortized
over the projected life of the assets. Servicing assets are periodically tested for impairment with impairment adjustments charged
against current earnings. Under U.S. GAAR, servicing assetsareinitially recorded on the balance sheet at fair value. All subsequent
adjustmentsto fair value are reflected in other revenues. During the fourth quarter of 2016, we sold our remaining M SRs portfolio.

Expected Credit Losses (Provision for Credit Losses)

Expected credit losses / loan impairment - On January 1, 2018, we adopted new accounting guidance under the Group Reporting
Basis in conjunction with HSBC's adoption of the requirements of IFRS 9 with the exception of the provisions relating to the
presentation of gains and losses on financia instruments designated at fair value which were previously adopted in 2017.

Under IFRS 9, expected credit losses ("ECL") are recognized for a) financial assets measured at amortized cost, including loans,
securities purchased under agreementsto resell and certain debt securities; b) financial assets measured at fair value with changes
infair value recorded through other comprehensive income (loss), primarily debt securities; and ¢) certain loan commitments and
financial guaranteecontracts. Financial assetswhichhavenot experienced asignificantincreasein credit risk sinceinitial recognition
are considered to bein 'stage 1'; financial assets which are considered to have experienced a significant increase in credit risk are
in'stage 2'; and financial assetsfor which thereis objective evidence of impairment so are considered to be in default or otherwise
credit-impaired arein 'stage 3'. At initial recognition and for financial assetsthat remain in stage 1, an allowance (or provisionin
the case of some loan commitments and financial guarantees) is required for ECL resulting from default events that are possible

171



HSBC USA Inc.

within the next 12 months ("12-month ECL"). In the event of a significant increase in credit risk, an allowance (or provision) is
required for ECL resulting from all possible default events over the expected life of the financia instrument ("lifetime ECL") and
financial assets are moved to stage 2 or stage 3.

The adoption of the new accounting guidance on January 1, 2018 on our customer loan portfolio resulted in an increase to our
customer loan allowance for ECL of approximately $60 million with a corresponding charge to equity under the Group Reporting
Basis. Theimpact of adoption on the allowance for other financial assets was not significant. Prior to 2018, impairment under the
Group Reporting Basiswas measured in accordancewith | AS 39 and recognized when there was obj ective evidence of impairment.

Under U.S. GAAP, we maintain an allowance for credit losses that reflects our estimate of probable incurred lossesin the existing
loan portfolio. For commercial loans collectively evaluated for impairment, we utilize a loss emergence period greater than 12
monthsfor calculating the allowancefor credit lossesunder U.S. GAAP, while under the Group Reporting Basis, aloss emergence
period is not applicable under IFRS 9. Under IFRS 9, amajority of our commercial loans are considered to bein stage 1 and a 12-
month ECL isrecorded for these loans under the Group Reporting Basis. Asaresult of the different approaches, the allowance for
credit losses for commercial loansis currently higher under U.S. GAAP than under the Group Reporting Basis. Prior to 2018, we
utilized different loss emergence periodsfor calculating the allowance for credit losses under U.S. GAAP and the Group Reporting
Basis. On an annual basis, we conduct reviews of our loss emergence period estimate used for U.S. GAAP reporting purposes
based upon regulatory guidance and bank industry practicein the United States and, prior to 2018, we separately conducted annual
reviews of the loss emergence period estimate under the Group Reporting Basis. These reviews resulted in a longer emergence
period under U.S. GAAP than under the Group Reporting Basis and, therefore, the allowance for credit losses for commercial
loans collectively evaluated for impairment was higher under U.S. GAAP than under the Group Reporting Basis. This difference
in loss emergence period was primarily attributable to the different approaches used for U.S. GAAP and the Group Reporting
Basis. We determined that, based on the judgment involved and the practice which had evolved in different jurisdictions, both
approaches for estimating |oss emergence periods resulted in an appropriate allowance for credit losses under the reporting basis
to which each was being applied.

In addition to the differences discussed above related to |oss emergence period and from using an ECL approach under the Group
Reporting Basis, beginningin 2018, compared with anincurred lossapproach under U.S. GAAP, the Group Reporting Basisutilizes
discounting for estimating credit losses on customer |oansincluding recovery estimates. The amount of impairment relating to the
discounting unwinds with the passage of time. Under U.S. GAAP, discounting is applied only to the extent |oans are considered
TDR Loans. Also under the Group Reporting Basis, if the fair value on secured loans previously written down increases because
collateral values have improved and the improvement can be related objectively to an event occurring after recognition of the
write-down, such write-downisreversed, whichisnot permitted under U.S. GAAP. Additionally under the Group Reporting Basis,
future recoveries on charged-off loans or loans written down to fair value less cost to obtain title and sell are accrued for on a
discounted basisand arecovery asset isrecorded. Subsequent recoveriesare recorded to earningswhen received under U.S. GAAPR,
but are adjusted against the recovery asset under the Group Reporting Basis.

Loans held for sale - As discussed more fully above under "Other Operating Income (Total Other Revenues),” under U.S. GAAP,
the credit risk component of the lower of amortized cost of fair value adjustment related to the transfer of loansto held for saleis
recorded in provision for credit losses. Thereis no similar requirement under the Group Reporting Basis.

Operating Expenses

Property - The sale and leaseback of our 452 Fifth Avenue property, including the 1 W. 39th Street building, in 2010 resulted in
therecognition of again under the Group Reporting Basis, whileunder U.S. GAAR, such gainisdeferred and was being recogni zed
over thelease term (which was ten years) due to our continuing involvement. During 2017, we extended the lease for an additional
five years as well asthe amortization of the deferred gain to reflect the new lease term.

Pension and other postretirement benefit costs - Pension expense under U.S. GAAP is generally higher than under the Group
Reporting Basis as a result of the amortization of the amount by which actuarial losses exceeds the higher of 10 percent of the
projected benefit obligation or fair value of plan assets (the corridor). In addition, under the Group Reporting Basis, pension
expense is determined using a finance cost component comprising the net interest on the net defined benefit liability which does
not reflect the benefit from the expectation of higher returns on plan assets. In 2018, pension expensewas higher under U.S. GAAP
due primarily to the impact of animmaterial out of period adjustment which increased pension expense under U.S. GAAP by $10
million in connection with pension valuation changes related to prior years. Under the Group Reporting Basis, this expense was
recorded directly to retained earnings. In 2017, pension expense was higher under U.S. GAAP due primarily to the impact of
HSBC North America completing alimited-time lump sum offer to former vested HSBC North America Pension Plan employees.
Under the Group Reporting Basis, completion of the offer resulted in a benefit from reducing HSBC North America's net under-
funded status, while under U.S. GAAP, this benefit was more than offset by expense from an acceleration of aportion of the Plan's
actuarial losses which had been reflected in HSBC North America's accumulated other comprehensive income. Under the Group
Reporting Basis, these actuarial 10sses are recorded directly to retained earnings.
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Loan origination - As discussed more fully above under "Net interest income," loan origination cost deferrals are more stringent
under the Group Reporting Basis and generally result in lower costs being deferred than permitted under U.S. GAAP.

Deposit incentives - Asdiscussed morefully above under "Net interest income,” incentive costs on customer deposits are deferred
and amortized tointerest expense under the Group Reporting Basis, whileunder U.S. GAARP, such costsarerecognizedimmediately
in operating expenses.

Litigation expense - Under U.S. GAAP, litigation accruals are recorded when it is probable a liability has been incurred and the
amount isreasonably estimable. Under the Group Reporting Basi s, apresent obligation and aprobabl e outflow of economic benefits
must exist for an accrual to be recorded. This may create differences in the timing of accrual recognition between the Group
Reporting Basisand U.S. GAAP. Additionally, under the Group Reporting Basis, legal coststo defend litigation are accrued at the
time that a liability is recorded for the related litigation, while under U.S. GAAP, these costs are recognized as services are
performed.

Assets

Derivatives - Under U.S. GAAP, derivative receivables and payables with the same counterparty may be reported on anet basis
in the balance sheet when there is a legally enforceable netting agreement in place. In addition, under U.S. GAARP, fair value
amounts recogni zed for the obligation to return cash collateral received or theright to reclaim cash collateral paid are offset against
thefair valueof derivativeinstruments. Under the Group Reporting Basi s, these agreementsdo not necessarily meet therequirements
for offset, and therefore such derivative receivables and payables are presented gross on the balance shest.

Securities transferred to held-to-maturity - During 2014, we transferred securities from available-for-sal e to held-to-maturity and,
as a result, AOCI under both the Group Reporting Basis and U.S. GAAP included net pretax unrealized losses related to the
transferred securities which were being amortized over the remaining contractual life of each security as an adjustment of yield.
Asaresult of adopting IFRS 9 under the Group Reporting Basis, effective January 1, 2018, the remaining unamortized net pretax
unrealized losses were reclassified out of AOCI and adjusted against the carrying value of the securities held-to-maturity, while
under U.S. GAARP, such unrealized losses remain in AOCI and continue to amortize as an adjustment to yield.

Unquoted equity securities - Under the Group Reporting Basis, the Visa Class B Shares were classified as available-for-sale
securities and measured at fair value, with changesin fair value recognized in equity. Under U.S. GAAP, the Visa Class B Shares
were measured at cost and classified in other assets. Beginning in 2016 and into 2017, we sold substantially all of our remaining
VisaClass B Sharesto athird party.

Loans - As discussed more fully above under "Other Operating Income (Total Other Revenues),” on a Group Reporting Basis,
loans designated as held for sale at the time of origination and accrued interest are classified as trading assets. However, the
accounting requirements governing when loans previously held for investment are transferred to aheld for sale category are more
stringent under the Group Reporting Basis than under U.S. GAAPwhich resultsin loans generally being reported as held for sale
later than under U.S. GAAP.

Precious metal loans - Under U.S. GAAP, precious metals leased or loaned to customers are reclassified from trading precious
metals into loans and are carried at amortized cost, while under the Group Reporting Basis, precious metals leased or loaned to
customers continue to be part of the precious metal inventory recorded in other assets and are carried at fair value.

Loan allowance - Asdiscussed morefully above under "Expected Credit L osses (Provisionfor Credit Losses)," beginningin 2018,
we use an ECL approach for estimating credit losses under the Group Reporting Basis compared with an incurred loss approach
under U.S. GAARP. In addition, for commercial loans collectively evaluated for impairment, we utilize a loss emergence period
greater than 12 months for calculating the allowance for credit losses under U.S. GAAP, while under the Group Reporting Basis,
aloss emergence period is no longer used beginning in 2018 under IFRS 9. Prior to 2018, we utilized different |oss emergence
periodsfor U.S. GAAP and the Group Reporting Basis.

Goodwill - The Group Reporting Basis and U.S. GAAP require goodwill to be tested for impairment at least annually, or more
frequently if circumstances indicate that goodwill may be impaired. Under the Group Reporting Basis, goodwill was amortized
until 2005, however goodwill was amortized under U.S. GAAP until 2002, which resulted in alower carrying amount of goodwill
under the Group Reporting Basis.
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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 Basisto U.S. GAAP consolidated totals:

Group Reporting Basis Consolidated Amounts

Group
Group Repor_ting
Adjustments/ Reporting Basis U.S. GAAP
Reconciling Basis Reclassi-  Consolidated
RBWM CMB GB&M PB cc Items Total Adjustments® fications® Totals
(in millions)
Year Ended December 31, 2018
Net interest income........... $ 839 $ 797 $ 610 $ 172 $ 91 % — $ 2559 § (16) $ (291) $ 2,252
Other operating income..... 297 226 751 73 257 — 1,604 9) 304 1,899
Total operating income...... 1,186 1,023 1,361 245 348 — 4,163 (25) 13 4,151
Expected credit losses/
provision for credit losses. 38 (43) (194) 4 4 — (199) 115 11 (73)
1,148 1,066 1,555 249 344 — 4,362 (140) 2 4,224
Operating expenses........... 1,286 589 834 236 688 — 3,633 3 2 3,638
Profit (loss) before income
tax expense.........c..ee.... $ (138) $ 477 $ 721 $ 13 $ (344) $ — % 729 % (143) $ — 3 586
Balances atend of period:~— - -
Total asSetS.....cevvereereeerenee. $19,000 $25047 $ 73,187 $6,797 $ 79344 $ — $203375 $ (30,927) $ — $ 172,448
Total loans, net®............... 16,918 23,913 18,895 5715 1,599 — 67,040 (2,428) 3,825 68,437
GooAWill ... 581 358 — 321 — — 1,260 347 — 1,607
Total deposits(l) ................. 32,612 23,604 30,181 8,193 2,781 — 97,371 (2,017) 15,601 110,955
Year Ended December 31, 2017
Net interest income............ $ 886 $ 739 $ 58 $ 217 $ (40) $ — $ 2387 % 48 $ (66) $ 2,273
Other operating income..... 526 216 617 94 274 — 1,727 200 75 2,002
Total operating income...... 1,412 955 1,202 311 234 — 4,114 152 9 4,275
Expected credit losses /
provision for credit losses. 25 (52) (94) 2 — — (119) (72) 26 (165)
1,387 1,007 1,296 309 234 — 4,233 224 17) 4,440
Operating expenses.......... 1,185 558 881 244 465 — 3,333 75 (17) 3,391
Profit (loss) before income
taxX expense ......oovvreeenes $ 202 $ 449 $ 415 $ 65 $ (23) $ — $ 900 $ 149 $ — $ 1,049
Balances at end of period:— - -
Total asSetS.....cevereereerrenes $18,707 $23644 $ 72,734 $8190 $97038 $ — $220313 $ (33078) $ — $ 187,235
Total loans, net.................. 16,685 22,444 19,125 6,405 3,556 — 68,215 (1,397) 5,064 71,882
GooaWill ..o 581 358 — 321 — — 1,260 347 — 1,607
Total deposits........c.c.vvnee. 34,186 24,239 25476 8,470 4,923 — 97,294 (3261) 24,669 118,702
Year Ended December 31, 2016
Net interest income.......... $ 818 $ 749 $ 567 $ 207 $ 132 $ 2 $ 2471 $ (76) $ 89 $ 2,484
Other operating income..... 363 229 785 89 127 2 1,595 (104) (87) 1,404
Total operating income..... 1,181 978 1,352 296 259 — 4,066 (180) 2 3,888
Expected credit losses/
provision for credit losses. 70 50 383 — 9 — 494 (78) (44) 372
1,111 928 969 296 268 — 3,572 (102) 46 3,516
Operating expenses........... 1,131 501 986 232 338 — 3,278 (26) 46 3,298
Profit (loss) before income
taX EXPENSE ...oovereercerenes $ (200 $ 337 $ (17 $ 64 $ (700 $ — $ 294 $ (76) $ — 3 218
Balances at end of period: -
Total assetS.....covvreereninins $19,618 $25082 $ 85215 $7,714 $108877 $ — $246506 $ (45,234) $ 29 $ 201,301
Total loans, net................. 16,889 24,125 21,914 6,024 3,512 — 72,464 (405) 799 72,858
GOOAWill oo, 581 358 — 325 — — 1,264 348 — 1,612
Total deposits......ccvuverenee. 32,472 22,005 22,260 11,618 6,989 — 95,344 (4,379) 38,283 129,248
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In addition to the changes discussed above, in conjunction with HSBC's adoption of the requirements of IFRS 9 HUSI also adopted changes in presentation
under the Group Reporting Basis related to affiliate loans and deposits as well as cash collateral posted and received. Beginning January 1, 2018, affiliate
loans have been reclassified from other assets to loans, affiliate deposits have been reclassified from other liabilities to deposits, cash collateral posted has
been reclassified from loans to other assets and cash collateral received has been reclassified from deposits to other liahilities. As aresult of these changes,
total loans, net and total depositsin the GB& M segment decreased $0.1 billion and increased $8.3 billion, respectively, and total loans, net and total deposits

in the CC segment decreased $2.2 billion and increased $0.3 billion, respectively, at December 31, 2018.

Represents adjustments associated with differences between U.S. GAAP and the Group Reporting Basis. These adjustments, which are more fully described

above, consist of the following:

Provision Profit (Loss)
Interest Other for Credit Operating before Income Total
Income Revenues Losses Expenses Tax Expense Assets
(in millions)
December 31, 2018
Deposit incentives... $ 9 — 3 — 20 $ 11) $ (10)
DENVALiVES......c.cocviiiiic s — — — — — (30,866)
Expected credit losses/ |oan impairment........... (6) — 118 — (124) (386)
GOOAWIIL ... — — — — — 347
Loan origination (29) 3 — (14) (18) 45
Loansheld for sale ..., 9 6 (3) — 18 45
Pension and other postretirement benefit costs. — — — 8 (8) (44)
Property ... — — — 8) 8 7
Securities transferred to held-to-maturity. — — — — — (76)
OLhEr oo 1 (12) — (3) (8) 11
Total adjustments...........ccoevvcivcrniciiniirininns $ (16) 9 $ 115 3 3 (143) $  (30,927)
December 31, 2017
DENVALIVES. ..o $ — — 3 — — $ — 3 (32,900)
Expected credit losses/ |oan impairment........... (43) — (72) — 29 (332)
GOOOWIll ..o — 1) — — €)) 347
L0an origination ...........ccocueurerenresnsssssensnnenns (19) — — (14) (5) 42
Loans held for sale 9 141 — — 150 21
_ _ — 94 (94) (263)
— — — 11) 11 8
— 85 — — 85 —
5 (25) — 6 (26) 1)
$ (48) 200 $ (72) %% 149 % (33,078)
December 31, 2016
DENVALIVES......oooomreerveeseseeesssssssseessssssssssesssnens $ — — % — — 3 — $  (44911)
Expected credit losses/ loan impairment........... (57) 7 (58) 1 7 (326)
GOOAWIT] ... — — — — — 348
L0oan origination ..........ccoureeeerneneereenensereeneeens (22) — — (29) 2 35
Loansheldfor sale.........ccccniininiciniiciicininns — (80) (20) — (60) (31)
Pension and other postretirement benefit costs. — — — 19 (29) (191)
PrOPErty ....ccoceveiicieniceeseee e — — — (29) 19 16
Unquoted equity SECUMtIesS.........cccveveerueecennnee — — — — — (163)
Other ... 2 (31) — 8) (21) (11)
Total adjustments.........coccviviciiciniciniiins $ (76) (104) $ (78) (26) $ (76) $  (45234)

Represents differencesin financial statement presentation between U.S. GAAP and the Group Reporting Basis.
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24. 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") isrequired if the total of all dividends HSBC Bank USA
declaresin 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 aso 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 |ossesand bad debts. Bad debts are debts due and unpaid for aperiod of six monthsunlesswell secured,
as defined, and in the process of collection. In February 2019, HSBC Bank USA's Board of Directors approved a common stock
return of capital of $2.4 billion to be paid to HSBC USA during the first quarter of 2019.

HSBC Bank USA is also 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, 2018 and 2017, HSBC Bank USA was required to maintain
$2,205 million and $2,929 million, respectively, of reserve balances with the Federal Reserve Bank which are reported within
interest bearing deposits with banks on the consolidated balance sheet.

The following table summarizes the capital amounts and ratios of HSBC USA and HSBC Bank USA, calculated in accordance
with banking regulations in effect at December 31, 2018 and 2017:

December 31, 2018 December 31, 2017
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 w..oooveeeeeeeeeeeeeseeeseree $ 17,459 45% @  136% $ 17,428 45% @  14.2%

HSBC Bank USA.......ccccooevvveeieen. 19,456 6.5 15.7 19,294 6.5 16.7
Tier 1 capital ratio:

HSBCUSA. ..., 18,724 6.0 14.6 18,696 6.0 15.3

HSBC Bank USA........cccooeevvvieeienen. 21,956 8.0 17.7 21,786 8.0 18.8
Tota capital ratio:

HSBCUSA. ..., 21,972 10.0 17.2 22,565 10.0 184

HSBC Bank USA.......ccccooevvveeieen. 25,293 10.0 20.4 25,522 10.0 22.1
Tier 1 leverageratio:

HSBC USA ...cooveeeeereeeeeeeeeeseeene 18,724 40 @ 110 18,696 40 @ 99

HSBC Bank USA.......ccccoeeevvvieeienen. 21,956 5.0 13.1 21,786 5.0 11.7
Supplementary leverageratio ("SLR"):

HSBC USA w..ooooeeeeeeeeeeeeeseeeserene 18,724 30 @ 76 N/A

HSBC Bank USA.........cooveeeerernene. 21,956 30 ® 91 N/A
Risk-weighted assets:

HSBC USA oo 127,917 122,584

HSBC Bank USA........cccoeevvvieerenen. 124,112 115,667
Adjusted quarterly average assets:”

HSBCUSA. ..., 170,565 188,774

HSBC Bank USA.......ccccocevvieeee. 168,154 186,551
Total leverage exposure:®...................

HSBC USA oo 245796 N/A

HSBC Bank USA.......ccccoeeevvvveerenen. 242,264 N/A

@ HSBC USA and HSBC Bank USA are categorized as "well-capitalized,” as defined by their principal regulators. To be categorized aswell-capitalized under
regulatory guidelines, abanking institution must havetheratiosreflected in the above table, and must not be subject to adirective, order, or written agreement
to meet and maintain specific capital levels.

@ Thereare no common equity Tier 1 or Tier 1 leverage ratio components in the definition of awell-capitalized bank holding company. The ratios shown are
the regulatory minimum ratios.
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®  Beginning January 1, 2018, HSBC USA and HSBC Bank USA arerequired to maintain theregulatory minimum SLR of 3 percent. Thereisno SLR component
in the definition of awell-capitalized banking institution.

@ Representsthe 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.
N/A Not Applicable

We are subject to regulatory capital rules issued by U.S. banking regulators including Basel 111 (the "Basel 111 rule") which, for
banking organizations such as HSBC North America and HSBC Bank USA, became effective in 2014 with certain provisions
being phased in over timethrough the beginning of 2019. Asaresult, the capital ratiosin thetable above are reported in accordance
with the fully phased-in Basdl 111 rule for December 31, 2018 and in accordance with the transition rules within the Basel 111 rule
for December 31, 2017. In addition, risk-weighted assets in the table above are calculated using the generally-applicable
Standardized Approach.

During 2018 and 2017, HSBC USA did not receive any cash capital contributions from its parent, HSBC North America, and did
not make any capital contributionsto its subsidiary, HSBC Bank USA.

25. Variable Interest Entities

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

Variable Interest Entities We consolidate VIEs in which we hold a controlling financial interest as evidenced by the power to
direct the activities of aVIE that most significantly impact its economic performance and the obligation to absorb losses of, or the
right to receive benefits from, the VIE that could 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 inthe aggregate could be significant enough to warrant our designation asthe primary beneficiary and hencerequire
us to consolidate the VIE or otherwise require us to make appropriate disclosures. We consider our involvement to be 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 afinancial guarantee that covers assets held or liabilitiesissued by aVIE; (iii) sponsor the
VIE in that we design, organize and structure the transaction; and (iv) retain afinancia or servicing interest in the VIE.

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

Consolidated VIEs The following table summarizes assets and liabilities related to our consolidated VIEs at December 31, 2018
and 2017 which are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate in
consolidation.

December 31, 2018 December 31, 2017
Consolidated Consolidated Consolidated Consolidated
Assets Liabilities Assets Liabilities
(in millions)
Low income housing limited liability partnership:
OthEr @SSELS ...c.viceeeticete ettt re s $ 112 % — % 154 $ —
LONG-termM debt.........ccoiiee e — 66 — 73
Interest, taxes and other liabilities.......c.ocvveveeeee i — 37 — 59
0= $ 112  $ 103 % 154 $ 132

Low income housing limited liability partnership In 2009, al 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 is mandatorily redeemable at a future date. The LLP was created in order to ensure the utilization of future tax
benefits from these low income housing tax projects. The LLP was deemed to be a VIE as it does not have sufficient equity
investment at risk to finance its activities. Upon entering into this transaction, we concluded that we are the primary beneficiary
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of the LLP due to the nature of our continuing involvement and, as aresult, we consolidate the LLP and report the equity interest
issued to the third party investor in other liabilities and the assets of the LL Pin other assets on our consolidated balance sheet. The
investments held by the LLP represent equity investmentsin the underlying low income housing partnerships. The LL P 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.

Asapractical 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.

Unconsolidated VIEs We also have variable interests in other VIESs 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 December 31, 2018 and 2017:

Total Assets Carrying Value of Variable Interests

Held by Held Reported as Maximum
Unco?/sloElisdated Assets Liabilities Et):)pllzzl;sre
(in millions)
At December 31, 2018
Structured Note VENICIES. ........ooieeeeeeeeeeeeee e $ 3,033 $ 1,803 $ 20 $ 3,003
Limited partnership investments...........cccceevveereenereseseneenns 1,578 454 209 454
TOAL vttt ettt $ 4611 $ 2257 $ 229 $ 3,457
At December 31, 2017
Structured Note VENICIES.........cceeeveeiieccee e $ 3019 $ 1,803 $ 6 $ 3,013
Limited partnership investments...........ccccceevveereesenereseneenns 1,566 412 262 412
Refinancing SPE...........cco 412 116 — 116
L1 = $ 4997 $ 2331 $ 268 $ 3,541

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 10ss is the notional amount of the derivatives wrapping the structured notes. The maximum exposure to
loss of $3,003 million at December 31, 2018 will occur in the unlikely scenario where the value of the structured notesis 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
exchangefor the payment of apremium. Through these derivatives, the vehiclesassumethe credit risk associated with thereference
assets which are then passed on to the holders of the debt instrumentsthey issue. Because they create rather than absorb variahility,
the credit default swaps we hold are not considered variable interests. We record all investmentsin, and derivative contracts with,
unconsolidated structured note vehicles at fair value on our consolidated balance sheet.

During 2017, 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 gain of approximately $11 million, largely reflecting a make-
whole payment provided by athird party guarantor of theinvestment. At the time of unwind, our investment in the structured note
vehicle had atotal carrying value of $1,081 million, which was recorded in trading assets on the consolidated balance sheet.

Limited partnership investments Weinvest asalimited partner in partnershipsthat 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 creditsand tax deductionsfrom operating | ossesin the project companies. In addition, some of theinvestments
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 alimited 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 bal ance sheet. The maximum exposure to loss shown in the tabl e above represents our recorded
investments.
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Refinancing SPE Prior to the second quarter of 2018, we organized and provided loans to a SPE to purchase a senior secured
financing facility from the originator designed to finance a third party borrower's acquisition of a portfolio of commercial real
estate loans in Mexico. During the second quarter of 2018, the loans we provided to the SPE were repaid in full and the SPE was
terminated.

Third-party sponsored securitization entities We invest in asset-backed securities issued by third party sponsored securitization
entitieswhich may be considered VIESs. Theinvestments are transacted at arm's-length and decisionsto invest are based on acredit
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 theseissuers. As such, we do not consolidate these securitization entities. Additionally, we do not have other
involvementsin servicing or managing thecollateral assetsor providefinancial or liquidity support totheseissuerswhich potentially
giverisetorisk of lossexposure. Theseinvestmentsare anintegral part of thedisclosurein Note 3, " Trading Assetsand Liabilities,”
Note 4, "Securities,” and Note 27, "Fair Value Measurements," and, therefore, are not disclosed in this note to avoid redundancy.

26. Guarantee Arrangements, Pledged Assets and Repurchase Agreements

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

The following table presents total carrying value and contractual amounts of our sell protection credit derivatives and major off-
balance sheet guarantee arrangements at December 31, 2018 and 2017. Following the table is a description of the various
arrangements.

December 31, 2018 December 31, 2017
Notional / Notional /
Maximum Maximum
Carrying Exposure to Carrying Exposure to
Value Loss Value Loss
(in millions)
Credit deriVatiVEST@ ...t r e $ (562) $ 45384 $ 303 $ 42,328
Financial standby letters of credit, net of participations®® ....................... — 5,302 — 5,128
Performance standby |etters of credit, net of participations®® ................ — 3,670 — 3,580
TOAl ottt et e e e bbb ae et eaee s $ (562) $ 54,356 $ 303 $ 51,036

@ Includes $25,734 million and $25,639 million of notional issued for the benefit of HSBC affiliates at December 31, 2018 and 2017, respectively.

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

®  Includes $1,321 million and $1,264 million of both financial and performance standby |etters of credit issued for the benefit of HSBC affiliates at December
31, 2018 and 2017, respectively.

@ For standby letters of credit, maximum |oss 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 derivativesarefinancia instrumentsthat transfer the credit risk of areference obligation from the credit
protection buyer to the credit protection seller who is exposed to the credit risk without buying the reference obligation. We sell
credit protection on underlying reference obligations (such as loans or securities) by entering into credit derivatives, primarily in
the form of credit default swaps, with variousinstitutions. We account for all credit derivatives at fair value. Where we sell credit
protectionto acounterparty that holdsthereference obligation, thearrangement iseffectively afinancial guarantee onthereference
obligation. Under acredit derivative contract, the credit protection seller will reimbursethe credit protection buyer upon occurrence
of acredit event (such as bankruptcy, insolvency, restructuring or failure to meet payment obligations when due) as defined in the
derivative contract, in return for a periodic premium. Upon occurrence of a credit event, we will pay the counterparty the stated
notional amount of the derivative contract and receive the underlying reference obligation. The recovery value of the reference
obligation received could be significantly lower than its notional principal amount when acredit event occurs.

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

We manage our exposure to credit derivatives using a variety of risk mitigation strategies where we enter into offsetting hedge
positions or transfer the economic risks, in part or in entirety, to investors through the issuance of structured credit products. We
actively manage the credit and market risk exposure in the credit derivative portfolios on a net basis and, as such, retain no or a
limited net position at any time. The following table summarizes our net credit derivative positions at December 31, 2018 and
2017:

December 31, 2018 December 31, 2017
Carrying / Fair Carrying / Fair
Value Notional Value Notional
(in millions)
Sell-protection credit derivative poSItions...........cooeeeeeierienierienenennen $ (562) $ 45384 $ 303 $ 42,328
Buy-protection credit derivative poSitions............ccccveeverenenenenenenens 601 51,914 (188) 47,962
NEE POSITIOND ..ot $ 39 $ 6530 $ 115 $ 5634

@ positionsare presented net in thetabl e aboveto provide acomplete analysisof our risk exposure and depict theway we manage our credit derivative portfolio.
The offset of the sell-protection credit derivatives against the buy-protection credit derivatives may not be legally binding in the absence of master netting
agreements with the same counterparty. Furthermore, the credit loss triggering events for individual sell protection credit derivatives may not be the same
or occur in the same period as those of the buy protection credit derivatives thereby not providing an exact offset.

Standby letters of credit A standby letter of credit isissued to athird party for the benefit of aclient and is a guarantee that the
client will perform or satisfy certain obligations under a contract. It irrevocably obligates usto pay a specified amount to the third
party beneficiary if theclient failsto perform the contractual obligation. Weissuetwo typesof standby |ettersof credit: performance
andfinancial. A performance standby letter of credit isissued wheretheclient isrequired to perform somenon-financial contractual
obligation, such as the performance of a specific act, whereas a financial standby letter of credit is issued where the client's
contractua obligation is of afinancial nature, such as the repayment of aloan or debt instrument.

Theissuance of a standby letter of credit is subject to our credit approval process and collateral requirements. We charge fees for
issuing lettersof credit commensurate with the client'scredit eval uation and the nature of any collateral. Included in other liabilities
aredeferred feeson standby lettersof credit amounting to $43 millionand $48 million at December 31, 2018 and 2017, respectively.
Also included in other liabilities is an allowance for credit losses on unfunded standby letters of credit of $16 million and $26
million at December 31, 2018 and 2017, 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 December 31, 2018 as an indicative proxy of payment risk:

Average Credit Ratings of the Obligors

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").....ccccvvvvvevereeenenenee. 3.2 $ 25051 $ 8,773 % 33,824

Index credit deriVatiVeS ......c.ooeevieee e 45 3,998 6,025 10,023

TOtal FELUMN SWAPS......veeeeiierereetereee e 24 1,283 254 1,537
S0 o]0 - 30,332 15,052 45,384
Standby Letters of Credit® ...........cooooovooeeeveeeeeeeeeeeeesesesseseeene 1.2 7,558 1,414 8,972
o= $ 37,890 $ 16,466 $ 54,356

@ 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 interna 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 aclient. 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,
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comparison of performancetoindustry peersand perceived quality of management. We compare our internal risk ratingsto outside
externa rating agency benchmarks, where possible, at the time of formal review and regularly monitor whether our risk ratings
are comparable to the external ratings benchmark data.

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

Non Credit-Risk Related Guarantees and Other Arrangements

Visa covered litigation In 2008, we received Class B Shares as part of Visasinitial public offering ("1PO"). Pursuant to the PO,
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 28, "Litigation and Regulatory Matters." Accordingly, the Class B Sharesare considered
restricted and are only transferable under limited circumstances, which include transfers to other Class B shareholders.

Beginning in 2016 and into 2017, we sold substantially all of our remaining Visa Class B Sharesto athird party. The net pre-tax
gains associated with these sales, which totaled approximately $312 million and $71 million during 2017 and 2016, respectively,
were recorded as a component of other income (loss) in the consolidated statement of income (loss). 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 therelated litigation is settled and the Class B Shares can be converted into Class A Shares. These swaps had a carrying
value of $40 million and $52 million at December 31, 2018 and 2017, 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 changesin the conversion rate of Class B Sharesinto ClassA Shares. In 2017, we
entered into atotal 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. During 2018,
we recorded aloss of $7 million related to a change in the Visa Class B Share conversion rate announced by Visaasaresult of the
outstanding litigation. 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. Changesin fair value between periods are recognized in other income
(loss). See Note 14, "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 aclearing
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 obligationsto 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 anumber of noncancellable operating leasesfor premises and equipment. Certain leases
contain renewal options and escalation clauses. Office space leases generally require us to pay certain operating expenses. We
have entered into agreements to sublease certain office space. Net rental expense under operating leases was $103 million, $94
million and $80 million in 2018, 2017 and 20186, respectively. Included in net rental expense is rental income received from our
affiliates for rent on certain office space. As owner or lessee of the properties, we have entered into agreements with affiliates to
chargethem rent based on the office space utilized by their empl oyees during the period. See Note 22, "Related Party Transactions,”
for further disclosure.

Future net minimum lease commitments under noncancellable operating lease arrangements were as follows:

Minimum Minimum
Lease Sublease
Year Ending December 31, Payments Income Net
(in millions)
2009 .ottt et e ettt s et et seen e e e eeneees $ 136 $ (58) $ 78
2020 .t ettt E et h e Ae b e e Ee R e e Rt ehe e bt eRe e Rt e e e rReeeesheenesreerenreen 125 2 123
220 115 (D] 114
2022t h bR Rt bR et R £ e e e e e et et en e Rt e Rt ebeerenrenren 103 — 103
1A 22 TSP TR URTPRPRPI 91 — 91
TREIEAITEY ..o bbb 182 (¢0)] 181
Net mMinimum 1€3S8 COMMIMENES. .......cceeieeeiereeeeeeecte ettt st en e s $ 752 $ (62 $ 690
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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 abreach
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, agency-€eligible mortgage loan originations were sold directly to PHH Mortgage and PHH
Mortgageisresponsiblefor origination representations and warrantiesfor all loans purchased. With theinsourcing of our mortgage
fulfillment operations, beginning with 2018 applications, we are now responsible for origination representations and warranties
for all new 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 aswell asthe
level of outstanding repurchase demands received. Outstanding repurchase demands received totaled $2 million, $3 million and
$6 million at December 31, 2018, 2017 and 2016, respectively.

Thefollowing table summarizesthe changein our estimated repurchase liability during 2018, 2017 and 2016 for obligationsarising
from the breach of representations and warranties associated with mortgage loans sold:

Year Ended December 31, 2018 2017 2016

(in millions)
Balance at beginning of PEFOQ..........co s $ 10 $ 12 $ 17
Decreasein liability recorded through €arNiNgS. ........covereeirreneerreseesese s 1) (@) (3)
REAIZEA 10SSES.......ocuiiiiici s (1) 1) 2
Balance at €Nd Of PEMOU.......cuiiriiiiieeeerre sttt s et s st r s seseseses $ 8 $ 10 $ 12

Our repurchaseliability of $8 million at December 31, 2018 represents our best estimate of thelossthat hasbeenincurred, including
interest, arising from breaches of representati ons and warranti es associ ated with mortgageloans sold. Becausethelevel of mortgage
loan repurchase losses is dependent upon economic factors, investor demand strategies and other external risk factors such as
housing market trendsthat may change, thelevel of theliability for mortgage |oan 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 December 31, 2018. This estimated range of reasonably possible losses was determined based upon modifying the
assumptionsutilizedin our best estimate of probablelossesto reflect what we believeto bereasonably possibleadverseassumptions.

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

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

December 31, December 31,

2018 2017
(in millions)
Interest bearing deposits With DANKS ..........cccvveeiereccccc s $ 3225 $ 2,952
TIAOING BSSELSY ...ttt en st 2,465 3,185
SECUIIES AVAIH AN EFOr-SAIED ...ttt ettt e e e ee e eeeeeenesneeneeeans 7,440 7,210
SECUNIES NEIT-O-MBEUTLY @ ...t e e s s se e sneeesese s 1,747 2,131
LOBNS™ ...ttt e ettt e et e st e et et ee et eteese s 18,189 17,404
OO ASSEES™ ...ttt e et e et e e e e e et eseeeeereee e s e s eeeeeereee e seenneeeeens 2,289 2,253
L1 OO $ 35355 $ 35135

@ Trading assets are primarily pledged against liabilities associated with repurchase agreements.
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@ Securitiesareprimarily pledged against derivatives, publicfund deposits, trust depositsand various short-term and long term borrowings, aswell asproviding
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.

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

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
$822 million and $524 million at December 31, 2018 and 2017, respectively. Thefair value of trading assets that could be sold or
repledged was $2,464 million and $3,185 million at December 31, 2018 and 2017, respectively.

Thefair value of collateral we accepted under security resale agreements but was not reported on the consolidated balance sheet
was $13,004 million and $34,759 million at December 31, 2018 and 2017, respectively. Of this collateral, $11,904 million and
$32,459 million could be sold or repledged at December 31, 2018 and 2017, respectively, of which $243 millionand $1,231 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. Resal e 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,
itisour policy to obtain possession of collateral, which may include the securities purchased, with market value in excess of the
principal amount loaned. The market value of the collateral subject to the resale and repurchase agreementsisregularly monitored,
and additional collateral is obtained or provided when appropriate, to ensure appropriate collateral coverage of these secured
financing transactions.

Thefollowing table providesinformation about resal e and repurchase agreements that are subject to offset at December 31, 2018
and 2017:

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 December 31, 2018
Assets:
Securities purchased under
resale agreements............. $ 12,035 $ 1,867 $ 10,168 $ 10,165 $ — 3 3
Liabilities:
Securities sold under
repurchase agreements..... $ 3333 $ 1,867 $ 1,466 $ 1,458 $ — 3 8
At December 31, 2017
Assets:
Securities purchased under
resale agreements............. $ 33974 $ 1,356 $ 32,618 $ 32,616 $ — $ 2
Liabilities:
Securities sold under
repurchase agreements..... $ 4721 $ 1,356 $ 3365 $ 3364 $ — $ 1

@ 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.
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Thefollowingtableprovidestheclassof collateral pledged and remaining contractual maturity of repurchase agreementsaccounted
for as secured borrowings at December 31, 2018 and 2017:

Overnight Greater

and Up to 30 31t090 91 Daysto  Than One
Continuous Days Days One Year Year Total
(in millions)
At December 31, 2018
U.S. Treasury, U.S. Government sponsored and
U.S. Government agency Securities............coo..... $ 1,773 $ 369 $ — 3 191 $ 1000 $ 3,333
At December 31, 2017
U.S. Treasury, U.S. Government sponsored and
U.S. Government agency securities..................... $ 1166 $ 838 $ 88 $ 284 $ 1464 $ 4,640
Foreign debt SECUrities.........coecveeeeeeecieeeeerecre, — 81 — — — 81
Total repurchase agreements accounted for as
secured bOrroWINgS.........cccoveevvveeriereseee e $ 1166 $ 919 $ 888 $ 284 $ 1464 $ 4,721

27. Fair Value Measurements

Accounting principles related to fair value measurements provide a framework for measuring fair value that focuses on the exit
price that would be received to sell an asset or paid to transfer aliability in the principal market (or in the absence of the principal
market, the most advantageous market) accessible in an orderly transaction between willing market participants (the "Fair Value
Framework™). Where required by the applicable accounting standards, assets and liabilities are measured at fair value using the
"highest and best use" valuation premise. Fair value measurement guidance clarifies that financial instruments do not have
aternative use and, assuch, thefair 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
agroup of financial assets and financia 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 agroup of assets or liabilitiesif certain conditions are met. We elected to apply
the measurement exception to agroup of derivativeinstrumentswith 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, val uation techniques that incorporate rel evant transaction dataand market
parametersreflecting the attributes of the asset or liability under consideration areapplied. Whereapplicable, fair value adjustments
are made to ensure the financial instruments are appropriately recorded at fair value. The fair value adjustments reflect the risks
associated with the products, contractual terms of the transactions, and theliquidity of the marketsin which the transactions occur.
The fair value adjustments are broadly categorized by the following major types:

Credit valuation adjustment - The credit val uation adjustment isan adjustment to agroup of financial assetsand financial liabilities,
predominantly derivative assets and derivative liabilities, to reflect the credit quality of the partiesto the transaction in arriving at
fair value. A credit valuation adjustment to a financial asset is required to reflect the default risk of the counterparty. A debit
valuation adjustment to afinancial liability isrecorded to reflect the default risk of HUSI. See"Valuation Techniques - Derivatives'
below for additional details.

Liquidity risk adjustment - Theliquidity risk adjustment (primarily in the form of bid-offer adjustment) reflects the cost that would
be incurred to close out the market risks by hedging, disposing or unwinding the position. Valuation models generally produce
mid-market values. The bid-offer adjustment is made in such away that 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 agroup of financial assets or financial liabilities. These adjustmentsrelate primarily to Level 2 assets.

Model valuation adjustment - Wherefair value measurementsare determined using aninternal 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 val uation techniques are avail abl e, 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.
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We apply stress scenariosin determining appropriate liquidity risk and model risk adjustmentsfor Level 3fair valuesby reviewing
thehistorical datafor unobservableinputs(e.g., correlation, volatility). Somestressscenariosinvol veat | east a95 percent confidence
interva (i.e., two standard deviations). We a so utilize unobservable parameter adjustments when instruments are valued using
internally devel oped 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 asfollows:
Level 1 quoted market price - Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2 valuation technique using observable inputs - Level 2 inputsinclude quoted pricesfor similar assetsor liabilitiesin active
markets, quoted pricesfor identical or similar assetsor liabilitiesin markets that are inactive, and measurements determined using
valuation model swhereall significant inputsare observable, such asinterest ratesand yield curvesthat are observable at commonly
quoted intervals.

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

Classification within the fair value hierarchy is based on whether the lowest hierarchical level input that is significant to the fair
value measurement is observable. As such, the classification within the fair value hierarchy is dynamic and can be transferred to
other hierarchy levelsin each reporting period.

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, quotationsfrom 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 referencingto other independent market datasuch asmarket transactionsand rel evant benchmark

indices,

e consistency among different pricing sources,

» thevaluation approach and the methodol ogies used by the independent pricing sources in determining fair value;

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

» thesource of the fair value information; and

*  whether the security istraded in an active or inactive market.
Greater weight is given to quotations of instruments with recent market transactions, pricing quotes from deal ers who stand ready
to transact, quotations provided by market-makers who structured such instrument and market consensus pricing based on inputs
from a large number of survey participants. Any significant discrepancies among the externa quotations are reviewed and
adjustmentsto fair values are recorded where appropriate. Where the transaction volume of a specific instrument has been reduced
and thefair value measurement becomes|esstransparent, Finance will apply moredetailed proceduresto understand and challenge
the appropriateness of the unobservable inputs and the valuation techniques used by the independent pricing service. Where
applicable, Finance will develop afair value estimate using its own pricing model inputs to test reasonableness. Where fair value
measurementsaredetermined usinginternal val uationmodels, Financewill validatethefair valuemeasurement by either devel oping

unobservable inputs based on the industry consensus pricing surveys in which we participate or back testing by observing the
actual settlements occurring soon after the measurement date.
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Assets and Liabilities Recorded at Fair Value on a Recurring Basis The following table presents information about our assets
and liabilities measured at fair value on arecurring basis at December 31, 2018 and 2017, and indicates the fair value hierarchy
of thevaluation techniquesutilized to determinesuch fair value. Unless otherwise noted bel ow, assetsand liabilitiesinthefollowing
table are recorded at fair value through net income (loss).

Fair Value Measurements on a Recurring Basis

Gross Net
December 31, 2018 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..... 5,368 152 — 5,520 — 5,520
Asset-backed securities:
Collateralized debt obligations.. — — 100 100 — 100
Residential MOMQagES ........cervreerereririeerenteee st — — 16 16 — 16
SHUAENE TOANS ...t — — 92 92 — 92
Corporate and other domestic debt securities.... — — 1,803 1,803 — 1,803
Debt securities issued by foreign entities..........cccovevevnncnncicnnceene 8,552 207 — 8,759 — 8,759
EQUILY SECUMTIES ...ttt s 751 — — 751 — 751
Precious metal s trading — 1,889 — 1,889 — 1,889
Derivatives:®
INErESt FALE CONEIACLS.......cveireeieieirieeretee ettt 2 10,053 2 10,057 — 10,057
Foreign exchange contracts.. — 15,919 2 15,921 — 15,921
EQUILY CONEFBELS.....c.ceeveuiiieeieisee ettt — 2,449 97 2,546 — 2,546
Precious MetalS CONIaCtS .........cverireeirenieiiereeie et 16 829 — 845 — 845
Credit contracts... — 883 73 956 — 956
Other contracts® — — 5 5 — 5
DerivatiVES NEILING ....c.cvveeiiieieieereie et — — — — (27,192) (27,192)
Total derivatives 18 30,133 179 30,330 (27,192) 3,138

Securities available-for-sale:®
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 16,198 11,699 — 27,897 — 27,897
Asset-backed securities:

— 42 — 42 — 42
— — 107 107 — 107
2,362 971 — 3,333 — 3,333
— 109 — 109 — 109
Equity SeCUNties™ ... — 190 — 190 — 190
Equity Securities measured at net asset value®® ..o, — — — 88 — 88
— — 4 4 — 4
$ 33249 $ 45392 $ 2301 $ 81,030 $ (27,192) $ 53,838
Liabilities: -
DOMESHC AEPOSIES ..o eeseeeeeee s sesss s sesssesensnen $ — $ 7229 % 925 $ 8154 $ — $ 8154
Trading liabilities, excluding derivatives 738 215 — 953 — 953
Derivatives:®
INErESE FALE CONEIACLS.......cveireeieieereee ettt 45 11,140 — 11,185 — 11,185
Foreign exchange contracts.. 15 15,715 3 15,733 — 15,733
EQUILY CONEFBELS.....c.ceeveiiireeieiree ettt — 2,717 149 2,866 — 2,866
Precious MetalS CONIaCtS .........cverireeerenieiiereee et 274 626 — 900 — 900
Credit contracts... — 926 21 947 — 947
Other contracts® — — 40 40 — 40
DENVAIVES NEHING ...c.cveveieiiiceicieeeieee s — — — — (28,847) (28,847)
Total derivatives........... 334 31,124 213 31,671 (28,847) 2,824
ShOrt-term BOMFOWINGS™ .......eveoreeeeseeeeseeeseee e sssesessesesssses s sesssessneeen — 560 — 560 — 560
LONG-LErM AEBt® ... — 10,837 412 11,249 — 11,249

Total liabilities $ 1072 $ 4995 $ 1550 $ 52587 $ (28,847) $ 23,740
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Fair Value Measurements on a Recurring Basis

Gross Net
December 31, 2017 Level 1 Level 2 Level 3 Balance Netting® Balance
(in millions)
Assets:
Securities purchased under agreements to resell $ — 3 80 $ — 3 80 $ — 3 80
Trading assets, excluding derivatives:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 3,391 332 — 3,723 — 3,723
Asset-backed securities:
Collateralized debt Obligations...........ccevveveeiveresieneeeee s — — 129 129 — 129
Residential MOrtgages ..........coueriiuireiircenciesieeeeeee e — 16 — 16 — 16
Student 10aNS ......coevevereeirreeerenes — 91 — 91 — 91
Corporate and other domestic debt securities............cooveveivccnccnnene — — 1,803 1,803 — 1,803
Debt securitiesissued by foreign entities...........ccocoeveeieecncciccnenns 4,167 210 — 4,377 — 4,377
Equity securities® ...... — 12 — 12 — 12
Precious MetalStrading .........ccoceeeerreeenenieceseeeesee e s — 2,274 — 2,274 — 2,274
Derivatives:®
Interest rate contracts......... 6 24,231 — 24,237 — 24,237
Foreign exchange CONLIACLS..........c.cereuirciiuriereiieieeieieeieieere e 4 15,754 2 15,760 — 15,760
EQUILY CONETACES.....c.eveieeiiieiecreee et — 3,911 173 4,084 — 4,084
Precious metals contracts .. 52 502 — 554 — 554
Credit CONLIACES......oueuieeeeiiree ettt — 536 120 656 — 656
OHEr CONIBEESD .....ooeeeee e seeeeseeses s — — 6 6 — 6
Derivatives netting . — — — — (40,874) (40,874)
TOtaAl AEMIVALIVES ..ot 62 44,934 301 45,297 (40,874) 4,423
Securities available-for-sale:®
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 19,056 10,004 — 29,060 — 29,060
Asset-backed securities:
51 — 51 — 51
399 111 510 — 510
52 — 902 — 902
177 — 177 — 177
471 — 471 — 471
— 15 15 — 15
$ 59103 $ 2359 $ 88988 $ (40,874 $ 48114
Liabilities: -
DOMESHC ABPOSILS™.......ooroeeeeeeeeeeveeseee et eeeeees e seessesseeeenssneees $ — $ 67% $ 897 $ 7693 $ — $ 7693
Trading liabilities, excluding defivatives............ccovvvnvnnisnceeee 1,722 524 — 2,246 — 2,246
Derivatives:®
INtErESt rate CONIACES......ccveveueeiiriireeeete et 59 24,379 — 24,438 — 24,438
Foreign exchange CONLIACLS............cereuiuruciiuiiereiiecieeieieeieieieieeereieeeneneeas — 14,664 2 14,666 — 14,666
Equity contracts............. — 2,859 92 2,951 — 2,951
Precious MmetalS CONLIaCtS ........occueerireeuerieirirereeie et 108 614 — 722 — 722
Credit CONLIACES. ... oveuireeeeiirie ettt — 578 6 584 — 584
Other contracts® ... — — 52 52 — 52
DErVatiVES NEHING .....c.cveuiveiiiiiciiiiieieiriceeie bbb — — — — (40,217) (40,217)
TOtal dENTVALIVES ...ttt 167 43,094 152 43,413 (40,217) 3,196
Short-term borrowings® .. — 2,032 — 2,032 — 2,032
LONGEIM AEB® ...t eeeeees e — 12,245 641 12,886 — 12,886
Total HabilitiES.....cooeieeveeeeeeecre e $ 1889 $ 64691 $ 1690 $ 68270 $ (40217) $ 28,053

@ Includes trading derivative assets of $3,048 million and $3,725 million and trading derivative liabilities of $2,690 million and $2,633 million at December
31, 2018 and 2017, respectively, aswell as derivatives held for hedging and commitments accounted for as derivatives. See Note 14, "Derivative Financial
Instruments,” for additional information. Excluding changesin fair value of aderivative instrument associated with the effective portion of aqualifying cash
flow hedge, which isrecognized initially in other comprehensiveincome (loss), derivative assetsand 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.

®  Securities available-for-sale are recorded at fair value through other comprehensive income (loss).
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@ SeeNote 15, "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 (l0ss).

O]

adoption of new accounting guidance resulted in a reclassification of certain equity investments to other assets as of January 1, 2018.
©®  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.

w]

Represents contingent consideration receivable associated with the sale of a portion of our Private Banking business.

SeeNote4, "Securities," and Note 2, "Summary of Significant Accounting Policies and New Accounting Pronouncements,” for additional information. The

®  Represents counterparty and cash collateral netting which allow the offsetting of amounts relating to certain contractsif 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 2018 and 2017. 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 Current
Compre- Period
hensive Transfers  Transfers Unrealized
Jan. 1, Income Purch- Issu- Settle- Into Out of Dec. 31, Gains
2018 Earnings (Loss) ases ances ments Level 3 Level 3 2018 (Losses)
(in millions)
Assets:
Trading assetsz excluding
derivatives™
Collateralized debt
0bligations.........couuevieennnn. $ 129 $ 13 $ — 3% — 3% — % (42 s — — $ 100 $ 10
Residential mortgage asset-
backed securities................ — — — — — — 16 — 16 —
Student |oan asset-backed
SECUIMLIES. ... — — — — — — 92 — 92 —
Corporate and other domestic
debt Securities........ooueuene. 1,803 — — — — — — — 1,803 —
Derivatives, net:®
Interest rate contracts............. — 2 — — — — — — 2 2
Foreign exchange contracts.... — ) — — — 1 — — 1) 1)
Equity contracts 81 (126) — — — (26) 2) 21 (52) (95)
Credit contracts............c..c..... 114 2 — — — (60) — — 52 (44)
Other contracts™.................... (46) (15) — — — 26 — — (35) —
Other asset-backed securities
available-for-sale”........... 111 — 4 — — — — — 107 (4
Other assets® ... @) — — — (®) — — 4 —
Total aSSEtS.....ovveeeeereieeirereeienne $ (133) $ 4 $ — $ — $ (109 $ 106 $ 21 $ 2,088 $ (132)
Liabilities:
Domestic deposits®................... $ (897) $ 32 3 13 $ — $ (400) $ 149 $ (28) $ 206 $ (925) $ 33
Long-term debt® ... . (641) 51 10 — (197) 207 @ 159 (412) 43
Total liabilities ......cccoeeerereenene. $(1,538) $ 83 §$ 23 % — $ (597) $ 356 $ (29) $ 365 $ (1,337) $ 76
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Total Realized /
Unrealized Gains
(Losses) Included in

Other Current
Compre- Period
hensive Transfers  Transfers Unrealized
Jan. 1, Income Purch- Issu- Settle- Into Out of Dec. 31, Gains
2017 Earnings (Loss) ases ances ments Level 3 Level 3 2017 (Losses)
(in millions)

Assets:
Trading assets, excluding

derivatives:®

Collateralized debt

0bligations.........ccoverieuniene $ 184 $ 28 $ — $ — $ — $ (83 % — — $ 129 % 13
Corporate and other domestic
debt securities.........ccouuuee. 2,884 — — — — (1,081) — — 1,803 —

Derivatives, net:®

Interest rate contracts............. 1 1) — — — — — — — 1)

Foreign exchange contracts.... — — — — — — — — — —

Equity contracts...........c.ce...... 2 102 — — — (24) 4 1 81 68

Credit contracts...........cccocuuee. 193 (7) — — — (72) — — 114 (16)

Other contracts® 9) (10) — — (35) 8 — — (46) —
Other asset-backed securities

available-for-sale” .............. 105 6 — — — — — — 111 6

Other assets™ .........conmrrrreeeenns — 15 — — — — — — 15 15
Total 8SSEtS.....ovveeveeeererrerierenne $335% $ 133 % — $ — $ (35 $(1.252) $ 4 % 1 $ 2207 $ 85
Liabilities:
Domestic deposits® ... (48) $ 7% — $ (204 $ 526 $ (31 $ 260 $ (897) $ (28)
Long-term debt® ..........cc.......... (85) ) — (295) 155 (12) 102 (642) (71)
Total liabilities.......ccccvvriernene (133) $ — $ — $ (499) $ 681 $ (43) $ 362 $ (1538 $ (99)

Gains (losses) on trading assets, excluding derivatives are included in trading revenue in the consolidated statement of income (10ss).

Level 3 net derivatives included derivative assets of $179 million and derivative liabilities of $213 million at December 31, 2018 and derivative assets of
$301 million and derivativeliabilitiesof $152 million at December 31, 2017. Gains (losses) on derivatives, net are predominantly included intrading revenue
in the consolidated statement of income (10ss).

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

Realized gains (losses) on securities available-for-sale are included in other securities gains, net in the consolidated statement of income (10ss). Unrealized
gains (losses) on securities available-for-sale are included in other comprehensive income (10ss).

Represents contingent consideration receivable associated with the sale of a portion of our Private Banking business. Gains (losses) associated with this
transaction are included in other income (loss) in the consolidated statement of income (l0ss).

Excluding unrealized gains (losses) on fair value option liabilities attributable to our own credit spread, which are recorded in other comprehensiveincome
(loss), gains(losses) onfair valueoptionliabilitiesareincluded in gain (loss) oninstrumentsdesignated at fair value and related derivativesin the consolidated
statement of income (10ss).
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The following table presents quantitative information about the unobservable inputs used to determine the recurring fair value
measurement of assets and liabilities classified as Level 3 fair value measurements at December 31, 2018 and 2017:

December 31, 2018

Fair Value
Financial Instrument Type (in millions) Valuation Technique(s) Significant Unobservable Inputs Range of Inputs
Collateralized debt obligations................ $ 100 Broker quotes or consensus Prepayment rates 0% - 1%
pricing and, where applicable,
discounted cash flows
Conditional default rates 0% - 1%
L oss severity rates 90% - 95%
Residential mortgage asset-backed $ 16  Broker quotes or consensus Prepayment rates 0% - 5%
SECUNTIES. ... pricing and, where applicable,
discounted cash flows
Conditional default rates 1% - 4%
L oss severity rates 80% - 85%
Discount margin 100bps - 250bps
Student loan asset-backed securities........ $ 92  Broker quotes or consensus Prepayment rates 6% - 7%
pricing and, where applicable,
discounted cash flows
Conditional default rates 1% - 2%
Loss severity rates 25% - 40%
Discount margin 91bps -115bps
Corporate and other domestic debt $ 1,803  Discounted cash flows Spread volétility on collateral assets 2% - 4%
SECUMTIES....vveiieieieieieie et
Correlation between insurance clam ~ 80%
shortfall and collateral value
Interest rate derivative contracts.............. $ 2 Market comparable adjusted for Probability to fund for rate lock 3% - 99%
probability to fund and, where commitments
applicable, discounted cash flows
Likelihood of transaction being 75% - 100%
executed
Foreign exchange derivative contracts™ .~ $ (1) Option pricing model Implied volatility of currency pairs 8% - 12%
Equity derivative contracts™ ................... $ (52) Option pricing model Equity / Equity Index volatility 7% - 44%
Equity / Equity and Equity / Index 42% - 79%
correlation
Equity dividend yields 0% - 7%
Credit derivative contracts........c.coeevenne. $ 52  Option pricing model and, where  Credit default swap spreads 102bps - 118bps
applicable, discounted cash flows
Other derivative contracts..........c.cveevenee. $ (35) Discounted cash flows Conversion rate 1.6 times
Expected duration 2 -3years
Other asset-backed securities available- $ 107 Discounted cash flows Market assumptionsrelated toyields 1% - 3%
fOr-SAle. .o for comparable instruments
Other SSetS.....coveueerereeereseee e $ 4 Discounted cash flows Client transfer rates based on rating 50% - 95%
Domestic deposits $ (925) Option adjusted discounted cash Implied volatility of currency pairs 8% - 12%
(structured deposits)@...........coooveeevnenn. flows
Equity / Equity Index volatility 7% - 37%
Equity / Equity and Equity / Index 42% - 49%
correlation
Long-term debt (structured notes)™® ... $ (412) Option adjusted discounted cash ~ Implied volatility of currency pairs 8% - 12%
flows
Equity / Equity Index volatility 7% - 42%
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December 31, 2017

Fair Value
Financial Instrument Type (in millions) Valuation Technique(s) Significant Unobservable Inputs Range of Inputs
Collateralized debt obligations................ $ 129 Broker quotes or consensus pricing  Prepayment rates 0% - 6%
and, where applicable, discounted
cash flows
Conditional default rates 4% - 6%
Loss severity rates 55% - 60%
Corporate and other domestic debt $ 1,803 Discounted cash flows Spread volatility on collateral assets 2% - 4%
SECUNTIES. ..
Correlation between insuranceclam ~ 80%
shortfall and collateral value
Interest rate derivative contracts.............. $ —  Market comparable adjusted for Probability to fund for rate lock 41% - 100%
probability to fund commitments
Foreign exchange derivative contracts® .~ $ —  Option pricing model Implied volétility of currency pairs 6% - 9%
Equity derivative contracts™ ................... $ 81  Option pricing model Equity / Equity Index volatility % - 42%
Equity / Equity and Equity / Index 42% - 80%
correlation
Equity dividend yields 0% - 8%
Credit derivative contracts.........c.coeeveneee. $ 114  Option pricing model and, where Issuer by issuer correlation of 82% - 83%
applicable, discounted cash flows defaults
Credit default swap spreads 154bps - 174bps
Other derivative contracts..........cccoeeeenee. $ (46) Discounted cash flows Conversion rate 1.6 times
Expected duration 2-4years
Other asset-backed securities available- $ 111 Discounted cash flows Market assumptionsrelated toyields 1% - 3%
fOr-SAle. .o for comparable instruments
Other aSSetS.....coeeerireeererieeeree e $ 15 Discounted cash flows Client transfer rates based on rating 50% - 95%
Domestic deposits $ (897) Option adjusted discounted cash Implied volétility of currency pairs 6% - 9%
(structured deposits)®@............ccoovvererneen. flows
Equity / Equity Index volatility 7% - 42%
Equity / Equity and Equity / Index 42% - 80%
correlation
Long-term debt (structured notes)™@ ... $ (641) Option adjusted discounted cash Implied volatility of currency pairs 6% - 9%
flows
Equity / Equity Index volatility 7% - 42%
Equity / Equity and Equity / Index 42% - 80%
correlation

@ We are the client-facing entity and we enter into identical but opposite derivatives to transfer the resultant risks to our affiliates. With the exception of
counterparty credit risks, wearemarket neutral . The correspondingintra-group derivativesare presented asequity derivativesandforeign exchangederivatives
inthetable.

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

Significant Unobservable Inputs for Recurring Fair Value Measurements

Collateralized debt obligations ("CDOs"), residential mortgage asset-backed securities and student loan asset-backed securities

* 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. The weighted average prepayment rates of our CDOs, residential mortgage asset-backed securities and student
loan asset-backed securities was 0.4 percent, 2.5 percent and 6.3 percent, respectively, at December 31, 2018.

» Default rate - Annualized percentage of default rate over agroup of collateral such asresidential or commercial mortgage
loans. The default rate and loss severity rate are positively correlated. The weighted average default rates of our CDOs,
residential mortgage asset-backed securities and student |oan asset-backed securities was 0.9 percent, 2.0 percent and 1.7
percent, respectively, at December 31, 2018.

» Lossseverity rate - Thelossseverity rateisthe percentageof total lifetimelosses(bothinterest and principal) asapercentage
of principal balance measured at default date. The weighted average |oss severity rates of our CDOs, residential mortgage
asset-backed securities and student loan asset-backed securities was 93.0 percent, 82.5 percent and 36.0 percent,
respectively, at December 31, 2018.
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»  Discount margin - An expected return earned in addition to theindex underlying (in this case the L ondon I nterbank Offered
Rate ("LIBOR")) is another input into valuation of securities. The weighted average discount margins of our residential
mortgage asset-backed securities and student loan asset-backed securities was 175 basis points and 97 basis points,
respectively, at December 31, 2018.

Derivatives

« Implied volatility - The implied volatility is a significant pricing input for freestanding or embedded options including
equity, foreign currency and interest rate options. The level of volatility isafunction of the nature of the underlying risk,
thelevel of strike price and the yearsto 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
volatilitiesarederived based on historical information. Theimplied volatility for different foreign currency pairsisbetween
8 percent and 12 percent while the implied volatility for equity/equity or equity/equity index is between 7 percent and 44
percent, respectively, at December 31, 2018. Although implied foreign currency volatility and equity volatility appear to
be widely distributed at the portfolio level, the deviation of implied volatility on a trade-by-trade basis is narrower. The
average deviation of implied volatility for the foreign currency pair and at-the-money equity option are 6 percent and 10
percent, respectively, at December 31, 2018.

» Correlations of a group of foreign currency or equity - Correlation measures the relative change in values among two or
more variables (i.e., equity or foreign currency pair). Variables can be positively or negatively correlated. Correlationisa
key input in determining the fair value of a derivative referenced to a basket of variables such as equities or foreign
currencies. A magjority of the correlations are not observable, but are derived based on historical data. The correlation
between equity/equity and equity/equity index was between 42 percent and 79 percent at December 31, 2018.

Uncertainty of Level 3 Inputs to Fair Value Measurements

CDOs - Probability of default, prepayment speed and loss severity rate are significant unobservable inputs. A significant increase
(decrease) in these inputs would have resulted in a lower (higher) fair value measurement of the CDOs. 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.

Residential mortgage and student loan asset-backed securities - Probability of default, prepayment speed, loss severity rate and
discount margin are significant unobservable inputs. A significant increase (decrease) in these inputs would have resulted in a
lower (higher) fair value measurement of the securities. Generally, achangein assumption for default probability would have been
accompanied by adirectionally similar change in loss severity, and adirectionally opposite change in prepayment speed.

Corporate and domestic debt securities - The fair value measurement of certain corporate debt securities is affected by the fair
valueof theunderlying portfoliosof investmentsused ascollateral andthemake-wholeguaranteeprovided by third party guarantors.
The probability that the collateral fair value declines below the collateral call threshold concurrent with the guarantors failure to
perform its make whole obligation is unobservable. 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.

Credit derivatives - Correlation of default among a basket of reference credit namesisasignificant unobservableinput if the credit
attributes of the portfolio are not within the parameters of relevant standardized CDS indices. A significant increase (decrease) in
the default correlation would have resulted in alower (higher) fair value measurement of the credit derivative. Generally, achange
in assumption for default correlation would have been accompanied by a directionally similar change in default probability and
loss rates of other credit names in the basket. For certain credit derivatives, the credit spreads of credit default swap contracts
insuring asset backed securities is a significant unobservable input. A significant increase (decrease) in the credit spreads would
have resulted in alower (higher) fair value measurement of the credit 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
implied volatility is not observable. A significant increase (decrease) in the implied volatility would have resulted in a higher
(lower) fair value of along position in the derivative contract.

Other derivatives - The fair value of the swap agreements we entered into in conjunction with the sales of Visa Class B Sharesis
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 ahigher (lower) fair value measurement of the derivative.

Other asset-backed securities available-for-sale - Thefair valuemeasurement of certain asset-backed securitiesisprimarily affected
by estimated yields which are determined based on current market yields of comparableinstruments 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.
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Other assets - Thefair value of the contingent consideration receivabl e associated with the sale of aportion of our Private Banking
businessisdependent upontheclients decisionstotransfer their accountsto UBS, thetiming and amountsof client assetstransferred
and the acceptance of the client assets by UBS which are significant unobservable inputs. An increase (decrease) in the client
transfer rate would have resulted in a higher (lower) fair value measurement of the receivable.

Significant Transfers Into and Out of Level 3 Measurements During 2018, we transferred $206 million of domestic deposits
and $159 million of long-term debt, whichwe have elected to carry at fair value, from Level 3toLevel 2 asaresult of theembedded
derivative no longer being unobservabl e as the derivative option is closer to maturity and there is more observability in short term
volatility. During 2018, we transferred $21 million of equity contracts from Level 3 to Level 2 as the inputs used to value these
contracts have become more observable. During 2018, we transferred $28 million of domestic deposits, which we have elected to
carry at fair value, from Level 2 to Level 3 asaresult of a change in the observability of underlying instruments that resulted in
the embedded derivative being unobservable. Additionally, during 2018, we transferred $16 million of residential mortgage asset-
backed securities and $92 million of student |oan asset-backed securitiesfrom Level 2 to Level 3 astheinputs used to value these
securities have become less observable.

During 2017, wetransferred $260 million of domestic deposits and $102 million of long-term debt, which we have elected to carry
at fair value, from Level 3to Level 2 asaresult of the embedded derivative no longer being unobservable as the derivative option
iscloser in maturity and thereis more observability in short term volatility. Additionally, during 2017, we transferred $31 million,
respectively, of domestic deposits, which we have elected to carry at fair value, from Level 2to Level 3 asaresult of achangein
the observability of underlying instruments that resulted in the embedded derivative being unobservable.

Assets and Liabilities Recorded at Fair Value on a Non-recurring Basis Certain financial and non-financial assets are measured
at fair value on a non-recurring basis and therefore, are not included in the tables above. These assets include (a) mortgage and
commercial loans classified as held for sale reported at the lower of amortized cost or fair value and (b) impaired loans or assets
that are written down to fair value based on the valuation of underlying collateral during the period. These instruments are not
measured at fair value on an ongoing basis but are subject to fair value adjustment in certain circumstances (e.g., impairment).
Thefollowing table presents the fair value hierarchy level within which the fair value of the financial and non-financial assets has
been recorded at December 31, 2018 and 2017. The gains (losses) during 2018 and 2017 are also included.

Non-Recurring Fair Value Measurements

at December 31, 2018 Total Gains (Losses)

For the Year Ended

Level 1 Level 2 Level 3 Total December 31, 2018

(in millions)
Residential mortgage loans held for sale® ..........coooovoveeeeeeuenne. $8 —$ — 3 1% 1% —
CONSUMEN 10BNSP.....oooeeeeeee e se s eee s seeean — 15 — 15 (8)
Commercial loansheld for sAle® ..o, — 36 — 36 5
Impaired commercial 10aNS™...........coooooveeeeeeeeeeeeeeeeeseeseeeseeeeees — — 37 37 114
Real estate OWNEA® ..ot — 7 — 7 3
Total assets at fair value on anon-recurring basis.........c.cccceveeee.
S — 3 83 38 9% S 114
Non-Recurring Fair Value Measurements .

at December 31, 2017 Total Gains (Losses)

For the Year Ended

Level 1 Level 2 Level 3 Total December 31, 2017

(in millions)
Residential mortgage loans held for sale® ..........coocoovvoveeveenenn, $ — $ — 3 2 $ 2 $ 7
CONSUMES 10BNSP ... — 21 — 21 (11)
Commercial loansheld for SAE® .........oovovrveeoreeeeeeeeeseeereeeeen, — 62 — 62 5
Impaired commercial 10aNS™.............covereeeeeeeeeeeeeeseeeeeeeeeseees — — 289 289 132
Real estate OWNE® ..o — 6 — 6 7
Total assets at fair value on anon-recurring basis.........ccccceveuee.e.

$ — $ 89 $ 291 $ 38 $ 140

@ At December 31, 2018 and 2017, thefair value of theloans held for salewas below cost. Certain residential mortgage loans held for sale have been classified
as Level 3 fair value measurements within the fair value hierarchy as the underlying real estate properties used to determine fair value areilliquid assets as
aresult of market conditions. Additionally, the fair value of these properties is affected by, among other things, the location, the payment history and the
completeness of the loan documentation.
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@ Represents residential mortgage loans held for investment whose carrying amount was reduced during the periods presented based on the fair value of the
underlying collateral.

@ At December 31, 2018 and 2017, the fair value of the loans held for sale was below cost.

@ Certain commercia loans have undergone troubled debt restructurings and are considered impaired. As a matter of practical expedient, we measure the
credit impairment of a collateral-dependent loan based on the fair value of the collateral asset. The collateral often involves rea estate properties that are
illiquid due to market conditions. As aresult, these loans are classified asaLevel 3 fair value measurement within the fair value hierarchy.

®  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.

Thefollowing tablespresent quantitativeinformation about non-recurring fair value measurementsof assetsand liabilitiesclassified
with Level 3 of the fair value hierarchy at December 31, 2018 and 2017:

At December 31, 2018

Significant
Fair Value Unobservable Range of
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs
Residential mortgage loans held for sale..........cooeiiiiicnnne. $ 1 Third party appraisal vauation Loss severity rates  30% - 100%

based on estimated |oss severities,
including collateral values

Impaired commercial 10aNS........c.coeeeririrerneeree e 37 Vauation of third party appraisal Loss severity rates  13% - 100%
on underlying collateral

At December 31, 2017

Significant
Fair Value Unobservable Range of
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs
Residential mortgage loans held for sale.........coccoeviccninicienne. $ 2 Third party appraisal valuation Loss severity rates  30% - 100%

based on estimated |oss severities,
including collateral values

Impaired commercial 10aNS..........coeeierireerneere e 289 Valuation of third party appraisal Loss severity rates 9% - 61%
on underlying collateral

Significant Unobservable Inputs for Non-Recurring Fair Value Measurements

Residential mortgage loans held for sale includes subprime residential mortgage loans which were previously acquired with the
intent of securitizing or selling themto third parties. Theweighted average | oss severity ratefor these was approximately 70 percent
at December 31, 2018. These severity rates are primarily impacted by the value of the underlying collateral securing the loans.

The weighted average severity rate for impaired commercia |oans was approximately 36 percent at December 31, 2018. These
severity rates are primarily impacted by the value of the underlying collateral securing the loans.

Valuation Techniques

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

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 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 |oans held for sale are determined primarily using observed market prices of instrumentswith similar
characteristics. Adjustments are made to reflect differencesin collateral location, loan-to-value ratio, FICO scores, vintage year,
default rates, the completeness of the |loan documentation and other risk characteristics. Where observable market parameters are
not available, fair valueisdetermined using the discounted cash flow method using assumptions consi stent with those which would
be used by market participants in valuing such loans, including estimates of prepayment rates, default rates, |oss 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 FV O accounting to certain commercial loans held
for saleat fair value. Where available, fair valueisbased 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
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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 impaired loans — 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 aquoted 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 devel oped val uation model sare used to determinefair values or validate quotes obtained from pricing services.
The following summarizes the valuation methodology used for our major security classes:

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

e 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 CDOs — Fair valueis primarily determined based on pricing information obtained from
independent pricing services adjusted for the characteristics and the performance of the underlying collateral.

e Other domestic debt and foreign debt securities (corporate and government) - For non-callable corporate securities, acredit
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 dataincluding benchmark
guotes and updated spreads.

»  Equity securities — Fair value measurements are determined based on quoted pricesfor theidentical 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 $72 million and $43 million at December 31, 2018 and
2017, respectively.

The following tables provide additional information relating to our asset-backed securities, including certain CDOs, at December
31, 2018:

Trading asset-backed securities:

Rating of Securities:® Collateral Type: Level 3 Total

(in millions)
AAA-A e SHUAENE 10ANS.......cvviierieieriee e snsees $ 2 $ 92
BBB-B .o Collateralized debt obligations...........cccveeveieveivcireeiee 100 100
CCC-Unrated........cooevvviviiiiniiiinns Residential mortgages - SUDPIiME. ........cceevireeeeeeinireeeeennn, 16 16

$ 208 $ 208
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Available-for-sale asset-backed securities:

Rating of Securities:® Collateral Type: Level 2 Level 3 Total
(in millions)
AAA - A Home equity - AItA......coovreeeeceeirenas $ 42 $ — $ 42
OtNES s — 49 49
Total AAA -A e $ 42 $ 49 $ 91
BBB -B...cooov OtNES s — 58 58
$ 42 $ 107 % 149

@ We utilize Standard and Poor's (*S&P") as the primary source of credit ratings in the tables above. If S& P ratings are not available, ratings by Moody's and
Fitch are used in that order. Ratings for 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, areval ued using val uation techniques. Thefair valuefor themajority of our derivativeinstrumentsaredetermined
based on internally developed models that utilize independently corroborated market parameters, including interest rate yield
curves, option volatilities, and currency rates. For complex or long-dated derivative products where market datais not available,
fair value may be affected by the underlying assumptions about, among other things, the timing of cash flows, expected exposure,
probability of default and recovery rates. The fair values of certain structured derivative products are sensitive to unobservable
inputs such as default correlations of the referenced credit and volatilities of embedded options. These estimates are susceptible
to significant change in future periods as market conditions change.

We use the 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 spreadsto 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:

e Credit Derivatives—Usecredit default curvesand recovery rateswhich aregenerally provided by broker quotesand 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 asinputs.

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

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

Weestimate the counterparty credit risk for financial assetsand our own credit standing for financial liabilities(the" credit valuation
adjustments") in determining the fair value measurement. For derivative instruments, we cal cul ate the credit val uation 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
aproxy 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
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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 FV O 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 FV O accounting to certain of our own debt issuances for which fair
value hedge accounting otherwise would have been applied. These own debt i ssuances el ected under FV O are traded in secondary
markets and, as such, thefair value is determined based on observed pricesfor 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.

Additional Disclosures About the Fair Value of Financial Instruments that are Not Carried at Fair Value on the Consolidated
Balance Sheet Thefair value estimates set forth below are made solely to comply with disclosures required by generally accepted
accounting principlesin the United States and should be read in conjunction with the financia statements and notes included in
this report.

Thecarryingamount of certainfinancial instrumentsrecorded at cost on the consolidated bal ance sheet isconsidered 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
liahilities, federal funds sold and purchased, certain 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
instrumentsthat are carried at fair value on arecurring basis, at December 31, 2018 and December 31, 2017 and their classification
within the fair value hierarchy:

Carrying Fair
December 31, 2018 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term financial asSetS.........cccceeeeeeeeeceeececeeceeee e $ 17,237 $ 17,237 $ 1514 $ 15700 $ 23
Federal funds sold and securities purchased under agreementsto
TESEIL .t ne 10,168 10,168 — 10,168 —
Securities hel d-to-MatUrity .......ccoeverererenrere e 14,670 14,443 — 14,443 —
Commercial loans, net of allowance for credit 10sses...........cc...... 48,884 50,671 — — 50,671
Commercial loansheld for sale.......oovvvvevevcnccerccce e 285 285 — 285 —
Consumer loans, net of allowance for credit 10Sses........cocoeeeeneene 19,553 18,878 — — 18,878
Consumer loans held for sdle;
Residential MOrtgages.......cocoverereriinere e 65 65 — 65 —
Other CONSUMES ......cviivieieciecteeee ettt e 53 53 — — 53
Financia liabilities:
Short-term financial [iabilitieS ........cccoeeeieviieecceeceeeeeee $ 3643 $ 3649 $ — $ 3626 $ 23
Deposits:
Without fixed Maturities...........ccovvvveveniese s 91,794 91,794 — 91,794 —
FiXxed MatUritieS......cccceiiiiiecece et 10,996 10,933 — 10,933 —
Depositsheld for Sale........ooiiiiicee e 10 10 — 10 —
LONg-tErmM debt.....ccooveeceeecee e 19,379 19,688 — 19,688 —
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Carrying Fair

December 31, 2017 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term financial assatsS..........ccceceveeeveeiececece e $ 12304 $12304 $ 1115 $ 11157 $ 32
Federal funds sold and securities purchased under agreements to
=57 | 32,538 32,538 — 32,538 —
Securities held-to-maturity ..........ccoooooeiirereriee e 13,977 13,902 — 13,902 —
Commercial loans, net of allowance for credit losses..................... 52,427 54,210 — — 54,210
Commercial loans held for sale.........cccooevveviccecece e, 177 177 — 177 —
Consumer loans, net of allowance for credit 10SSes.........cccvveeneneee 19,455 18,598 — — 18,598
Consumer loans held for sale:
Residential MOrtgages........coooveereereerieereesiee s 6 6 — 5 1
Other CONSUMET ......ocveeeeeeeee ettt 61 61 — — 61
Financial liabilities:
Short-term financial liabilities .........ccccveveeevceveecccc e $ 2650 $ 2667 $ — $ 2635 $ 32
Deposits:
Without fixed Maturities...........cccoeeeieeecececeeeeceeeeeee e, 100,502 100,502 — 100,502 —
FiXed MatUNTIES. ....ccveeieei ettt st 9,834 9,782 — 9,782 —
Depositsheld for Sale.......oovviiiiiiicece e 673 673 — 673 —
LONG-term debt........cocvvieiiiece e 22,080 22,717 — 22,717 —

Lending-related commitments - Thefair value of loan commitments, revolving credit facilities and standby | etters of credit are not
included in the table. The majority of the lending-related commitments are not carried at fair value on a recurring basis nor are
they actively traded. Theseinstrumentsgeneratefees, which approximatethose 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 $165 million and $158 million at December 31, 2018 and 2017, respectively.

198



HSBC USA Inc.

28. Litigation and Regulatory Matters

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

Dueto theinherent unpredictability of legal matters, including litigation, governmental and regul atory 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 |oss contingencies that are both probable and can be reasonably estimated. Once established, reserves are adjusted
fromtimetotime, 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. During 2018, we recorded expense of $522
million related to various legal matters.

For the legal matters disclosed below, including litigation and governmental and regulatory matters, as to which alossin excess
of accrued liahility isreasonably possiblein future periods and for which there is sufficient currently availableinformation on the
basis of which management believesit can make areliable estimate, we believe a reasonable estimate could be as much as $350
million for HUSI. The legal matters underlying this estimate of possiblelosswill 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, 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 theinherent unpredictability of such matters,
an adverse outcome in certain of these matters could have a material adverse effect on our consolidated financial statementsin
any particular quarterly or annual period.

Credit Card Litigation Since 2005, HSBC Bank USA, HSBC Finance, HSBC North Americaand HSBC, as well as other banks
and VisalInc. ("Visa') and MasterCard Incorporated ("MasterCard"), had been named as defendants in a number of consolidated
merchant class actions and individual merchant actions had been filed against Visa and MasterCard, alleging that the imposition
of ano-surchargerule by the associations and/or the establishment of theinterchangefee charged for credit card transactions causes
the merchant discount fee paid by retailers to be set at supracompetitive levels in violation of the federal antitrust laws. In re
Payment Card Interchange Fee and Merchant Discount Antitrust Litigation, MDL 1720, E.D.N.Y. ("MDL 1720"). In 2011,
MasterCard, Visa, the other defendants, including HSBC Bank USA, and certain affiliates of the defendants entered into settlement
and judgment sharing agreements (the "Sharing Agreements") that provide for the apportionment of certain defined costs and
liahilities that the defendants, including HSBC Bank USA and our &ffiliates, may incur, jointly and/or severaly, in the event of an
adverse judgment or global settlement of oneor all of these actions. Thedistrict court granted final approval of the class settlement
in 2013 and entered the Class Settlement Order and final judgment dismissing the class action shortly thereafter.

In June 2016, the U.S. Court of Appeals for the Second Circuit ("Second Circuit") issued a decision vacating class certification
and approval of the class settlement in MDL 1720, concluding the class wasinadequately represented by their counsel in violation
of the Federal Rule of Civil Procedure governing class actions as well as the Due Process Clause of the U.S. Constitution.
Specifically, the Second Circuit held that there was a conflict between two different but overlapping settlement classes: (1) an opt-
out class, which permitted individual class membersto forgo their share of the monetary relief and pursue individual claims; and
(2) anon-opt-out class of merchants, including future merchantsthat do not currently exist, which provided injunctiverelief mainly
in the form of arule change by Visa and MasterCard to allow merchants to surcharge card transactions until July 20, 2021. The
U.S. Supreme Court denied the plaintiffs petition for review of the decision in March 2017.

In June 2018, the defendants, including the HSBC entities, reached an agreement in principle with counsel for the putative Federal
Ruleof Civil Procedure 23(b)(3) opt-out class, seeking monetary relief, toresolveall claimsasfiledinathird consolidated amended
class action complaint in In re Payment Card Interchange Fee and Merchant Discount Antitrust Litigation, MDL 1720, E.D.N.Y.
The parties subsequently entered into a settlement agreement. The court granted preliminary approval of the settlement in January
2019 and scheduled the final settlement approval hearing for November 2019. If settlement approval is granted, certain HSBC
entities are responsible for a pro rata portion of the settlement amount, for which they are reserved, pursuant to the Sharing
Agreements entered into by the defendants.
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Numerous merchants objected and/or opted out of the settlement during the exclusion period. Various opt-out merchants havefiled
opt-out suitsin either state or federal court, most of which have been transferred to the consolidated multidistrict litigation, MDL
1720. To date, certain groups of opt-out merchants have entered into settlement agreements with the defendants in those actions
and certain HSBC entities that, pursuant to the Sharing Agreements, are responsible for a pro rata portion of any judgment or
settlement amount awarded in actions consolidated into MDL 1720.

DeKalb County, et al. v. HSBC North America Holdings Inc., et al. (N.D. Ga. Case No. 12-CV-03640) In 2012, three of the five
counties constituting the metropolitan area of Atlanta, Georgia filed a lawsuit pursuant to the Fair Housing Act against HSBC
North Americaand numeroussubsidiaries, including HSBC Financeand HSBC Bank USA, in connectionwith residential mortgage
lending, servicing and financing activities. In the action, the plaintiff counties assert that the defendants' allegedly discriminatory
lending and servicing practicesled to increased loan delinquencies, foreclosures and vacancies, which in turn caused the plaintiff
countiesto incur damagesin the form of lost property tax revenues and increased municipal services costs, anong other damages.
In March 2015, the court denied the HSBC defendants motion for summary judgment. In November 2015, the HSBC defendants
motion for reconsideration of that decision was granted in part, and the court reversed certain aspects of its March 2015 decision.

This matter has been stayed pending U.S. Supreme Court review of the U.S. Court of Appealsfor the Eleventh Circuit ("Eleventh
Circuit") decision reversing motions to dismiss two similar cases filed against other lendersin City of Miami v. Bank of America
Corp. & Wells Fargo & Co. In May 2017, the U.S. Supreme Court issued its decision, affirming the Eleventh Circuit's finding that
amunicipal plaintiff can bewithin the zone of interest conceivably protected by the Fair Housing Act. The court did not determine
whether theinjuries alleged by the city met the proximate cause test, but provided guidance for the lower courtsin employing that
test in further proceedings.

County of Cook v. HSBC North America Holdings Inc., et al. (N.D. Ill. Case No. 1:14-cv-2031). In 2014, Cook County, Illinois
(the county in which the city of Chicago islocated) filed an action pursuant to the Fair Housing Act against HSBC North America
and certain subsidiaries that is substantially similar to the lawsuit filed by the counties of DeKalh, Fulton and Cobb in Georgia.
In this action, as in DeKalb County, et al. v. HSBC North America Holdings Inc., et al., the plaintiff asserts that the defendants
allegedly discriminatory lending and servicing practices led to increased loan delinquencies, foreclosures and vacancies, which
in turn caused the plaintiff to incur damages in the form of lost property tax revenues and increased municipal services costs,
among other damages. An amended complaint was filed in 2014, and the court denied the HSBC defendants' motion to dismiss
the amended complaint in September 2015.

This matter had been stayed pending U.S. Supreme Court review of the Eleventh Circuit decision reversing maotions to dismiss
two similar cases filed against other lenders in City of Miami v. Bank of America Corp. & Wells Fargo & Co. In May 2017, the
U.S. Supreme Court issued its decision, affirming the Eleventh Circuit's finding that a municipal plaintiff can be within the zone
of interest conceivably protected by the Fair Housing Act. The court did not determine whether theinjuries alleged by the city met
the proximate cause test, but provided guidance for the lower courts in employing that test in further proceedings. Following the
Supreme Court decision, the stay was lifted and an amended complaint wasfiled in July 2017.

In May 2018, the court granted in part and denied in part defendants’ motion to dismiss the amended complaint. The court's ruling
on the motion to dismiss allows Cook County's case to proceed, but significantly narrows the categories of damages available for
potential recovery. Discovery is proceeding.

Credit Default Swap Matters

In June 2017, an action wasfiled by TeraExchange, LLC ("Terd"), aswaps execution facility, aswell asits affiliates, against more
than two dozen financial institutions, including HSBC, HSBC Bank plc, HSBC Bank USA and HSI, alleging violations of federal
and state antitrust laws, and breaches of common law, arising out of an alleged conspiracy among the defendants to boycott Tera
from the credit default swap trading market. Defendants filed a motion to dismissin September 2017 and we await a decision.

Foreign Exchange ("FX") Matters

U.S. Litigation 1n 2014, HSBC, HSBC Bank plc, HSBC North Americaand HSBC Bank USA were named as defendants, among
others, in an amended consolidated complaint that alleged, among other things, that defendants had conspired to manipulate the
WNM/Reuters foreign currency rates by sharing customers' confidential order flow information, thereby injuring plaintiffs and
others by forcing them to pay artificial and non-competitive prices for products based off these foreign currency rates (the
"Consolidated Action") (In re Foreign Exchange Benchmark Rates Antitrust Litigation; Case No. 13-CV-7789(LGS)). The HSBC
defendants settled the Consolidated Action in September 2015 for atotal payment of $285 million. HSBC Bank USA's portion of
the settlement was $14.25 million. The court granted final approval of the settlement in August 2018. This matter will no longer
be updated in this report in the future.

In November 2018, a complaint making similar alegations was filed in the U.S. District Court for the Southern District of New
York by several institutionsthat opted out of the Consolidated A ction settlement naming, among other institutions, the same HSBC
defendantsthat had been named inthe Consolidated Action. (Allianz Global Investors GMBH, et al. v Bank of America Corporation,
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et al. (the "FX Opt Out Litigation")). The plaintiffs will be filing an amended complaint on or before March 1, 2019, and the
defendants will be permitted to seek dismissal thereafter.

Inadditiontothe Consolidated Action, other putative classactionsmaking similar allegationsare pending agai nst HSBC defendants,
as well as other defendants, in the U.S. District Court for the Southern District of New York on behalf of: (1) retail customers
(Nypl v. JPMorgan Chase, et al.; Case No. 1:15-CV-9300); and (2) "indirect purchasers' of FX (Contant v. Bank of America
Corporation, et al.; Case No. 1:17-CV-03139). The Nypl defendants have answered the complaint and discovery is underway. In
January 2019, the court in Nypl granted the plaintiffs leave to file amotion for leave to amend their complaint. In October 2018,
the court in Contant granted in part and denied in part plaintiffs' motion to amend the complaint, allowing plaintiffsto amend their
state law antitrust and unfair trade practices claims but denying their request to amend their federal law antitrust claims.

It is possible that additional actions will be initiated against the HSBC entities, including HSBC Bank USA, in relation to their
historical foreign exchange activities.

Investigations HSBC and certain of its affiliates, including HSBC Bank USA, along with a number of other firms, are being
investigated by regulatory agenciesinrelation totrading ontheforeign exchange market. Weare cooperating withtheinvestigations.
HSBC has reached settlements with the U.K. Financial Conduct Authority ("FCA"), the U.S. Commodity Futures Trading
Commission ("CFTC"), the FRB and U.S. Department of Justice ("DOJ"). HSBC Bank USA was not a party to those settlements.
Theinvestigations involving HSBC Bank USA continue.

In January 2018, HSBC entered into athree-year deferred prosecution agreement with the Criminal Division of the DOJ (the"FX
DPA"), which resolved the DOJsinvestigation into HSBC's historical foreign exchange activities. Under thetermsof the FX DPA,
HSBC isrequired to further enhance itsinternal controls and procedures relating to its Global Markets business.

In September 2017, HSBC and HSBC North Americaentered into aconsent order with the FRB in connection withitsinvestigation
into HSBC Group's historical FX exchange activities, which required HSBC and HSBC North America to undertake certain
remedial steps.

In August 2016, the DOJ indicted two now-former HSBC employees and charged them with wire fraud and conspiracy relating
to a 2011 foreign exchange transaction. One of the former employees was found guilty in October 2017, and has appealed his
conviction.

In February 2017, the Competition Commission of South Africa referred a complaint for proceedings before the South African
Competition Tribunal against 18 financial institutions, including HSBC Bank plc, for alleged misconduct related to the foreign
exchange market in violation of South African antitrust laws. In April 2017, HSBC Bank plc filed an exception to the complaint,
based on alack of jurisdiction and statute of limitations. In January 2018, the South African Competition Tribunal approved the
provisional referral of additional financial institutions, including HSBC Bank USA to the proceedings. These proceedingsremain
at an early stage.

Precious Metals Fix Matters

In re Commodity Exchange Inc., Gold Futures and Options Trading Litigation (Gold Fix Litigation) Since 2014, numerousputative
classactionshave beenfiledinthe U.S. District Court for the Southern District of New York and the Northern District of California
naming as defendants HSBC USA, HSI, HSBC and HSBC Bank plc, in addition to other members of the London Gold Fix. The
complaints allege that from January 2004 through June 2013, defendants conspired to manipulate the price of gold and gold
derivatives during the afternoon London Gold Fix in order to reap profits on proprietary trades. The actions have been transferred
toand centralizedinthe U.S. District Court for the Southern District of New York. The partiesare proceeding under athird amended
complaint. Discovery is proceeding.

In re London Silver Fixing, Ltd. Antitrust Litigation (Silver Fix Litigation) In 2014, putative class actions were filed in the U.S.
District Court for the Southern and Eastern Districts of New York naming HSBC, HSBC Bank plc, HSBC Bank USA and the other
membersof TheLondon Silver Market Fixing Ltd as defendants. The complaintsallegethat, from January 2007 through December
2013, defendants conspired to manipul ate the price of physical silver and silver derivativesfor their collective benefit in violation
of the U.S. Commaodity Exchange Act and U.S. antitrust laws. The actions have been transferred to and centralized in the U.S.
District Court for the Southern District of New York. The parties are proceeding under a third amended complaint. Discovery is
proceeding.

Platinum and Palladium Fix Litigation Since 2014, severa putative class actions have been filed in the U.S. District Court for the
Southern District of New York naming as defendants members of The London Platinum and Palladium Fixing Company (the
"Platinum Group Metals or PGM Fixing"), including HSBC Bank USA, BASF Metals Limited, Goldman Sachs International and
Standard Bank, plc. The complaints allege that, from January 2008 through November 2014, defendants conspired to manipulate
the benchmark prices for physical Platinum Group Metals ("PGM") and PGM-based financial products. Plaintiffs have filed a
third amended complaint and the defendants filed ajoint motion to dismiss. We await aruling.

201



HSBC USA Inc.

Canada Litigation Beginning in December 2015, HSBC, HSBC Bank plc, HSBC USA, HSI, HSBC Bank Canada and HSBC
Securities Canada have been named, along with other institutions, in several putative class actions filed in the Superior Courts of
Justice in the Provinces of Ontario and Quebec, Canada. These suits allege, among other things, that the defendants conspired to
mani pulate the prices of gold and silver derivatives. These claimsinclude: (1) DiFilippo and Caron v. The Bank of Nova Scotia,
etal. (Superior Court of Justice, Ontario Province) (Gold Fix); (2) DiFilippo and Caron v. The Bank of Nova Scotia, et al. (Superior
Court of Justice, Ontario Province) (Silver Fix); (3) Benoit v. Bank of Nova Scotia, et al. (Superior Court of Justice, Quebec
Province); and (4) Ayasv. LaBanque de Nouvelle-Ecosse, et. al. (Superior Court of Justice, Quebec Province). These actions are
at an early stage.

Investigations In 2014, the Antitrust Division and Criminal Fraud Section of the DOJissued adocument request to HSBC, seeking
the voluntary production of certain documents in connection with a criminal investigation that the DOJ is conducting of alleged
anti-competitive and manipulative conduct in precious metals trading. As of January 2019, the DOJ has closed its investigation
without taking any action against HSBC, including HSBC Bank USA.

Madoff Litigation

In 2008, Bernard L. Madoff ("Madoff") was arrested and ultimately pleaded guilty to running a Ponzi scheme and a trustee was
appointed for the liquidation of hisfirm, Bernard L. Madoff Investment Securities LLC ("Madoff Securities"), an SEC-registered
broker-dealer and investment adviser. Various non-U.S. HSBC companies provided custodial, administration and similar services
toanumber of fundsincorporated outsidethe United Stateswhose assetswereinvested with Madoff Securities. Plaintiffs(including
funds, funds investors and the Madoff Securities trustee ("Trustee"), as described below) have commenced Madoff-related
proceedings against numerous defendants arising out of Madoff Securities' fraud.

In 2010, the Trustee commenced suits against various HSBC companies in the U.S. Bankruptcy Court for the Southern District
of New York ("U.S. Bankruptcy Court") and in the English High Court. The Trustee filed a suit in the U.S. captioned Picard v.
HSBC et al (Bankr S.D.N.Y. Case No. 09-01364), which also names certain funds, investment managers, and other entities and
individuals, against HSBC Bank USA and certain of our foreign affiliates. The Trustee'sclaimsseek recovery of prepetitiontransfers
pursuant to U.S. bankruptcy law. The amount of these claims has not been pleaded or determined as against the HSBC entities. In
November 2016, the U.S. Bankruptcy Court granted the motion to dismiss with respect to certain of the Trustee's claims filed by
numerous defendants, including anumber of foreign affiliates of HSBC Bank USA.. In September 2017, the Second Circuit granted
the parties' request to review the U.S. Bankruptcy Court's decision. The Second Circuit heard oral argument on the appeal in
November 2018 and a decision remains pending.

The Trustee's English action, which namesHSBC Bank USA and other HSBC entities as defendants, seeks recovery of unspecified
transfers of money from Madoff Securitiesto or through the HSBC entities. The Trustee's deadline for serving the claims has been
extended through September 2019 for the U.K .-based defendants and November 2019 for all other defendants.

SPV Optimal SUSLtd. ("SPV Optimal"), the purported assignee of Madoff Securities-invested Optimal Strategic U.S. Equity Ltd.
filed an action against various HSBC entities, including HSBC Bank USA, in 2014 in New York state court asserting common
law claimsfor aiding and abetting breach of fiduciary duty, aiding and abetting conversion, aiding and abetting fraud and knowing
participation in a breach of trust and seeks to recover damages lost to Madoff's fraud. (SPV OSUS Ltd. v. HSBC Bank plc, et al.,
Case No. 162259/2014). The HSBC defendants removed the case to the federal district courtin New York in April 2018 and filed
an amended motion to dismiss in September 2018 in response to the most recently amended complaint. In February 2019, SPV
OSUS agreed to withdraw its action with prejudice against the HSBC entities.

Beginning in 2009, Fairfield Sentry Limited, Fairfield Sigma Limited and Fairfield Lambda Limited (together "Fairfield"), funds
whose assets were directly or indirectly invested with Madoff Securities, commenced multiple suits in the British Virgin Islands
("BVI") and the United States against numerous fund shareholders, including various HSBC companies that acted as nominees
for clientsof HSBC's private banking businessand other clientswhoinvested in the Fairfield funds, seeking restitution of payments
made in connection with share redemptions. The Fairfield liquidators voluntarily discontinued their actions against the HSBC
defendantsin BVI. In October 2016, the Fairfield liquidators filed a motion seeking leave to amend their complaintsin the U.S.
Bankruptcy Court. In January 2017, defendantsfiled aconsolidated motion to dismiss and oppose the Fairfield liquidators motion.
In December 2018, the U.S. Bankruptcy Court issued adecision that partially granted defendants’ motion to dismiss claims by the
Fairfield liquidators and granted a motion by the liquidators to file anended complaints.

There are many factors that may affect the range of possible outcomes, and the resulting financial impact, of the various Madoff-
related proceedings including, but not limited to, the circumstances of the fraud, the multiple jurisdictions in which proceedings
have been brought and the number of different plaintiffs and defendants in such proceedings. The timing and resolution of these
mattersremains uncertain. It is possible that any liabilitiesthat may arise asaresult could be significant. In any event, we consider
that we have good defenses to these claims and will continue to defend them vigorously.
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Supranational, Sovereign and Agency ("SSA") Bonds.

Beginningin November 2017, HSBC, HSBC Bank plc, HSBC Bank USA, HSBC Bank Canada, HSBC USA, HSBC NorthAmerica
and HSI, among others, were named as defendants in actions filed in the Superior Court and Federal Court of Ontario Province.
The actions allege that the defendants conspired to manipulate the market for SSA bonds between January 2005 and December
2015 inviolation of Canadian civil anti-trust law. The Superior Court action has now lapsed and will not proceed unless a motion
to extend the time for serviceis successfully filed. The Federal Court action will proceed.

Mexican Government Bond Litigation HSBC, HSBC Bank plc, HSBC North America, HSBC Bank USA, HSI, HMUS, as well
asnon-U.S. HSBC &ffiliates, have been named as defendants, among others, in a putative class action brought in the U.S. District
Court for the Southern District of New York in March 2018 rel ating to the M exican government bond ("M GB") market (Oklahoma
Firefighters Pension & Retirement System, et al. v. Banco Santander S.A., et al.). The action alleges that defendants conspired to
fix MGB prices between January 2006 and April 2017 inviolation of federal antitrust laws. In July 2018, plaintiffsfiled anamended
consolidated complaint. Defendants filed motions to dismiss in September 2018.

Benchmark Rate Litigation

USD LIBOR: HSBC, HSBC Bank plc, HSBC USA and/or HSBC Bank USA are among several defendants in lawsuits filed by
the following plaintiffs seeking unspecified damages arising from the alleged artificial suppression of U.S. dollar LIBOR rates:
(1) the Federal Home Loan Mortgage Corporation; (2) two mutual funds managed by Prudential Investment Portfolios; (3) the
FDIC, initsrole as receiver for severa failed banks; and (4) the National Credit Union Administration Board, in its capacity as
liquidator for several failed credit unions. The other defendants are members of the U.S. dollar LIBOR panel of banks and their
affiliates. These actions are part of the U.S. dollar LIBOR Multi-District Litigation proceeding pending in the U.S. District Court
for the Southern District of New York (In re LIBOR-Based Financial Instruments Antitrust Litigation). These matters are at early
stages.

CDOR: HSBC Bank USA, HSBC, HSBC USA, HSBC Bank plc, HSBC North America, HSI and HSBC Canada have been named
as defendants, among others, in a putative class action brought in the U.S. District Court for the Southern District of New York
on behalf of persons who transacted in products tied to the Canadian Dedler Offered Rate ("CDOR") between August 2007 and
December 2014. The complaint, encaptioned Fire & Police Pension Association of Colorado, et al. v Bank of Montreal, et al.
(Case No. 18-cv-00342), alleges that the defendant banks conspired to suppress CDOR by making artificially lower submissions
and enteringinto collusivetransactionsin the swaps market, thereby fixing the prices of CDOR-based derivativesfor their collective
financial benefit. The defendants are accused of illegal restraint of trade in violation of the Sherman Antitrust Act, violation of the
Racketeer Influenced Corrupt Organization Act and Commaodity ExchangeAct. In July 2018, defendantsfiled amotion to dismiss
and we await a decision.

Intercontinental Exchange ("ICE") LIBOR: In January 2019, a putative class action complaint wasfiled inthe U.S. District Court
for the Southern District of New York on behalf of persons who purchased over the counter instruments paying interest indexed
to ICE LIBOR from a panel bank against HSBC Bank plc, HSBC Bank USA, HSBC North America, HSBC USA and HSI, as
well asother panel banks, alleging aconspiracy to depress USD ICE LIBOR from February 2014 (when | CE began administration
of LIBOR) to the present. The complaint alleges, among other things, misconduct related to the suppression of the benchmark rate
in violation of US antitrust and state law. (Putnam Bank v. Intercontinental Exchange, Inc., et a. (Case No. 19-cv-00439)).

Mortgage Securitization Matters

In addition to the repurchase risk described in Note 26, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements,”
HSBC Bank USA has also been involved as a sponsor/seller of loans used to facilitate whole |oan securitizations underwritten by
HSI. During 2005-2007, HSBC Bank USA purchased and sold $24 billion of whole loans to HSI which were subsequently
securitized and sold by HSI to third parties. The outstanding principal balance on these loans was approximately $3.8 billion and
$4.1 billion at December 31, 2018 and 2017, respectively.

Participantsinthe U.S. mortgage securitization market that purchased and repackaged whol el oanshave been the subject of lawsuits
and governmental and regulatory investigationsand inquiries, which have been directed at groupswithinthe U.S. mortgage market,
such asservicers, originators, underwriters, trustees or sponsorsof securitizations, and at particul ar participantswithinthese groups.
We expect activity in this areato continue. As the industry's residential mortgage foreclosure issues continue, HSBC Bank USA
has taken title to a number of foreclosed homes as trustee on behalf of various securitization trusts. As nominal record owner of
these properties, HSBC Bank USA has been sued by municipalities and tenants alleging various violations of law, including laws
regarding property upkeep and tenants' rights. While we believe and continue to maintain that the obligations at issue and any
related liability areproperly those of the servicer of eachtrust, we continueto receivesignificant and adverse publicity in connection
with these and similar matters, including foreclosures that are serviced by othersin the name of "HSBC, as trustee.”

In 2013, Deutsche Bank National Trust Company ("DBNTC"), as trustee of HASCO 2007-NC1, filed a complaint in New York
County Supreme Court, State of New York, naming HSBC Bank USA as the sole defendant. The complaint allegesthat DBNTC
brought the action at the direction of certificateholders of the trust, seeking specific performance and/or damages of at least $508
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million arising out of the alleged breach of various representations and warranties made by HSBC Bank USA in the applicable
pooling and servicing agreement regarding certain characteristics of the mortgage loans contained in the trust. In 2014, the court
granted HSBC Bank USA's motion to dismiss, without prejudice, and with leave to replead. Plaintiff filed an amended complaint
which HSBC Bank USA moved to dismiss, and that motionwasdenied in November 2015. HSBC Bank USA appeal ed thedecision.
In December 2017, the appeals court issued a decision dismissing the complaint. Plaintiff filed a motion for leave to appeal the
dismissal of the action with the New York Court of Appeals, which was granted in September 2018.

Asprevioudly disclosed, in October 2018, HSBC North Americareached adefinitive agreement to resolve the DOJsinvestigation
of itslegacy securitization, issuance and underwriting of residential mortgage-backed securities ("RMBS") issued between 2005
and 2007. Under the terms of the agreement, HSBC North America paid a $765 million civil monetary penalty to resolve the
investigation, of which $492 million was paid by HUSI.

Mortgage Securitization Trust Litigation Since 2014, Plaintiff-lnvestorsin 280 RMBStrusts (the " Trusts") have sued HSBC Bank
USA, asmortgage securitization trustee, in anumber of cases: BlackRock et al., Royal Park Investments SA/NV ("RPI"), Phoenix
Light SF Limited, the National Credit Union Administration Board, as Liquidating Agent, Commerzbank AG, and Triaxx, IKB
Bank AG ("IKB"), RMBS Recovery Holdings |, LLC, et a. ("Fir Tree"), VRS Holdings 2 LLC ("VRS") and Reliance Standard
Life Insurance Company ("Reliance”). All the cases, with the exception of the IKB, Fir Tree, VRS and Reliance cases, have been
deemed related and are assigned to the same judgein the U.S. District Court for the Southern District of New York. ThelKB, VRS
and Reliance cases are pending in New York State court and Fir Tree filed cases in both New York and Virginia state courts. The
lawsuits were brought derivatively on behalf of the Trusts, but some also seek class relief. The complaints allege generally that
the Trusts have collectively sustained losses in collateral value of approximately $38 billion and seek to recover unspecified
damages as aresult of alleged breach of contract; breach of the federal Trust Indenture Act and New York's Streit Act; tort claims
such as negligence, negligent misrepresentation, conflict of interest and breach of fiduciary duty. Similar lawsuits were filed
simultaneously against other non-HSBC financial institutionsthat similarly served asmortgage securitization trustees. HSBC Bank
USA's motions to dismiss these cases have largely been denied. In February 2018, the Virginia state court dismissed the Fir Tree
case on procedural grounds, and Fir Tree has appeal ed the decision. The New York state court action is stayed pending the appeal.
BlackRock's and RPI's motion for class certification has been denied, and the U.S. Court of Appealsfor the Second Circuit denied
arequest for review of the decision. Discovery is underway in a number of the actions.

Shareholder Derivative Action In 2014, a shareholder of HSBC (who is not a shareholder of HSBC Bank USA, HSBC North
Americaor HSBC USA) filed a shareholder derivative action, captioned Michael Mason-Mahon v. Douglas J. Flint, et al. (New
York State Supreme Court, Nassau County, Index No. 602052/2014), purportedly on behalf of HSBC, HSBC Bank USA, HSBC
North America and HSBC USA (the "Nominal Corporate Defendants') in New York State Supreme Court against the directors,
certain officers and certain former officers directors of those HSBC companies (the "Individual Defendants") alleging that the
Individual Defendantsbreached their fiduciary duti esto thecompani esand caused awaste of corporateassetsby allegedly permitting
and/or causing the conduct underlying the five-year deferred prosecution agreement with the DOJ. Plaintiffs filed an amended
complaintinFebruary 2015. TheNominal Corporate Defendants moved to dismissthe original and amended complaints. Individual
Defendants who have been served also responded to the complaints. In November 2015, the court granted the Nominal Corporate
Defendants motion to dismiss. In November 2018, the appellate court reversed the New York state court's dismissal of the action,
which was based on plaintiff's standing to assert claims. The Nominal Corporate Defendants filed a motion for reargument or, in
the alternative, for leave to appeal to the New York Court of Appealsin December 2018. In February 2019, the Nominal Corporate
Defendants and most of the Individual Defendants filed amotion to dismissin New York State Supreme Court, where the matter
is pending.

Anti-Terrorism Act Cases

Charlotte Freeman, et al. v. HSBC Holdings plc, et al. In 2014, a complaint was filed in the U.S. District Court for the Eastern
District of New York on behalf of representatives of U.S. personskilled and/or injured in Irag between April 2004 and November
2011. The complaint was filed against HSBC, HSBC Bank USA, HSBC Bank plc and HSBC Bank Middle East Limited, aswell
as other non-HSBC banks, and alleges that the defendants conspired to violate the federal Anti-Terrorism Act., (18 U.S.C. §2331
et seq.) ("ATA"), by altering or falsifying payment messages involving Iran, Iranian parties and Iranian banks for transactions
processed through the U.S. Defendants filed a motion to dismiss in March 2015. Plaintiffs filed amended complaints thereafter,
which defendants moved to dismissin September 2016. In July 2018, the magistrate judge i ssued arecommendation that the court
deny the defendants’, including HSBC Bank USA's, motion to dismiss. In August 2018, defendants submitted objections to the
magistratejudge'sreport and recommendation to deny defendants motion to dismiss, and plaintiffs submitted aresponsein October
2018. We await a decision from the district court.

In December 2018, a new action encaptioned Charlotte Freeman, et al. v. HSBC Holdings plc, et al. wasfiled in the U.S. District
Court for the Eastern District of New York on behalf of representatives of U.S. personskilled and/or injured in Irag between 2004
and 2011 ("Freeman 11"). Freeman Il is substantially similar to the original Freeman action and has been designated as related to
that action but includes additional plaintiffs and claims not asserted in the original Freeman action. This actionis at avery early
stage.
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Jeffrey Siegel, et al. v. HSBC Holdings plc, et al. In November 2015, an action was filed against HSBC, HSBC North America,
HSBC Bank USA and HSBC Bank Middle East Limited (among other HSBC entities that subsequently were dismissed from the
action), as well as unaffiliated Al Rajhi Bank, in the U.S. District Court for the Northern District of Illinois. Plaintiffs, four U.S.
nationalsinjured or killed in a 2005 terrorist attack on a hotel in Amman, Jordan and their families and heirs, allege violations of
the ATA. The complaint includes one count against the HSBC defendants for violation of the ATA's civil provision, aleging a
failure to enforce due diligence methods to prevent its financial services from being used to support the terrorist attack. In August
2017, the court granted HSBC's and HSBC Bank Middle East Limited's motion to dismiss for lack of personal jurisdiction and
transferred the action asto HSBC Bank USA and HSBC North Americato the U.S. District Court for the Southern District of New
York. In January 2018, the court denied plaintiffs' motion to amend the complaint to add allegations against HSBC. Plaintiffsfiled
an amended complaint in March 2018 against the remaining defendants, HSBC Bank USA and HSBC North America. In July
2018, the court granted defendants’ motion to dismiss the amended complaint. Plaintiff appealed the dismissal, and a decision
remains pending.

Mary Zapata, et al. v. HSBC Holdings plc, et al. In February 2016, a group of plaintiffs claiming to be survivors and heirs of
American nationals alleged to have been killed or injured in Mexico by Mexican drug cartels, filed acomplaint in the U.S. District
Court for the Southern District of Texas, Brownsville Division naming HSBC, HSBC Bank USA, HSBC México S.A., Institucion
de Banca Mltiple, Grupo Financiero HSBC and Grupo Financiero HSBC, S.A. de C.V. as defendants. Plaintiffs allege that the
HSBC defendants violated the ATA by providing financia services to individuals and entities associated with the drug cartels.
Plaintiffs seek unspecified, treble damages. In September and October 2017, the court dismissed claims against HSBC, HSBC
Mexico S.A., Institucion de Banca Multiple, Grupo Financiero HSBC and Grupo Financiero HSBC, S.A. de C.V. for lack of
personal jurisdiction while denying HSBC Bank USA's motion to transfer the case to the U.S. District Court for the Southern
District of New York. Plaintiffs thereafter voluntarily dismissed the Texas action.

In November 2017, the plaintiffs filed an action in the U.S. District Court for the Eastern District of New York naming HSBC,
HSBC Bank USA, HSBC México S.A., Institucion de Banca Mlltiple, Grupo Financiero HSBC and Grupo Financiero HSBC,
S.A. de C.V. as defendants. The complaint is substantially similar to the prior pending action alleging on behalf of a group of
survivorsand heirs of American nationals alleged to have been killed or injured in Mexico by Mexican drug cartelsthat the HSBC
defendantsviolated the ATA by providing financial servicesto individualsand entities associated with the drug cartels. Defendants
moved to dismiss the action in February 2018. We await a decision.

Timothy O'Sullivan, et al. v. Deutsche Bank AG, et al. In November 2017, acomplaint wasfiled in the U.S. District Court for the
Southern District of New York on behalf of representatives of U.S. persons killed and/or injured in Iragq between 2003 and 2011.
The complaint wasfiled against HSBC, HSBC Bank plc, HSBC Bank USA, HSBC North Americaand HSBC Bank Middle East
Limited, aswell asother non-HSBC defendants, and all egesthat the defendants conspired to violatethe ATA by altering or falsifying
payment messages involving Iran, Iranian parties and Iranian banks for transactions processed through the U.S. The defendants
moved to dismiss the complaint in March 2018. We await a decision.

In December 2018, a new action encaptioned Timothy O'Sullivan, et al. v. Deutsche Bank AG, et al. wasfiled in the U.S. District
Court for the Southern District of New York on behalf of representatives of U.S. persons killed and/or injured in Iraq between
2003 and 2011 ("O’Sullivan I1'"). O’Sullivan Il is substantially similar to the original O'Sullivan action and has been designated
as related to that action but includes additional plaintiffs and claims not asserted in the original O'Sullivan action. Thisactionis
at avery early stage.

Joel Tavera, et al. v. Deutsche Bank AG, et al. In December 2018, acomplaint wasfiled inthe U.S. District Court for the Eastern
District of New York on behalf of representativesof U.S. personskilled and/or injuredin | raq between 2003 and 2011. Thecomplaint
was filed against HSBC, HSBC Bank plc, HSBC Bank USA, HSBC North America and HSBC Bank Middle East Limited, as
well as other non-HSBC bank defendants, and alleges that the defendants conspired to violate the ATA by atering or falsifying
payment messagesinvolving Iran, Iranian partiesand I ranian banks for transactions processed through the U.S. and that they ai ded
and abetted primary violators of the ATA. Thisactionis at avery early stage.

James Donaldson v. HSBC Holdings plc, et al. In December 2018, acomplaint wasfiled in the U.S. District Court for the Eastern
District of New York on behalf of representatives of U.S. persons killed and/or injured in Iraq between 2005 and 2009. The
complaint was filed against HSBC, HSBC Bank plc, HSBC Bank USA, and HSBC Bank Middle East Limited, as well as other
non-HSBC bank defendants, and all egesthat the defendants conspired to violate the ATA by altering or falsifying payment messages
involving Iran, Iranian partiesand | ranian banksfor transactions processed through the U.S. and that they ai ded and abetted primary
violators of the ATA. This action has been filed as related to the original Freeman action and is at avery early stage.

Kathleen Stephens v. HSBC Holdings plc, et al. In December 2018, acomplaint wasfiled inthe U.S. District Court for the Eastern
District of New York on behalf of representatives of U.S. persons killed and/or injured in Irag in 2007. The complaint was filed
against HSBC, HSBC Bank plc, HSBC Bank USA, and HSBC Bank Middle East Limited, as well as other non-HSBC bank
defendants, and allegesthat the defendants conspired to violate the ATA by altering or falsifying payment messagesinvolving Iran,
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Iranian parties and Iranian banks for transactions processed through the U.S. and that they aided and abetted primary violators of
the ATA. This action has been filed as related to the newly filed Freeman action and is at a very early stage.

Rigoberto Vasquez and Eva Garcia et al v. Hong Kong and Shanghai Banking Corporation Ltd., HSBC Bank USA, N.A,, et al.
This putative class action wasfiled in the U.S. District Court for the Southern District of New York in March 2018 against HSBC
Bank USA and the Hong Kong and Shanghai Bank Corporation. Plaintiffs purport to represent those that invested in a Ponzi
scheme allegedly orchestrated by Phil Ming Xu and certain companies he allegedly controlled, such as WCM777. Hong Kong
and Shanghai Banking Corporation is alleged to have accepted wire transfers from plaintiffs to WCM777 from investors in
furtherance of the Ponzi scheme. HSBC Bank USA is aleged to have acted as Hong Kong and Shanghai Banking Corporation's
correspondent bank for certain wire transfersto WCM777. The purported class period is from June 2013 to May 2014. Plaintiffs
allege claims for Racketeer Influenced and Corrupt Organizations Act violations, aiding and abetting fraud, aiding and abetting
breach of fiduciary duty, and aiding and abetting conversion. Plaintiffs seek compensatory damages in the amount of $37 million
plus punitive damages, interest and attorneys fees and costs.

In August 2018, the HSBC defendantsfiled amotion to dismiss. In response, plaintiffs requested and received leave from the court
to file an amended complaint, which was filed in October 2018. The HSBC defendants moved to dismiss the amended complaint
in December 2018. We await a decision.

Telephone Consumer Protection Act Litigation

In March 2017, plaintiff filed a consolidated and amended putative class action in the U.S. District Court for the Central District
of California. Ahmed and Monteleone v. HSBC Bank USA, National Association (Case No. 5:16-cv-02057). The consolidated
action alleges that the defendants contacted plaintiffs, or the members of the class that they seek to represent, on their cellular
telephones using an automatic telephone dialing system or an artificial or prerecorded voice, without prior express consent or
despite revocation of prior consent, in violation of the Telephone Consumer Protection Act, 47 U.S.C. 8227 et seq. Plaintiffs seek
statutory damages of up to $1,500 for each violation. HSBC Mortgage Corporation responded to the complaint, and discovery
proceeded. In December 2018, the parties agreed to settle the action. Plaintiffsfiled for court approval of the settlement in January
2019.

Other Regulatory and Law Enforcement Investigations

We continue to cooperate in ongoing investigations by the DOJ and the Internal Revenue Service regarding whether certain HSBC
Group companies and employees acted appropriately in relation to certain customers who had U.S. tax reporting requirements.

In 2014, the Argentine tax authority filed a complaint against several individuals, including some current and former HSBC
employees, aleging tax evasion and an unlawful tax association between HSBC Private Bank Suisse SA, HSBC Bank Argentina
and HSBC Bank USA and certain HSBC officers, which allegedly enabled HSBC customersto evade Argentine tax obligations.

We and certain other HSBC entities have received requests for information from various regulatory or law enforcement authorities
around the world concerning persons and entities believed to be linked to Mossack Fonseca & Co, a service provider of personal
investment companies. HSBC is cooperating with the relevant authorities.

Based onthefactscurrently known, in respect of each of theaboveinvestigations, itisnot practicableat thistimefor usto determine
the terms on which these ongoing investigations will be resolved or the timing of such resolution or for usto estimate reliably the
amounts, or range of possible amounts, of any fines and/or penalties. As matters progress, it is possible that any fines and/or
penalties could be significant.
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29. Financial Statements of HSBC USA Inc. (Parent)

Condensed parent company financial statements follow:

Balance Sheet

At December 31, 2018 2017
(in millions)
Assets:
Interest bearing depoSitsS With DANKS ...........c.ciiiiiiiee s $ 2 1
Securities held-to-maturity (fair value of $2 million and $3 million at December 31, 2018 and
B (== = w11 ) SRR 2 2

Receivables and balances due from SUBSIAIANES ........cccvevveriiene i e 15,593 14,536
Receivables from other HSBC affili@eS........ccoerriieireereeere et 2,510 6,722
Investment in subsidiaries:

BANKINQ ...ttt ettt ettt ettt et ettt se et bene ettt eae et bene s 23,765 23,316

L@ 11 1 OSSO 1 1
OLNEN @SSELS .....euvvvctiiree ettt ettt sttt bt e bt ese e s et et e aese et et e se e et et ene e s s b ebeneseebetennseebetenenn e 179 148
TOLAl ASSELS......vcveeieiieteteee ettt ettt ettt ettt sttt e e et et ese e ettt ese et b et ebe st et ebebene ettt eae et et ebe et ebebenennetas $ 42,052 44,726
Liabilities:
Interest, taxes and Other [HaDIITIES.........ccuveiieiiec et $ 127 137
Payables due to SUDSIAIBITES........c..ciiiiieieee bbb st 12 3
Payables due to other HSBC affilliateS.......ccuevueiceeiieeeee et s 12 22
ShOPt-TEIM DOMTOWINGS ...ttt ettt ettt eb e s b e b sbesbeseeseen 2,532 1,154
LONG-EIMN AEBEM ...ttt 16,017 22,474
Long-term debt due to other HSBC affiliatesy ..........o..ove oo eeee e se e 2,846 842
TOLAl [IADIITIES.....veuevcteecece ettt st s e s a et b e s b b e s e et et e e sn bt ese e e 21,546 24,632
L0 = 1= o 1113 2SSOSR 20,506 20,094
Total 1iabilitieS AN EQUITY ........ceiueeiiieiieeece ettt bbbttt n st $ 42,052 44,726

@ Contractual scheduled maturities for the debt over the next five years are as follows: 2019 —$4.1 billion; 2020 — $5.8 billion; 2021 — $2.0 hillion; 2022 —

$1.3 hillion; 2023 — $1.0 hillion; and thereafter — $4.7 billion.

207



HSBC USA Inc.

Statement of Income (Loss)

Year Ended December 31, 2018 2017 2016
(in millions)
Income:
Dividends from banking SUDSIIaNES ........c.covovviiiririreeeee et $ 137 $ 136 $ 136
Dividends from other SUDSIAIANES........coueiviirirrieeere e — — 17
INterest from SUDSIAIArIES. ........c.oiiie e e 367 309 268
Interest from other HSBC affiliales.......covveeieieeeecee e 55 37 115
Other INEEIrESE INCOME......cvieiiiecieriee ettt sttt — 5 2
Other SECUMTIES QAINS, NEL......couieiieeeieeer ettt s b e bbb — — 7
Other income (10SS) from SUDSIdIANES. .......ccveuirieirieirieer e 2 () 1
Other income (loss) from other HSBC Affiliates.......ccccvvvveevesiecceeeeece e (829) 1,093 418
Other INCOME (J0SS)....c.veveeeeiiriiriiisieee ettt ettt sttt e e be e nbenens 792 (772) (321)
B0 = oo 0 1T 520 807 643
Expenses:
Interest to other HSBC AfIlIALES........oouiieeeeeeee e 62 40 43
Other INTEIESE EXPENSE. ..ottt bbbttt bttt b e b e 574 541 475
Other expenses With SUDSIQIANES.......cccccueereeieice s sre s 8 15 27
OFhEY EXPENSES. ... c.eiiteteititeie sttt ettt ettt be bt sbesbe e e s et e se et e e ene et et eaeeseeaeebesbesbesbebas 2 3 3
TOUBl EXPEINSES ...ttt b bbbt h bbbttt nens 646 599 548
Income (loss) before taxes and equity in undistributed income (loss) of subsidiaries............ (126) 208 95
INcome tax EXPENSE (DENEFIL).....ivviieiieire e (66) 18 (27)
Income (loss) before equity in undistributed income (loss) of subsidiaries...........ccccovevvvenee. (60) 190 122
Equity in undistributed income (10ss) of SUBSIAIANES.........ccccvvviereiiere e 380 (369) 7
NEL INCOME (I0SS)....curveviririieeree e e ee e e s e e s s e $ 320 $ (1799 $ 129
Statement of Comprehensive Income (Loss)
Year Ended December 31, 2018 2017 2016
(in millions)
NEL INCOME (I0SS) ..vvvriririrereierererieserese e s e se s s e e e se e e e nens $ 320 $ (179 $ 129
Net change in unrealized gains (losses), net of tax:
INVESIMENE SECUIMTIES ...t e (220) 211 (227)
Fair value option liabilities attributable to our own credit spread............cccoieiiiiinnee, 324 (193) —
Derivatives designated as cash flow hedges...........ccccvvciiiniiici 40 @) 13
Pension and post-retirement benefit plans...........ccoooie e 8 2 3
Total other comprehensive INCOME (10SS)....c.ccuiiiiiiirie e 152 13 (211)
Comprehensive iNCOME (10SS).........cvuirciiniiis s $ 472 $ (166) $ (82
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Statement of Cash Flows
Year Ended December 31, 2018 2017 2016

(in millions)

Cash flows from operating activities:

A= AT (oo g Y (1= $ 320 $ (179 $ 129
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating
activities:
Depreciation and amorti ZatiON..........cceceeeereeienieeeeese et se e s e e e e re s e sresresresrens 8 12 14
Net change in other assets and [1abilitiES..........cvoveirieircirc s (1,277) 481 271
Undistributed (income) 10SS Of SUDSIAIANTES ......c.coiviririeirierere s (380) 369 (7
(@1 0= o T 16 5 4
Cash provided by (used in) Operating aCtiVitieS ........coceevverieerieenieesee e (1,313) 688 403
Cash flows from investing activities:
Sales and Maturities Of SECUNTIES........cccouririreiere e — 1 254
Net change in investments in and receivables due from subsidiaries.........c.ccccvevveveivrnnenne (1,045) 2,843 (496)
Net change in receivables from other HSBC affiliates.......ccovovvvevieveeiiciecececese e 4,211 (2,882) 887
OLNEN, MEL ...ttt bbbt b bbb e bbbt et be e e 10 403 (29
Cash provided by INVeStiNg aCtiVITIES.........ccoeireiieirieerereee e 3,176 365 621
Cash flows from financing activities:
Net change in payablesto other HSBC affiliafeS.......ccoevveirieineiresescsceese s (19) 2 19
Net change in Short-term DOMTOWINGS ......ccvviirieeirieereet e 1,378 (97) (727)
Issuance of 1ONG-tErM debt.........cccv i e 5,571 4,826 3,587
Repayment of 10Ng-termM dEDE ........cccoeiiiiiieiee e (8,722) (5,684) (3,815)
Preferred StOCK ISSUANCE ......coveiei ettt ettt eae e saee e beesbe s e beesneeenrs — — 1,265
Preferred Stock redemplion............coveriiineee s — — (1,265)
Other increases (decreases) in capital SUMPIUS.......covieiririiinsie e 6 (18) (21)
(DAY (=1 oS o 7 o TSR (76) (77) (67)
Cash used in fiNaNCING ACtIVITIES .....c.uiieeeeeeee e snens (1,862) (1,052) (1,024)
Net change in cash and due from banks and interest bearing deposits with banks®............... 1 1 —
Cash and due from banks and interest bearing deposits with banks at beginning of year™ ... 1 — —
Cash and due from banks and interest bearing deposits with banks at end of year®......... $ 2 $ 1% —
Cash paid for: -
ITEEESE ottt ettt sttt a e bt ee et be e e bt e se st et eae s ea et ebe e s bebe et renens $ 649 $ 584 $ 517
@

Asaresult of adopting new accounting guidance in 2018, we changed our presentation of cash and cash equivalents to include cash and due from banks as
well asinterest bearing deposits with banks. See Note 2, "Summary of Significant Accounting Policies and New Accounting Pronouncements,” for further
discussion.

HSBC Bank USA is subject to legal restrictions on certain transactions with its non-bank affiliates in addition to the restrictions
on the payment of dividendsto us. See Note 24, "Retained Earnings and Regulatory Capital Requirements,” for further discussion.

30. Subsequent Event

In February 2019, our Board of Directors approved a distribution on our common stock of $2.4 billion from surplus capital to be
paid to HSBC North America during the first quarter of 2019.
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SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

The following table presents a quarterly summary of selected financial information for HUSI:

2018 2017
Fourth Third Second First Fourth Third Second First
(in millions)

Net interest iNCOME.......coevvrvereiereesee e $ 586 $ 559 $ 555 $ 552 $ 534 $ 560 $ 582 $ 597
Provision for credit 10SSes .........ccoeevvecenenenneennen 23 20 (45) (71) (45) (22) (21) (77)
Net interest income after provision for credit

[OSSES. ...ttt 563 539 600 623 579 582 603 674
Other FeVENUES........c.ovrereercerereeeeees e 363 486 537 513 458 393 558 593
Operating EXPENSES. .......ccvrveerrererrereereseereseereseereneas 780 790 786 1,282 903 820 849 819
Income (loss) beforeincome tax .........cocveeeeenenn 146 235 351 (146) 134 155 312 448
[NCOME taX EXPENSE ...t 34 58 82 92 907 61 108 152
Net income (1088) V... $ 112 $ 177 $ 269 $(238) $(773) $ 94 $ 204 $ 29

@ Fourth quarter 2018 reflects out of period adjustments which reduced net income by $56 million, $33 million of which relates to prior year periods. We
concluded these adjustments were not material to the current and prior year periods.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

During the years ended December 31, 2018, 2017 and 2016, there were no disagreements on accounting and financial disclosure
matters between us and PricewaterhouseCoopers LLP ("PwC") on any matter of accounting principles or practices, financial
statement disclosure, or auditing scope or procedure, which, if not resolved to the satisfaction of PwC, would have caused PwC
to make reference to the matter in its reports on our financial statements.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures \We maintain asystem of disclosure controlsand proceduresdesigned 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, asamended (the"ExchangeAct"), isrecorded, processed, summarized and reported on atimely 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 thisreport. Based upon that evaluation, the Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective as of the end
of the period covered by thisreport so asto alert themin atimely fashion to material information required to be disclosed in reports
we file under the Exchange Act.

Changes in Internal Control over Financial Reporting There hasbeen no changein our internal control over financial reporting
that occurred during the quarter ended December 31, 2018 that has materially affected, or isreasonably likely to materially affect,
our internal control over financial reporting.

Management's Assessment of Internal Control over Financial Reporting Management is responsible for establishing and
maintaining an adequate internal control structure and procedures over financial reporting as defined in Rule 13a-15(f) of the
Exchange Act, and has completed an assessment of the effectiveness of HSBC USA'sinternal control over financial reporting as
of December 31, 2018. In making this assessment, management used the criteriarel ated to internal control over financial reporting
established by the Committee of Sponsoring Organizationsof the Treadway Commissionin”Internal Control-Integrated Framework
(2013)."

Based on the assessment performed, management concluded that as of December 31, 2018, HSBC USA's internal control over
financial reporting was effective.
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Item 9B. Other Information

Disclosures pursuant to Section 13(r) of the Securities Exchange Act Section 13(r) of the Securities Exchange Act requires each
issuer registered with the SEC to discloseinitsannual or quarterly reportswhether it or any of itsaffiliateshave knowingly engaged
in specified activities or transactions with persons or entitiestargeted by U.S. sanctions programsrelating to Iran, terrorism, or the
proliferation of weapons of mass destruction, even if those activities are not prohibited by U.S. law and are conducted outside the
U.S. by non-U.S. affiliates in compliance with local laws and regulations.

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 engagein activities or transactions requiring disclosure pursuant to Section 13(r) other than those
activities related to frozen accounts and transactions permitted under relevant U.S. sanction programs described under "Frozen
Accounts and Transactions" below. The following activities conducted by our affiliates are disclosed in response to Section 13(r):

Loans in repayment Between 2001 and 2005, the Project and Export Financedivision of the HSBC Group arranged or participated
in a portfolio of loans to Iranian energy companies and banks. All of these |loans were guaranteed by European and Asian export
credit agencies and had varied maturity dates with final maturity in 2018. The HSBC Group continued to seek repayment in
accordance with its obligations to the supporting export credit agencies.

During 2018, the remaining five loans all matured. These |loans were supported by the official export credit agencies of the United
Kingdom, South K oreaand Japan. The HSBC Group doesnot currently intend to extend any new loans. The HSBC Group generated
the equivalent of approximately $4,400 of gross revenue and net profit from the loans maturing during 2018.

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

There was no measurable gross revenue in 2018 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 al relevant guarantees and counter indemnities and does not currently intend to provide any new guarantees or
counter indemnities involving Iran. Currently, approximately 15 remain outstanding.

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

*  TheHSBC Group maintained an account inthe United Kingdom for an Iranian-owned, U.K.-regulated financial institution
during 2018. The account was generally no longer restricted under U.K. law, though the HSBC Group maintained
restrictions on the account as a matter of policy. The HSBC Group exited this account in 2018. Estimated gross revenue
in 2018 on this account, which includes fees and/or commissions, was approximately $106,300.

* TheHSBC Groupactsasthetrusteeand administrator for apension schemeinvolving eight employeesof aU.S.-sanctioned
Iranian bank in Hong Kong, two of whom joined the scheme during 2018. 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 2018 was approximately $634.

For the Iranian bank related-activity discussed above, the HSBC Group does not all ocate direct coststo 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.

TheHSBC Group currently intendsto continueto wind down theactivity discussed in thissection, to theextent legally permissible,
and not enter into any new such activity.

Activity related to U.S. Executive Order 13382 The HSBC Group maintained an account for an individual customer who is
designated under Executive Order 13382. The customer used an HSBC credit card to make payments during 2018. The account
was closed and exited during 2018. There was no measurable gross revenue or net profit generated from these transactions during
2018.

Other Activity The HSBC Group has an insurance company customer in the United Arab Emirates that, during 2018, made
payments for the reimbursement of medical treatment to a hospital located in the United Arab Emirates and owned by the
Government of Iran. HSBC processed all these payments to the hospital made by its customer.
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TheHSBC Group maintainsaccountsfor certain customersinthe United Arab Emiratesthat, during 2018, received check payments
from two entities owned by the Government of Iran.

The HSBC Group maintains accounts for certain customers in Europe and Asia that made payments to an Iranian-owned airline
during 2018.

The HSBC Group maintains accounts for certain individual customersin Asiathat have used HSBC credit cards to make travel-
related payments to Iranian embassies during 2018.

The HSBC Group maintains an account for a customer in the United Arab Emirates that received a payment from an Iranian-
owned bank during 2018.

For the activity in this section, there was no measurable gross revenue or net profit to the HSBC Group during 2018.

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
which no activity, except as licensed or otherwise authorized, took place during 2018. There was no measurable gross revenue or
net profit to the HSBC Group during 2018 relating to these frozen accounts.
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PART 111

Item 10. Directors, Executive Officers and Corporate Governance

Omitted.

Item 11. Executive Compensation

Omitted.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Omitted.

Item 13. Certain Relationships and Related Transactions, and Director Independence

Omitted.

Item 14. Principal Accounting Fees and Services

Audit Fees The aggregate amount billed by our principal accountant, PricewaterhouseCoopers LLP ("PwC"), for audit services
performed during thefiscal years ended December 31, 2018 and 2017 was $6,944,530 and $5,973,138, respectively. Audit services
include the auditing of financia statements, quarterly reviews, statutory audits, and the preparation of comfort letters, consents
and review of registration statements.

Audit Related Fees The aggregate amount billed by PwC in connection with audit related services performed during the fiscal
years ended December 31, 2018 and 2017 was $2,369,000 and $2,543,000, respectively. Audit related services include employee
benefit plan audits, and audit or attestation services not required by statute or regulation.

Tax Fees The aggregate amount billed by PwC for tax rel ated services performed during thefiscal yearsended December 31, 2018
and 2017 was $14,000 and $14,000, respectively. These services include tax related research, general tax servicesin connection
with transactions and legislation and tax services for review of Federal tax accounts in relation to the computation of associated
interest.

All Other Fees The aggregate amount billed by PwC for other services performed during the fiscal years ended December 31,
2018 and 2017 was nil and nil, respectively.

All of the fees described above were approved by HSBC USA's Audit Committee.

TheAudit Committee has awritten policy that requires pre-approval of all servicesto be provided by PwC, including audit, audit-
related, tax and all other services. Pursuant to the policy, the Audit Committee annually pre-approves the audit fee and terms of
the audit services engagement. The Audit Committee al so approves aspecified list of audit, audit-related, tax and permissible non-
audit services deemed to be routine and recurring services. Any service not included on this list must be submitted to the Audit
Committeefor pre-approval. On aninterim basis, any proposed engagement that does not fit within the definition of apre-approved
service may be presented to the Chair of the Audit Committee for approval and to the full Audit Committee at its next regular
meeting.
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PART IV

Item 15. Exhibits and Financial Statements Schedules

(a)(1) Financia Statements

The consolidated financia statementslisted below, together with an opinion of PWC dated February 19, 2019 with respect thereto,
areincluded in this Form 10-K pursuant to Item 8. Financial Statements and Supplementary Data of this Form 10-K.

HSBC USA Inc. and Subsidiaries:

Report of Independent Registered Public Accounting Firm
Consolidated Statement of Income (L0ss)

Consolidated Statement of Comprehensive Income (L0ss)
Consolidated Balance Sheet

Consolidated Statement of Changesin Equity
Consolidated Statement of Cash Flows

Notesto Financial Statements

Selected Quarterly Financial Data (Unaudited)

(8)(2) Not applicable.
(8)(3) Exhibits

3(i)  Articlesof Incorporation and amendments and supplements thereto (incorporated by reference to
Exhibit 3(a) to HSBC USA Inc.'sAnnual Report on Form 10-K for the year ended December 31, 1999,
Exhibit 3to HSBC USA Inc.'s Quarterly Report on Form 10-Q for the quarter ended September 30, 2000,
Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed April 4, 2005, Exhibit 3.3to 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).

3(ii)  Bylawsof HSBC USA Inc., asAmended 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).

4.1 Senior Indenture, dated as of March 31, 2009, by and between HSBC USA Inc. and Wells Fargo Bank,
National Association, as trustee, as amended and supplemented (incorporated by reference to Exhibit 4.1 to
HSBC USA Inc.'s Registration Statement on Form S-3, Registration No. 333-158358, Exhibit 4.2 to HSBC
USA Inc.'s Registration Statement on Form S-3, Registration No. 333-180289 and Exhibit 4.3 to HSBC
USA Inc.'s Registration Statement on Form S-3, Registration No. 333-202524).

4.2 Subordinated Indenture, dated as of October 24, 1996, by and between HSBC USA Inc. and Deutsche Bank
Trust Companies Americas (as successor in interest to Bankers Trust Company), as trustee, as amended and
supplemented (incorporated by reference to Exhibits 4.3, 4.4, 4.5 and 4.6 to Post-Effective Amendment
No. 1to HSBC USA Inc.'s Registration Statement on Form S-3, Registration No. 333-42421 and
Exhibit 4.1 to HSBC USA Inc.'s Current Report on Form 8-K filed September 27, 2010).

4.3  Warrant Indenture, dated as of May 16, 2016, by and between HSBC USA Inc. and Wells Fargo Bank,
National Association, as trustee (incorporated by reference to Exhibit 4.31 to Post-Effective Amendment
No. 1 to HSBC USA Inc.'s Registration Statement on Form S-3, Registration No. 333-202524).

4.4 Other instruments defining the rights of holders of long-term debt of HSBC USA Inc. and its consolidated
subsidiaries are not being filed herewith since the total amount of securities authorized under each such
instrument does not exceed 10 percent of the total assets of HSBC USA Inc. and its subsidiarieson a
consolidated basis. HSBC USA Inc. agreesthat it will furnish a copy of any such instrument to the
Securities and Exchange Commission upon request.

23 Consent of PricewaterhouseCoopers LLP, Independent Registered Public Accounting Firm.
24 Power of Attorney (included on the signature page of this Form 10-K).

31 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

101.INS XBRL Instance Document®?
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101.SCH XBRL Taxonomy Extension Schema Document®

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document™
101.DEF XBRL Taxonomy Extension Definition Linkbase Document®
101.LAB XBRL Taxonomy Extension Label Linkbase Document™®
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document®

@ pursuant to Rule 405 of Regulation S-T, includes the following financial information included in our Annual Report on Form 10-K for the year ended

December 31, 2018, formatted in eXtensible Business Reporting Language ("XBRL") interactive datafiles: (i) the Consolidated Statement of Income (L 0ss)
for the years ended December 31, 2018, 2017 and 20186, (ii) the Consolidated Statement of Comprehensive Income (Loss) for the years ended December 31,
2018, 2017 and 2016, (iii) the Consolidated Balance Sheet at December 31, 2018 and 2017, (iv) the Consolidated Statement of Changes in Equity for the
years ended December 31, 2018, 2017 and 2016, (v) the Consolidated Statement of Cash Flows for the years ended December 31, 2018, 2017 and 2016, and
(vi) the Notes to Consolidated Financial Statements.

Item 16. Form 10-K Summary

Omitted.
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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 on this the 19th day of February 2019.

HSBC USA INC.

By: /s PATRICK J. BURKE
Patrick J. Burke
President and Chief Executive Officer

Each person whose signature appears bel ow constitutes and appointsL. P. Zielinski as his’her true and lawful attorney-in-fact and
agent, with full power of substitution and resubstitution, for him/her in his’her name, place and stead, in any and all capacities, to
sign and file, with the Securities and Exchange Commission, this Form 10-K and any and all amendments and exhibits thereto,
and all documents in connection therewith, granting unto each such attorney-in-fact and agent full power and authority to do and
perform each and every act and thing requisite and necessary to be done, as fully to al intents and purposes as he/she might or
could do in person, hereby ratifying and confirming all that such attorneys-in-fact and agents or their substitutes may lawfully do
or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of HSBC USA Inc. and in the capacities indicated on this the 19th day of February 2019.

Signature Title
/s/ P. J. BURKE President, Chief Executive Officer, Chairman and Director
(P. J. Burke) (as Principal Executive Officer)
/9 P. D.AMEEN Director
(P. D. Ameen)
/s K. M. BLAKELY Director
(K. M. Blakely)
/9 R. H. COX Executive Director
(R. H. Cox)

/9 B. F. KROEGER

(B. F. Kroeger)

/' N. G. MISTRETTA

(N. G. Mistretta)

/s/ B. ROBERTSON

(B. Robertson)

/sl J. C. SHERBURNE

(J. C. Sherburne)
/s/ T. K. WHITFORD

(T. K. Whitford)

/s M. A. ZAESKE

(M. A. Zaeske)

/s' W. TABAKA

(W. Tabaka)

Director

Director

Director

Director

Director

Senior Executive Vice President and Chief Financial Officer

(as Principal Financial Officer)

Executive Vice President and Chief Accounting Officer
(as Principal Accounting Officer)
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EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referencein the Registration Statement on Form S-3 (No. 333-223208) of

HSBC USA Inc. of our report dated February 19, 2019 relating to the financial statements, which appears in this
Form 10-K.

/s/ PricewaterhouseCoopers LLP
New York, New York
February 19, 2019



EXHIBIT 31

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

Certification of Chief Executive Officer

I, Patrick J. Burke, certify that:

1. | havereviewed thisreport on Form 10-K of HSBC USA Inc,;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial 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 financia statements, and other financial information included in thisreport, 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. Theregistrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(€)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. designed such disclosure 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 statementsfor external purposesin accordance with generally accepted
accounting principles;

evaluated the effectiveness of the registrant’s disclosure control s and procedures and presented in this report our
conclusions about the effectiveness of the disclosure control s and procedures, as of the end of the period covered
by this report based on such evaluation; and

disclosedinthisreport any changeintheregistrant’sinternal 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. Theregistrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a

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 financia reporting.

Date: February 19, 2019

/9 PATRICK J. BURKE

Patrick J. Burke

Chairman of the Board, President
and Chief Executive Officer




Certification of Chief Financial Officer

I, Mark A. Zaeske, certify that:

1. | havereviewed thisreport on Form 10-K of HSBC USA Inc,;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial 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 thisreport, 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 | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(€)) and internal control over financia 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 financia reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financia
reporting and the preparation of financial statementsfor external purposesin accordance with generally accepted
accounting principles;

evaluated the effectiveness of the registrant’s disclosure control s and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controlsand procedures, as of the end of the period covered
by this report based on such evaluation; and

disclosedinthisreport any changeintheregistrant’sinternal 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 materialy affect, the registrant’s internal control over
financia reporting; and

5. Theregistrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control
over financia 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 weaknessesin 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’sinternal control over financial reporting.

Date: February 19, 2019

/s MARK A. ZAESKE

Mark A. Zaeske

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”) Annual Report on
Form 10-K for the period ending December 31, 2018 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, Patrick J. Burke, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. theinformation contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of HSBC USA Inc.

Date: February 19, 2019

/s PATRICK J. BURKE

Patrick J. Burke

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”) Annual Report on
Form 10-K for the period ending December 31, 2018 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, Mark A. Zaeske, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. theinformation contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of HSBC USA Inc.

Date: February 19, 2019

/9 MARK A. ZAESKE

Mark A. Zaeske

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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