UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-K
(Mark One)
3] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2019
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Commission file number 001-07436
HSBC USA Inc.
(Exact name of registrant as specified in its charter)
Maryland 13-2764867
(State of incorporation) (I.R.S. Employer Identification No.)
452 Fifth Avenue, New York, New York 10018
(Address of principal executive offices) (Zip Code)
Registrant's telephone number, including area code (212) 525-5000
Securities registered pursuant to Section 12(b) of the Act:
Title of Each Class Trading Symbol(s) Name of Each Exchange on Which Registered
$100,000,000 Zero Coupon Callable Accreting Notes due January 15, 2043 HBA/43 New York Stock Exchange
$50,000,000 Zero Coupon Callable Accreting Notes due January 29, 2043 HBA/43A New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:
None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes & No O
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes [0 No
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934

during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes & No O

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule 405 of

Regulation S-T during the preceding 12 months (or for such shorter period that the registrant was required to submit such files). Yes E No O

emerging growth company. See the definitions of "large accelerated filer,

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, smaller reporting company, or an
" "accelerated filer," "smaller reporting company," and "emerging growth company" in

Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer O Accelerated filer O Non-accelerated filer B Smaller reporting company [0 Emerging growth company O

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new

or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. (I

Inc.

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes O No X
As of February 14, 2020, there were 714 shares of the registrant's common stock outstanding, all of which are owned by HSBC North America Holdings

The registrant meets the conditions set forth in General Instruction I(1)(a) and (b) of Form 10-K and has therefore omitted certain items from

this report in accordance with the reduced disclosure format under General Instruction I.

DOCUMENTS INCORPORATED BY REFERENCE

None.




HSBC USA Inc.

TABLE OF CONTENTS
Part/Item No.
W Page
Item 1. Business:
Organization HISTOTY .....ccueriiiiiiiiiiieeree ettt ettt et ettt et eb e 4
HISBC GIOUD ..evieiiieiit ettt ettt et et e et e st e e bt eseae e beessbeessaessseenseesssaenseessseenseasnseessennsesnseeans 4
HSBC North America OPETAtiONS .........ccceeverererieriinierienteieietetteiteie et etesbe sttt see sttt et eseeae et esessesbenee 4
HSBC USA OPEIALIONS .....veeuvieeiirieiiieieeiieteeteeteeteeteesteeseesseessesseessesseessasseessesseassesseessessesssesssessesssessesssens 4
FUNAING ...ttt st s et e et e b e e st et e ess et e enaesseenseeseensesseensesnsensessnensennnens 6
EMPIOYEes and CUSTOIMETS ......c.ceiiuieuieiiiiietietieteeteeteste et et e et estese et ebesbeseestesbesaeasenseseneeneeneeneeneaseeseees 7
Regulation and COmMPELItION........c.cceeiriiiririirererteert ettt ettt ettt ettt et ebe e 7
Corporate Governance and CONLIOLS ..........c.ccuiiieriiiiiiiiiiece ettt ettt e reeae e eaesreesbeesnesseesnens 14
Item 1A. RISK FACTOLS ... vttt ettt ettt sttt ettt ee st e st e s e eneeeeeens 15
Item 1B. Unresolved Staff COMIMENLS ............cooirieveuiiiietetiii ettt ettt s s bt et setesessesesesess e 29
Item 2. PIOPEITIES ....veeeevveieeeeeeetceeee ettt ettt ettt sae ettt ettt et e s es et e s et ese s et et es s st et eseas s et et ess st et et esessaseseseesesesesesnesans 29
Item 3. Le@al PrOCEEAINGS ... .cvicviiiiciiitieeeeete ettt sttt ettt ettt e et e et e e beeabeeteesseeseesseeseebeesseseesseseessenseensenseanes 30
Item 4. MINE SAfEty DISCIOSUIES ........cuvevieierieietiietistetesteee ettt eeeeteee et et et eseebesete s etessetessesessessesessebessesessesassesessasessas 30
Part IT
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
SBCUTTEIES ..ottt ettt ettt ettt e sttt e b et et et e st e e e st ese e st eseeseeseeseese et e s e sse s easease s ansensensensensenteneeneeneeneenea 30
Item 6. Selected FINancial Data..........cc.ooiiiiiiiiiiiiiiene ettt sttt ettt eb e 31
Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations:
Forward-LooKing StatemMENLS ...........ccceeiiririiririnieienenetetetei ettt ettt ettt sbe b e 33
EXECULIVE OVEIVIEW ...ttt ettt ettt sttt et e et e e st es e eseese et e eseese et e sessessansensensensenseneeneeseeseens 35
Basis Of REPOTTING ....c.veuiiiiiieieieeet ettt sttt ettt ebe b e 39
Critical Accounting Policies and EStIMAtes..........c..ccuevuiiieiiiiiiiiieiiiieeieereceeete ettt ee et e eenens 40
Balance ShEet REVIEW .......coueiiiiiiiie ettt ettt ettt b e 45
RESUILS OF OPEIALIONS .....vecvvieiieeiiiiciiieteee ettt ettt ettt ettt e ete et e e e e e te e b e beeaaeeteesseeseenseereessesssessessseseasnens 50
Segment Results - Group Reporting Basis ..........coecueieiiieiiiiiiiiesiesese ettt 55
Credit QUALILY ...vevieticeieieeee ettt ettt ettt e vt et e et e be e st e beesbeebeess e seesseeseesseeseensesreensesssessesssesseennans 61
Liquidity and Capital RESOUITES ........cceiiruiriiriiriirieienienieieteteiteit ettt sttt sbe e 75
Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations .................... 79
FaIl VALUC. ..ottt bbb bbbttt at et be b b e 80
RISK MANAZEIMENL.........eoiviiiiiiieiiiiieieete ettt ettt ettt et et e ta e be et e e be e s e beessesteesseeseensesreensesrseseessesseesnens 82
GLOSSATY OF TETIMS ..ttt ettt b et e b e bbb bbbt e et et et eae et ebeebe b e 99
Consolidated Average Balances and Interest Rates...........cccocveiuieiiiiieiiiiciicecceece e 101
Item 7A. Quantitative and Qualitative Disclosures about Market RisK............ccccceviriiininciiniieneceeceec 102
Item 8. Financial Statements and Supplementary Data.............c.coveviirieiiiiieiiceee ettt 102
Selected Quarterly Financial Data (Unaudited)..........c.cceveveriirienieieniieieeieieeeeee e sve e eenens 206
Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.................... 206
Item 9A. Controls and PrOCEAUIES ..........couiiiiiiiiiieeieree ettt sttt ettt eb b saea 206
Item 9B. Other INTOIMATION .......vvivivctevcececececteece ettt et eaeae e e e e cecesae st eeceeeeeetesssseseesessssssssessessssssssseeesssssssssssssssnsnenes 207



HSBC USA Inc.

Part/Item No.

Part I11

Page
Item 10. Directors, Executive Officers and Corporate GOVEINANCE.............cocveververirvererieriireeesreseeseseesesesesesessesenas 208
Item 11. EXECUtIVE COMPENSALION ....vievveirieeiiiieeieeieetesieesesteeteetteteesseseesseeseesseeseessesseessesssessesssesseessesseessenseessensesnes 208
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters . 208
Item 13. Certain Relationships and Related Transactions, and Director Independence ............cccceoeeieriecceincncnnens 208
Item 14. Principal Accounting Fees and SEIVICES ......c.coiruiriireriiriinienieieteteteeeie sttt st ettt eresaens 208
Part IV
Item 15. Exhibits and Financial Statement SChedules ...........cccooieiiiiiiieiicee e 209
Item 16. FOrm 10-K SUMIMATY .....oiiiiiiiiiiieie ettt ettt ettt ettt e e teesateebaessbeenseesnseenseessseenssesnseenses 210
SIGINALULES ...ttt ettt ettt et e a e bt e bt bbbt b e sttt e e eat e st eaeea e eb e e bt eh e e bt e bt sa et et et et et et et eaeeaeeueeneebe b eae 211



HSBC USA Inc.

PART 1

Item 1. Business

Organization History

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

HSBC Group

HSBC Group aims to be the world's preeminent international bank and is a leading provider of transactional banking products and
services with a geographical network which provides clients and investors access to what it believes are the most attractive growth
opportunities. HSBC seeks growth where the opportunities best align with its strengths, focused on enabling and supporting
business and trade between the developed world and the faster growing, higher returning markets of the world, particularly in Asia
and the Middle East. However, the more challenging economic environment requires strategic changes in order to increase returns
and create capacity for future growth. These strategic changes include materially reshaping underperforming areas of HSBC Group,
particularly in Global Banking and Markets, in Europe, and in the United States. See "Management's Discussion and Analysis of
Financial Condition and Results of Operations - Executive Overview - 2020 Business Update."

HSBC North America Operations

HSBC North America is the holding company for HSBC Group's operations in the United States. The principal subsidiaries of
HSBC North America at December 31, 2019 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"), a provider of information technology and centralized operational and support services including human resources,
tax, finance, compliance, legal, corporate affairs and other services shared among the subsidiaries of HSBC North 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, allocated support functions to all of HSBC North
America's 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"), a registered broker dealer and a subsidiary 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 HST historically have benefited the HSBC Group.

HSBC USA Operations

In support of HSBC's strategy, our U.S. operations are currently 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 clients in the North American trade corridor.

*  Our Retail Banking and Wealth Management ("RBWM") business provides a range of banking and wealth products and
services to individuals and certain small businesses, focusing on internationally-minded customers in 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 with strong international trade ties.
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¢ 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 relationship management teams, as well as product-focused teams,
collectively provide U.S. dollar funding along with other investment banking products and services, and Global Markets
offers a wide 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 require sophisticated solutions to help
meet their most complex needs domestically and abroad.

*  Our Corporate Center ("CC") is comprised of certain centralized activities and functions such as Balance Sheet
Management ("BSM") and our legacy structured credit products in order to better reflect the way we manage our businesses.

HSBC Bank USA, HSBC USA's principal U.S. banking subsidiary, is a national 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, 2019, 2018
and 2017 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
("IASB") and endorsed by the European Union ("EU"). 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"). We continue,
however, to monitor capital adequacy and report to regulatory agencies in accordance with accounting principles generally accepted
in the United States ("U.S. GAAP"). For additional 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 24, "Business Segments," in the accompanying consolidated financial statements. For a discussion of our current strategy
and how it may impact each of the businesses described below, see "Management's Discussion and Analysis of Financial Condition
and Results of Operations - Executive Overview - 2020 Business Update."

Retail Banking and Wealth Management Segment Our RBWM segment provides a range of banking and wealth products and
services to individuals and small businesses through our branches and on-line channels to individuals and certain small businesses.
Banking services are provided through HSBC Bank USA, securities services and annuities are provided through our affiliate HSI
and additional insurance products are offered through the bank's subsidiary, HSBC Insurance Agency (USA) Inc. These services
include 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 as investment advisory and securities brokerage, as well as the sale of certain third-party
insurance solutions. RBWM is focused on growing its wealth and banking business in key urban centers with strong international
connectivity across the U.S. including New York City, Los Angeles, San Francisco, Miami and Washington DC.

Commercial Banking Segment CMB's goal is to be the banking partner of choice for international businesses building on our
rich heritage, international capabilities and customer relationships to enable global connectivity. CMB strives to execute this vision
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 selective business opportunities in markets where we
have strong portfolio expertise. This structure allows us to align our resources in 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, Global 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 HSBCret, our online banking channel, CMB provides customers with the products and services
needed to grow their businesses internationally and delivers those products and services through its relationship managers who
operate within a robust, customer focused compliance and risk culture, and collaborate across HSBC to capture a larger percentage
of a relationship.

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 products to U.S. clients and local products to international clients, with New York as the hub for the Americas business,
including Canada and Latin America. GB&M provides tailored financial solutions to major government, corporate and institutional
clients as well as private investors worldwide. GB&M clients are served by sector-focused teams that bring together relationship
managers and product specialists to develop financial solutions that meet individual client needs. With a focus on providing client
connectivity between the emerging markets and developed markets, GB&M aims to develop a comprehensive understanding of
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each client's financial requirements with a long-term relationship management approach. In addition to GB&M clients, GB&M
also provides financial solutions to 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 a full 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, as well as capital raising in the debt and equity capital markets;
and

* A markets business with 24-hour coverage and knowledge of world-wide local markets which provides services in 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 preserve wealth while optimizing returns. PB offers a wide range of products and 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.

Corporate Center Segment CC includes BSM, our legacy structured credit products, certain corporate function costs, certain debt
issued for which fair value option accounting was elected and related derivatives, certain affiliate transactions, tax credit investments
and adjustments to the fair value of HSBC shares held for stock plans. Prior to 2018, CC also included costs to achieve (representing
costs incurred to deliver the cost reduction and productivity outcomes previously outlined by HSBC) as well as our 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 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 is invested in interest
bearing deposits with Federal Reserve banks and 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 constitute the majority of BSM's
liquidity portfolio. BSM manages interest rate risk and liquidity risk.

Funding

We fund our operations using a diversified 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 Loan Bank of New
York, issuing preferred equity, and, as necessary, receiving capital contributions from our parent, HSBC North America. Emphasis
is placed on maintaining stable deposit balances. In 2019, our primary source of funds continued to be deposits, augmented by
issuances of commercial paper, securities sold under repurchase agreements 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 markets volatility, the
counterparty credit limits of investors to the HSBC Group, and our management of the credit risks inherent in our business and
customer base.

A detailed description of our sources and availability of funding are set forth in the "Liquidity and Capital Resources" and "Oft-
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.
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Employees and Customers

At December 31, 2019, we had approximately 4,828 employees, which does not take into account employees of affiliates that
provide services to us.

At December 31, 2019, we had approximately 1.7 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 31 percent and 35 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 financial holding
companies is intended 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
a significant number of initiatives regarding reform of the financial services industry and the regulation governing the industry.

Bank Holding Company Supervision As abank 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
Reserve Board ("FRB"). We are also subject to the disclosure and regulatory requirements of the Securities Act of 1933, as amended,
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 amendments to the BHC Act effected by the Gramm-Leach-Bliley Act of 1999 ("GLB Act"). Financial
holding companies may engage in a broader range of activities than bank holding companies. Under regulations implemented by
the FRB, if any financial holding company, or any depository institution controlled by a financial holding company, ceases to 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 financial 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 (the "CRA"), 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 financial holding
companies.

In 2018, the FRB finalized revisions to its supervisory rating system for intermediate holding companies and large bank holding
companies with $100 billion or more in total consolidated assets, including HSBC North America and HSBC USA. Under the
revised ratings system, covered bank holding companies receive separate ratings from the FRB for (i) capital planning and positions,
(i1) 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 is not considered to be "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 companies without 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
entities we may acquire. Furthermore, other provisions contain detailed requirements relating to the financial 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. Applicable regulations allow banks
to continue to avoid registration as a broker or dealer only if they conduct securities activities that fall within a set of defined
exemptions.

Consumer Regulation Our consumer businesses operate in a highly regulated environment. The Dodd-Frank Wall Street Reform
and Consumer Protection Act of 2010 (the "Dodd-Frank Act" or "Dodd-Frank") created the Consumer Financial Protection Bureau
(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 financial products and services and
providers of those products and services. The CFPB has the authority to issue regulations to prevent unfair, deceptive or abusive
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acts or 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. Our consumer lending businesses
are also subject to additional laws relating to consumer protection including, without limitation, fair lending, fair debt collection
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 requirements on their activities,
investments, operations and administration, including the establishment and maintenance of branch offices, capital and reserve
requirements, deposits and borrowings, investment and lending activities, payment of dividends, transactions with affiliates, overall
compliance and risk management and numerous other matters.

HSBC Bank USA is subject to the CRA, which imposes affirmative, ongoing obligations on depository institutions to meet the
credit needs of their local communities, including low- and moderate-income neighborhoods, consistent with the safe and sound
operation of the institution. In December 2019, the OCC and FDIC issued a notice of proposed rulemaking intended to (i) clarify
which activities qualify for CRA credit; (ii) update where activities count for CRA credit; (iii) create a more transparent and
objective method for measuring CRA performance; and (iv) provide for more transparent, consistent, and timely CRA-related data
collection, recordkeeping, and reporting. We will continue to evaluate the impact of any changes to the regulations implementing
the CRA.

Federal law imposes limitations on the payment of dividends by national banks. Dividends payable by HSBC Bank USA and
HTCD are limited 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 is in excess
of'the current year's net income combined with the retained net income of the two preceding years, unless the 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, as well as maintain appropriate amounts of capital against its assets as discussed further in this Annual Report on Form 10-
K.

Federal banking laws and regulations apply a variety of requirements or restrictions on insured depository institutions with respect
to brokered deposits. For instance, only a "well capitalized" insured depository institution may accept brokered deposits without
prior regulatory approval. In December 2019, the FDIC issued a proposed rule intended to update and modernize the FDIC's
brokered deposit regulations. The proposed rule, among other things, would revise the definition of "deposit broker" and the
accompanying exceptions. We are evaluating the proposed rule and its potential impact on our operations and results.

The types of activities in which the non-U.S. branches of HSBC Bank USA may engage are subject to various restrictions imposed
by the FRB in addition to those generally applicable to HSBC Bank USA under OCC rules. These branches are also 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 as a source
of strength to its subsidiary banks and, under appropriate circumstances, to commit resources to 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
securities.
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Unless an exemption applies, or a specific waiver is granted by the FRB, covered transactions by a bank with a single 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 a financial services holding company, we are subject to regulatory capital
rules issued by U.S. banking regulators including Basel I1I (the "Basel Il rule"). A bank or bank holding company's failure to meet
minimum capital requirements can result in certain mandatory actions and possibly additional discretionary actions by its regulators.
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 25, "Retained
Earnings and Regulatory Capital Requirements," of the accompanying consolidated financial statements. Our ultimate parent,
HSBC, is also subject to regulatory capital requirements under United Kingdom ("U.K.") law.

Basel III Overview The Basel Il rule updated the compositions of capital and established a common equity Tier 1 capital ratio.
The Basel III rule also revised minimum capital ratios and buffer requirements and added a supplementary leverage ratio ("SLR").
Under the Basel III rule, there are two methods available to calculate risk-weighted assets, the generally-applicable Standardized
Approach and the Advanced Approaches, which are required in addition to the Standardized Approach for large banking
organizations that meet certain thresholds. 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. banks with significant operations in the United States, such as HSBC, to establish a single
intermediate holding company ("IHC") to hold all of their U.S. bank and non-bank subsidiaries. The HSBC Group operates in 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 are not required to use the Advanced Approaches and are calculating their risk-based and leverage capital
requirements solely under the Standardized Approach.

To be categorized as "well capitalized" under the Basel III rule, a banking institution must have the ratios reflected in the table
included in Note 25, "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 III rule, all banking organizations continue to be subject to the U.S.
regulators' existing minimum Tier 1 leverage ratio of 4 percent. Additionally, certain banking organizations, such as HSBC North
America and HSBC Bank USA, are subject to an SLR of 3 percent (calculated as the ratio of Tier 1 capital to total leverage
exposure, which includes balance sheet exposures plus certain off-balance sheet items).

In 2018, the Economic Growth, Regulatory Relief and Consumer Protection Act (the "Relief Act") was signed into law. In October
2019, the FRB and the other federal banking agencies jointly finalized rules to implement the Relief Act that would tailor the
application of the enhanced prudential standards for large bank holding companies ("BHCs") and foreign banking organizations
(the "Tailoring Rules"). The Tailoring Rules assign each BHC and U.S. IHC with $50 billion or more in total U.S. assets into one
of five classifications (Categories I through IV, and 'other firms') based on its size and four risk-based indicators. As a Category
I firm, HSBC North America and its subsidiary bank, HSBC Bank USA, is no longer considered "Advanced Approaches banking
organizations." Prior to adoption of the Tailoring Rules, HSBC North America and HSBC Bank USA had requested and received
regulatory approval to opt out of the Advanced Approaches and therefore have previously calculated and will continue to calculate
their risk-based capital requirements for credit risk solely under the Standardized Approach. Under the Tailoring Rules, HSBC
North America and HSBC Bank USA remain subject to certain other capital requirements that were previously applicable only to
Advanced Approaches banking organizations, including the SLR and the countercyclical capital buffer. The Tailoring Rules also
permit Category III firms including HSBC North America and HSBC Bank USA to opt-out of the requirement to recognize most
elements of accumulated other comprehensive income in regulatory capital. The provisions of the Tailoring Rules relevant to
HSBC North America and HSBC Bank USA became effective January 1, 2020.

Category III firms such as HSBC North America and HSBC Bank USA will also benefit from (i) simpler capital requirements for
mortgage servicing assets, certain deferred tax assets, and investments in the capital of unconsolidated financial institutions, and
(i1) a simplified treatment for the amount of capital issued by consolidated subsidiaries to third parties (generally known as minority
interests) which can be included in regulatory capital. These simplifying amendments were adopted in a separate rulemaking (the
"Simplifications Rule") finalized by the federal banking agencies in July 2019 and become effective April 1, 2020 although firms
may choose to apply the simplifications as early as January 1, 2020. In November 2019, the federal banking agencies jointly
amended the Basel III rule to implement a provision of the Relief Act by reducing the risk weighting applicable to high-volatility
commercial real estate exposures. Also in November 2019, the federal banking agencies finalized a rule to include a revised
standardized approach for measuring counterparty credit risk ("SA-CCR") to calculate total risk-weighted asset amounts for
derivative transactions in addition to the existing current exposure method ("CEM"). The Tailoring Rules clarify that Category I11
firms and their subsidiary banks are not required to use SA-CCR to measure their derivative exposure. Instead, HSBC North
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America and HSBC Bank USA have the option to use either SA-CCR or CEM for their risk-based capital ratios and the SLR. The
federal banking agencies issued a separate proposal in April 2019 which would exclude Category III firms and their subsidiary
banks from the requirement to deduct from their regulatory capital holdings of total loss absorbing capital instruments issued by
other banks. We continue to evaluate the potential impacts of the Relief Act, the Tailoring Rules, the Simplification Rule and other
related 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 .........cccceevvervennenennee 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
conservation buffer..........cccocvevvinninincncnee. 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 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
levels using an approach analogous to the stress capital buffer and, therefore, we do not expect the proposal to have a significant
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
credit growth in the economy, which could be more pronounced under the new guidance on expected credit losses 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 0 percent and noted that any future modifications to the buffer would generally be subject to a 12-month
phase-in period.

We continue to review the composition of our capital structure and capital buffers in light of these developments.

Capital Planning and Stress Testing The FRB requires IHCs and BHCs, including HSBC North America, to comply with the
FRB's capital plan rule and Comprehensive Capital Analysis and Review ("CCAR") program, as well as the annual supervisory
stress tests conducted by the FRB, and annual company-run stress tests (with disclosure of the company-run stress tests every
other year) as required under the Dodd-Frank Act (collectively, "DFAST"), as amended by the Relief Act. Beginning in 2020,
HSBC Bank USA is no longer subject to the OCC's DFAST requirements, 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 a bank 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 a review of a comprehensive 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
results of stress tests conducted by both the company and the FRB under different hypothetical macroeconomic scenarios, including
a supervisory baseline scenario and severely adverse scenarios provided by the FRB. The FRB can object to a capital plan, 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.

The FRB considers whether under different hypothetical macroeconomic scenarios, including a severely adverse scenarios, 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.

HSBC North America submitted its latest CCAR capital plan and both HSBC North America and HSBC Bank USA submitted
their latest annual company-run DFAST results in April 2019. In July 2019, HSBC North America and HSBC Bank USA publicly
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disclosed their latest annual DFAST results. In October 2019, HSBC North America submitted and publicly disclosed its latest
periodic DFAST results.

In June 2019, the FRB publicly disclosed its own DFAST and CCAR results and informed HSBC North America that it did not
object to HSBC North America's capital plan or the planned capital distributions included in its 2019 CCAR submission.

Under the Tailoring Rules, HSBC North America, as a Category III firm, remains subject to CCAR on an annual basis although,
beginning January 1, 2020, it is no longer subject to a mid-cycle stress testing requirement and is now required to disclose its
company-run stress tests only every other year. In October 2019, the OCC adopted a final rule implementing the Relief Act which
eliminated the requirement to conduct company-run stress tests for national banks with less than $250 billion in total assets, such
as HSBC Bank USA.

Liquidity Risk Management The Basel Committee has adopted two required liquidity metrics: the liquidity coverage ratio ("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.

Currently, U.S. institutions, including HSBC North America and HSBC Bank USA, are required to maintain a minimum LCR of
100 percent and report their LCRs to U.S. regulators on a daily basis. In April 2016, U.S. regulators issued for public comment a
proposal to implement the NSFR in the United States, applicable to certain large banking organizations, including HSBC North
America and HSBC Bank USA.

The Tailoring Rules also reduced the LCR requirement for Category III IHCs with weighted short-term wholesale funding under
$75 billion and their depository institution subsidiaries, including HSBC North America and HSBC Bank USA, from 100 to 85
percent on a daily basis beginning January 1, 2020. The Tailoring Rules also indicate that an 85 percent NSFR would apply to
Category III IHCs with weighted short-term wholesale funding under $75 billion and their depository institution subsidiaries once
the NSFR is finalized. As a Category III firm, HSBC North America remains subject to liquidity stress testing on a monthly basis
and related liquidity buffer and liquidity risk management requirements.

HSBC North America and HSBC Bank USA have adjusted their liquidity profiles to support compliance with these rules. HSBC
North America and HSBC Bank USA may need to make further changes to their liquidity profiles to support compliance with any
future final rules.

TLAC The U.S.IHCs of non-U.S. global systemically important banks ("G-SIBs"), including HSBC North America, must maintain
minimum amounts of total loss-absorbing capacity ("TLAC"), which includes minimum levels of Tier 1 capital and long-term
debt satisfying certain eligibility criteria, and a related TLAC buffer. The TLAC rules also include 'clean holding company
requirements' that impose limitations on the types of financial transactions that HSBC North America may engage in. To support
compliance with the TLAC rules, in 2018, HSBC North America issued additional long-term debt and modified the terms of
existing debt in order to be TLAC compliant. HSBC North America will continue to assess the amount of additional long-term
debt that is needed to be compliant in future periods.

U.S. Resolution Planning Large international banks, such as HSBC (generally with regard to its U.S. operations), and large insured
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 institution in the event of
significant financial distress, including identifying how insured bank subsidiaries would 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
failure persists, require the divestiture of assets or operations. HSBC and HSBC Bank USA submitted their latest resolution plans
in 2018.

Simultaneous with the Tailoring Rules, the FRB and FDIC jointly finalized a rule to revise the regulations implementing the
resolution planning requirements for depository institution holding companies (the "SIFI Plan") in the Dodd-Frank Act (the "SIFI
Plan Rule"). Under the SIFI Plan Rule, HSBC is required to file a SIFI Plan every three years, alternating between a full resolution
plan and a targeted resolution plan, which would generally be limited to core areas such as capital and liquidity, as well as identifying
material changes in other areas of the plan since its last submission. HSBC's next submission is a targeted resolution plan, which
is due by July 1, 2021. HSBC's next full resolution plan submission is not required until July 1, 2024. The SIFI Plan Rule did not
revise the resolution plan requirements applicable to HSBC Bank USA, which are administered solely by the FDIC. In April 2019,
the FDIC requested comment on an advance notice of proposed rulemaking that would alter the FDIC's separate resolution plan
requirements for insured depository institutions (the "IDI Plan") with total consolidated assets of at least $50 billion ("Covered
IDIs"), including HSBC Bank USA. The proposal delays the requirement for HSBC Bank USA (as well as other Covered IDIs)
to file its next IDI Plan until a future date to be specified by the FDIC. Consequently, HSBC Bank USA did not file an IDI Plan
in 2019.
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Non-U.S. Regulatory Capital and Liquidity Requirements HSBC North America and HSBC USA also continue to support HSBC's
implementation of the Basel III 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 25, "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 applicable law and the FDIC's regulations. 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
the deposit insurance costs paid by HSBC Bank USA and HTCD to the FDIC. While the assessments are generally payable quarterly,
the FDIC also has the authority to impose special assessments to prevent the Deposit Insurance Fund from declining to an
unacceptable level.

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, as implemented 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 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 more in total
consolidated assets and certain of their service providers. The standards address five categories: (i) cyber risk governance; (ii)
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 active in implementing privacy and cybersecurity standards and regulations. Recently,
several states have adopted regulations requiring certain financial institutions to implement cybersecurity programs and providing
detailed requirements with respect to these programs, including data encryption requirements. Many states have also recently
implemented or modified their data breach notification and data privacy requirements. We expect this trend of state-level activity
to continue, and are continually monitoring developments in the states.

Single-Counterparty Credit Limits In 2018, the FRB finalized a rule, consistent with the Dodd-Frank Act, to limit credit exposures
to single counterparties for large BHCs and IHCs, including HSBC North America. As a result of the rule, 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 UK. that is consistent with the Basel large
exposure framework by July 1, 2020. In November 2019, the FRB proposed to extend the initial compliance dates for foreign
banks such as HSBC, but not their [HCs. We continue to evaluate the potential effects of this rule and the recent proposal 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 VII is the
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-
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based swaps") and, to a lesser extent, U.S. banking regulators (for certain rules applicable to banks). The CFTC has adopted final
rules implementing the most significant provisions of Title VII 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
requirements 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 rules require HSBC Bank USA
to collect 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).

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 to initial margin requirements in 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 increase the costs
and liquidity burden associated with trading non-cleared swaps and security-based swaps and may adversely affect our business
in 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. The SEC has finalized the key rules governing the application of
Title VII requirements 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 are expected to come into
effect in October 2021. Certain HSBC affiliates, including HSBC Bank USA, may be required to register and become subject to
these rules when the registration requirement becomes effective. Because HSBC Bank USA's equity and credit derivatives
businesses are also subject to the CFTC's jurisdiction under Title VII, material differences between the final SEC rules and existing
CFTC rules could materially increase our costs of compliance with Title VII by requiring the implementation of significant additional
policies, procedures, documentation, systems and controls for those businesses.

The "Volcker Rule" The Volcker 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' investments in,
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 significant U.S. trading operations, such as HSBC North
America, is required to maintain a detailed compliance program to comply with the restrictions of the Volcker Rule.

In September and October 2019, the federal agencies responsible for administration of the Volcker Rule (the SEC, FDIC, FRB,
OCC and CFTC) finalized amendments to simplify and tailor compliance requirements related to the proprietary trading provisions
of the Volcker Rule. Given that HSBC North America has more than $20 billion in trading assets and liabilities, it remains subject
to the highest expectations under the Volcker Rule. While the recent amendments are intended to streamline the existing requirements
and result in a more simplified revised final rule, these changes to the Volcker Rule may result in increased compliance and
operational costs. These amendments to the Volcker Rule became effective January 1, 2020, with compliance required by January
1, 2021. We continue to assess the impact of the amendments on our operations. On January 30, 2020, the agencies proposed
further amendments to the Volcker Rule's funds provisions, which would, if adopted, clarify key definitions and add new, and
modify certain existing, exclusions from the definition of covered fund. The proposal is currently open for comment, and the
timeline for finalization remains uncertain.

Competition The GLB Act eliminated many of the regulatory restrictions on providing financial services in 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 as insurance companies, commercial finance providers, brokerage firms and 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. This trend is expected to continue and has resulted in, among other
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things, greater concentrations of deposits and other resources. Competition is expected to continue to be intense 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 companies in different markets, given our strategy.

Corporate Governance and Controls

We maintain a website at www.us.hsbe.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.

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. To that
end, we have adopted a Statement of Business Principles and Code of Ethics (our "Statement of Business Principles") that expresses
the principles upon which we operate our business. The Statement of Business Principles is applicable to all employees, including
our Chief Executive Officer, Chief Financial Officer and Chief Accounting Officer (collectively, the "Senior Financial Officers").
In addition to the Statement of Business Principles, the Senior Financial Officers are subject to the additional policies set forth in
the Code of Ethics for Senior Financial Officers, which is intended to supplement the Statement of Business Principles.

Our Statement of Business Principles and Code of Ethics for Senior Financial Officers can be found on our corporate website,
www.about.us.hsbc.com, under "Investor Relations." Printed copies of this information can be requested at no charge. Requests
should be made to HSBC USA Inc., 452 Fifth Avenue, New York, NY 10018, Attention: Corporate Secretary. We intend to satisfy
the disclosure requirements under Item 5.05 of Form 8-K regarding amendments to, or waivers from, certain provisions of the
Code of Ethics for Senior Financial Officers and Statement of Business Principles by posting such information on our website, at
the address and location specified above.

Certifications In addition to certifications from our Chief Executive Officer and Chief Financial Officer pursuant to Sections 302
and 906 of the Sarbanes-Oxley Act of 2002 (attached to this report on Form 10-K as Exhibits 31 and 32), we also file a written
affirmation of an authorized officer with the New York Stock Exchange (the "NYSE") certifying that such officer is not aware of
any violation by HSBC USA of the applicable NYSE corporate governance listing standards in effect as of February 18, 2020.
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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 elsewhere in this Annual Report on Form 10-K that could
affect our businesses, results of operations and financial condition and, therefore, the risk factors below should not be considered
a complete 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 a whole will continue to grow. 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 2019, the slowing of
economic growth both in the United States and abroad has created global uncertainty about the future economic environment.
General business, economic and market conditions that could continue to affect us include:

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

» pressure on and changes in consumer confidence, spending and behavior;

» fiscal policy;

+ volatility in energy prices, including oil and gas prices;

»  volatility in credit markets;

* unemployment levels;

» trends in corporate earnings;

* wage income levels and declines in wealth;

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

*  monetary supply and monetary policy;

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

» consequences of unexpected geopolitical events, natural disasters, climate change, outbreaks of contagious disease (such
as coronavirus) or acts of war or terrorism;

+ trade policy;

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

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

* increases in interest rates, which may lead to increased delinquencies and loan impairment charges;
» availability of liquidity;

» availability of credit; and

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

Although the U.S. economy in general continued to grow in 2019, if businesses were to become cautious to hire, lay-off employees
or reduce hours for employees, losses could be significant in all types of our consumer loans 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 will continue to impact the capital markets and trade as well as corporate earnings which impacts 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 a recession, there would be a
significant negative impact on delinquencies, charge-offs and losses in all loan portfolios with a corresponding impact on our
results of operations.

Since the beginning of January 2020, the coronavirus outbreak has caused disruption for HSBC Group, particularly in China and
Hong Kong. It remains unclear how this will evolve in 2020, and we continue to monitor the situation closely. At this time, given
our very limited direct credit and operational exposure to affected regions, we believe that the primary risk that the current
coronavirus poses to us relates to the potential disruption of the global economy, supply chains and transportation. We do not
currently believe those potential disruptions would have a material effect on us. Spread of the coronavirus, in particular to the
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United States, could exacerbate its effect on us which could have a material adverse effect on our business, prospects, financial
condition and 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.

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 a highly regulated environment. Changes in 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 be required as a result.

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 narrow the scope of federal preemption of state
consumer laws and expand the authority of state Attorneys General to bring actions to enforce federal consumer protection
legislation. As a result of the Dodd-Frank Act's potential expansion of the authority of state Attorneys General to bring actions to
enforce federal consumer protection legislation, we could potentially be subject to additional state lawsuits and 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 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 dealers and become subject to extensive oversight by the SEC, including the imposition of parallel corporate
governance, business conduct, reporting and other regulatory requirements for security-based swaps. Imposition of these
requirements may adversely affect our derivatives business and make us less competitive or make certain derivative products less
profitable to undertake. Although many significant regulations applicable to swap dealers are already in effect and have imposed
significant costs on our derivatives business, we continue to assess current regulation, proposed or expected changes to existing
requirements, and the potential impact of future security-based swap requirements.

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 I, "Regulation and Competition - The "Volcker Rule"," in this Form 10-
K.

In September and October 2019, U.S. regulatory agencies finalized amendments that modify numerous aspects of the Volcker
Rule. Given that HSBC North America has more than $20 billion in trading assets and liabilities, it remains subject to the highest
expectations under the Volcker Rule. While the recent amendments are intended to streamline the existing requirements and result
in amore simplified revised final rule, such changes to the proprietary trading provisions of the Volcker Rule may result in increased
compliance and operational costs, especially in connection with any modifications to the quantitative metrics reporting
requirements. These amendments to the Volcker Rule became effective January 1, 2020, with compliance required by January 1,
2021. We continue to assess the impact of the amendments on our operations. On January 30, 2020, the agencies proposed further
amendments to the Volcker Rule's funds provisions, which would, if adopted, clarify key definitions and add new, and modify
certain existing, exclusions from the definition of covered fund. The proposal is currently open for comment, and the timeline for
finalization remains uncertain.

Our parent, HSBC North America, is subject to assessment by the FRB as part of the CCAR and DFAST programs, which includes
annual supervisory stress tests conducted by the FRB and company run stress tests that HSBC North America must conduct annually
(with disclosure of the company-run stress tests every other year). CCAR is an annual exercise, prescribed 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. As part of this exercise, the FRB evaluates HSBC North America's
capital plan, including any plans to make capital distributions, such as dividend payments, against the minimum regulatory capital
requirements. We cannot be certain that the FRB will not object to our 2020 or future capital plans. If the FRB does object to our
capital plan, we may be prohibited from taking capital actions such as paying or increasing dividends, or repurchasing securities.
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Additionally, as the CCAR and DFAST results are released publicly, an objection to the capital plan may have a material adverse
impact on our reputation. See Part I, "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.

The total impact of the Dodd-Frank Act and related legislative and regulatory initiatives cannot be fully assessed without taking
into consideration how non-U.S. policymakers and regulators may respond through the promulgation of new regulations and
revisions to existing regulations and how the cumulative effects of both U.S. and non-U.S. laws and regulations will affect our
businesses and operations. Additional legislative 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 we hold, require us to increase our prices and therefore reduce demand for our products,
impose additional costs on us, or otherwise adversely affect our businesses. Accordingly, any such new or additional legislation
or regulations could have an adverse effect on our 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 areas in which reforms are in progress or under consideration include enhanced capital, leverage, and liquidity requirements,
changes in compensation practices (including tax levies), separation of retail and wholesale banking, the recovery and resolution
of EU financial institutions, and measures to address systemic risk. Furthermore, certain large G-SIBs, including HSBC, have in
recent years become subject to capital surcharges and other enhanced prudential requirements. In 2019, the FSB identified HSBC
as one of two G-SIBs that 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-SIBs in the United Kingdom. The TLAC standard
also permits authorities in host jurisdictions to require "internal" TLAC to be issued by local entities to either parent entities or
third parties. The purpose of the TLAC standard is to ensure that G-SIBs have sufficient loss-absorbing and recapitalization capacity
available to implement an orderly resolution with continuity of critical functions and minimal impact on financial stability, and to
ensure cooperation between home and host authorities during resolution. The TLAC standard called for all G-SIBs to be subject
to TLAC requirements effective January 1, 2019, and to be fully phased in by January 1, 2022. The FRB's rules implementing the
FSB's TLAC standard in the United States require the U.S. IHCs of non-U.S. G-SIBs, including HSBC North America, to maintain
minimum amounts of TLAC and a related TLAC buffer. The U.S. TLAC rules also include 'clean holding company requirements'
that limit the types of financial transactions that HSBC North America may engage in. To support compliance with the TLAC
rules, HSBC North America in 2018 issued long-term debt and may 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 delivery of our priorities is subject to execution risk. Effective management of transformation projects is required to
effectively deliver our strategic priorities, involving delivering both on externally driven programs (regulatory requirements and
benchmark rate transition), as well as key business initiatives to deliver revenue growth, product enhancement and operational
efficiency outcomes. See "Failure to effectively implement our business strategies may adversely affect our financial performance."

Regulatory requests, legal matters and business initiatives all require a significant amount of time and resources to implement.
The magnitude, complexity and, at times, concurrent demands of projects 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 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 regulatory
uncertainty. We continue to assess the potential impact this may have on financial and economic markets and on our business.
Changes in federal policy and regulatory agencies have occurred and are expected to continue to occur over time through policy
and personnel changes, which could lead to additional changes involving the level of oversight and focus on the financial 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 policies were to restrict or otherwise make it more difficult for qualified
employees to work in, or transfer among, jurisdictions in which we or other members of the HSBC Group have operations or
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. In the ordinary course of business, HSBC USA and its affiliates are routinely named as defendants in, or as parties
to, various legal actions and proceedings relating to our current and/or former operations and are subject to governmental and
regulatory examinations, information-gathering requests, investigations and formal and informal proceedings, as described in Note
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29, "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. There is no certainty that the
litigation will decrease in the near future, especially in the event of a resurgent 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. 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 requirements, 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 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 us 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 developed markets and thus require
substantial investment in compliance infrastructure or could result in a reduction in certain of our affiliates' business activities.
Criminal prosecutions of financial institutions for, among other alleged conduct, breaches of AML laws and 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 have a material 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. For example, HSBC continues to be
subject to a January 2018 deferred prosecution agreement with the DOJ arising from its investigation into HSBC’s historical foreign
exchange activities (the "FX DPA"). Potential consequences of breaching the FX DPA could include the imposition of additional
terms and conditions on HSBC, an extension of the agreement or the criminal prosecution of HSBC, which could, in turn, entail
further financial penalties and collateral consequences, and could negatively impact HSBC subsidiaries, including HSBC Bank
USA.

We establish reserves for legal claims when payments associated with the claims become probable and the costs can be reasonably
estimated. Notwithstanding, we may incur legal costs for a matter even if we have not established a reserve. In addition, the actual
cost of resolving a legal claim may be substantially higher than any amounts reserved for that matter. It is inherently difficult to
predict the outcome of many of the legal, regulatory and other adversarial proceedings involving our businesses, particularly those
cases in which 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. These policies and procedures are 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 financial crime compliance (including AML, anti-bribery/anti-corruption and economic sanctions). A major focus of U.S.
government policy relating to financial institutions in 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 operations without 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 requirements in 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 regularly prepare and submit a 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 be resolved

18



HSBC USA Inc.

in a "rapid and orderly" fashion in a manner that avoids systemic risks. Similarly, HSBC Bank USA must regularly prepare and
submit an IDI Plan. HSBC Bank USA is required to provide an IDI 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 minimizes the amount of any
losses to creditors, including the FDIC's Deposit Insurance Fund. These plans must include information on resolution strategy,
agreements with major counterparties and "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 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 allow resolution of a financial institution's U.S.
businesses in a way that protects systemically important functions without severe systemic disruption and without exposing
taxpayers to loss), and the deficiencies are not remedied within the required time period, an institution, including HSBC, could be
required to restructure or reorganize businesses, legal entities, or operational systems and intra-company transactions in 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.

Simultaneous with the Tailoring Rules, the FRB and FDIC jointly finalized revisions to the SIFI Plan Rule. Under the SIFI Plan
Rule, HSBC is required to file a SIFI Plan every three years, alternating between a full resolution plan and a targeted resolution
plan, which would generally be limited to core areas such as capital and liquidity, as well as identifying material changes in other
areas of the plan since its last submission. HSBC's next submission is a targeted resolution plan, which is due by July 1, 2021.
HSBC's next full resolution plan submission is due on July 1, 2024. The SIFI Plan Rule did not revise the IDI Plan requirements
applicable to HSBC Bank USA, which are administered solely by the FDIC. In April 2019, the FDIC requested comment on an
advance notice of proposed rulemaking that would alter the FDIC's separate IDI Plan requirements for Covered IDIs, including
HSBC Bank USA. The proposal delays the requirement for HSBC Bank USA (as well as other Covered IDIs) to file its next IDI
Plan until a future date to be specified by the FDIC. Consequently, HSBC Bank USA did not file and IDI Plan during 2019.

U.S. federal banking agencies may require us to increase our regulatory capital, total loss absorbing capacity, long-term
debt or liquidity requirements which could result in the need to issue additional qualifying securities or to take other actions,
such as liquidate assets. HSBC North America is 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 and our leverage exposure
which may increase. The Basel Committee has also revised several key methodologies for measuring risk-weighted assets. These
revisions include changes to the standardized approach for credit risk and operational risk, new constraints on the use of internal
models, introduction of a capital floor based on the revised standardized approaches, and a new final standard on the minimum
capital requirements for market risk. The federal banking agencies may update the U.S. Basel III rule to incorporate the Basel
Committee revisions.

Additionally, in 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 legislative proposals could significantly
impact the regulatory capital standards and requirements applicable to financial institutions such as HSBC North America, as well
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 America in the FRB's CCAR stress test process also requires that HSBC North America maintain sufficient capital to meet
minimum regulatory ratios under multiple forward-looking stress scenarios across a nine-quarter planning horizon. The FRB has
also 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 decline in 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 stress tests. The stress capital buffer would
be subject to a floor of 2.5 percent of risk-weighted assets in line with the current capital conservation buffer rules. 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 may be prohibited from taking capital actions
such as paying or increasing dividends, or repurchasing securities if the FRB objects to 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 on our U.S. operations or change our capital planning processes. The exact amount, however, will depend
upon our prevailing risk profile and those of our North America affiliates under various stress scenarios.

These stress testing requirements will influence our regulatory capital and liquidity planning process, and may impose additional
operational and compliance costs on us.
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Preparation for the U.S. implementation of the Basel Committee's revisions to Basel III has influenced and is likely to continue
to influence our regulatory capital and liquidity planning process, and is expected to impose additional operational and compliance
costs on us. We are unable at this time to determine the extent of changes we will need to make to 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 us to increase our capital or
liquidity. Any requirement that we increase our regulatory capital, regulatory capital ratios or liquidity could require us to liquidate
assets or otherwise change our business and/or investment plans, which may negatively affect our financial results. Changes to
and compliance with the regulatory capital and liquidity requirements may impact our operations by requiring us to 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.

Our interpretation 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. We are subject to the various tax laws of the
U.S. and its states and municipalities in which we operate. These tax laws are inherently complex and we must make judgments
and interpretations about the application of these laws to 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, penalties or interest, which could be material.

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 varies between geographical regions, groups and individuals. Any material lapse in 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:
* negative news about us, HSBC, our affiliates or the financial services industry generally;

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

* legal and regulatory requirements;

» alleged deceptive or unfair lending or pricing practices;

*  AML and economic sanctions programs;

* fraud and misappropriation of assets;

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

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

* recordkeeping;

» sales and trading practices;

*  customer service;

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

» the proper identification of the legal, credit, liquidity, operational and market risks inherent in our businesses;

» alleged irregularities in servicing, foreclosure, consumer collections, mortgage lending practices and loan modifications;

* adowngrade of or negative watch warning on any of our credit ratings; and

»  general company performance.
The proliferation of social media websites as well as the personal use of social media by our employees and others, including
personal blogs and social network profiles, facilitates communication with large audiences in short time frames. 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.

The failure to 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. The management ofrisk is an integral part of all our activities. Managing
risk effectively is fundamental to the delivery of our strategic priorities. While we are subject to a number 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. Risks have the potential to affect the results of our operations or financial condition. Specifically, risk equates
to the adverse effect on profitability or financial condition arising from different sources of uncertainty including retail and wholesale
credit risk, capital and liquidity risk, market risk, resilience risk, regulatory compliance risk, financial crime risk, strategic risk
and model risk. To manage risk, we employ a risk management framework at all levels and across all risk types. The framework
fosters the 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 challenges in the following three broad areas:
(a) Macroeconomic and geo-political risks: Unfavorable economic and market conditions may adversely affect our results.

(b) Risks related 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 be required to hold additional capital as a result of model limitations or failure. Issues
with the quality of data or effectiveness of our data aggregation and validation procedures could result in ineffective risk management
practices or inaccurate risk reporting.

(c) Regulatory and legal risks to our businesses: We are subject to a number of legal and regulatory actions and investigations, the
outcomes of which are inherently difficult to predict, but unfavorable outcomes could have a material adverse effect on our operating
results and brand. Unfavorable legislative or regulatory developments, or changes in the policy of regulators or governments, could
have a material adverse effect on our operations, financial condition and prospects.

Failure to effectively implement our business strategies may adversely affect our financial performance. Our business
strategy is described under the heading "Management's Discussion and Analysis of Financial Condition and Results of Operations
- Executive Overview - 2020 Business Update." Implementation of our business strategy will require significant time and require
us to incur significant expense. See Note 31, "Subsequent Events," of the accompanying consolidated financial statements for
further detail. The actual costs and time required may exceed our estimates. Additionally, implementation of our business strategy
will affect our employees, customers and other stakeholders, and could adversely impact our relationships with stakeholders and
our reputation.

Our strategies for business growth include focusing our sales efforts on international connectivity strategies with high quality
internationally minded clients as well as augmenting our returns through increased cross-selling and cost optimization. Further,
we may fail to attract internationally mobile clients or cross-sell our services to them. See "—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." The work required to execute on our growth strategies is substantial. Alongside the strategic actions,
we continue to implement a number 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. Failure to successfully implement our business strategies may have a material 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. 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 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.
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Operational risks are inherent in our businesses and may adversely impact our businesses and reputation. We are exposed
to many types of operational risks that are inherent in banking operations, including fraudulent and other criminal activities (both
internal and external), breakdowns in processes or procedures and systems failure or non-availability. See "-A failure in our
infrastructure, or those of our third party vendors and other service providers, that results in a loss of information, delays our ability
to access information or impacts our ability to provide services to our clients may materially adversely affect our business, financial
condition and results of operations." For example, fraudsters may target any of our products, services and delivery channels
including 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 services to us and our customers. These operational risks may result
in financial loss to 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 a risk 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 a material adverse effect on our results
of operations by requiring us to expend significant resources to correct the defect, as well as exposing us to 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 partially beyond our control, which may include:

* computer viruses, electrical, telecommunications, or other essential utility outages;
* natural disasters, such as hurricanes or other severe weather conditions and earthquakes;
» events arising 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 life and other loss or liability to us, which could have a material adverse effect on our businesses,
prospects, financial condition and results of operations.

A failure in our infrastructure, or those of our third party vendors and other service providers, that results in a loss of
information, delays our ability to access information or impacts our ability to provide services to our clients may materially
adversely affect our business, financial condition and results of operations. Our businesses are highly dependent on our ability
to process large volumes of data that require global capabilities and scale from our technology platforms. If our technology or
communications fail, or those of industry utilities or our service providers fail, we could experience production and system outages
or failures or other significant operational delays. Any such outage, failure or delay could adversely affect our ability to effect
transactions or service our clients, which could expose us to liability for damages, result in the loss of business, damage our
reputation, subject us to regulatory scrutiny or sanctions or expose us to litigation, any of which could have a material adverse
effect on our business, financial condition and results of operations. Security or technology disruptions, failures or delays that
impact our communications or information systems could also adversely affect our ability to manage our exposure to risk or expand
our business.

Upgrading our computer systems, software and networks may also subject us to disruptions, failures or delays due to the complexity
and interconnectedness of our systems, software and networks. The failure to upgrade or maintain these computer systems, software
and networks could result in greater susceptibility to attacks, unauthorized access and misuse, and could also prevent us from
achieving our business continuity and resiliency objectives. There can be no assurance that any such disruptions, failures or delays
will not occur or, if they do occur, that they will be adequately addressed.

Third parties with which we do business or that facilitate our business activities could also be sources of technology risk to us,
including from breakdowns, failures or delays of their own systems or capacity constraints or other services that impair our ability
to process transactions and communicate with customers and counterparties. In addition, we are exposed to the risk that a technology
disruption or other information security event at a vendor common to our third-party service providers could impede their ability
to provide products or services to us. We may not be able to effectively monitor or mitigate operational risks relating to the use of
common vendors by third-party service providers.

As a result of financial entities, central agents, clearing agents and houses, exchanges and technology systems across the globe
becoming more interdependent and complex, a technology failure that significantly degrades, deletes or compromises the systems
or data of one or more financial entities or suppliers could have a material impact on counterparties or other market participants,
including us. A disruptive event or, failure or delay experienced by one institution could disrupt the functioning of the overall
financial system.

Additionally, 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 require us to change our policies,
procedures and technology for information security (including cybersecurity) from time to time.

22



HSBC USA Inc.

We are subject to a variety of cybersecurity risks that, if realized, 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, social
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;
*  putting our customers at risk for identity theft, account takeover and credit abuse;

*  causing us to incur remediation and other costs related to liability for customer or third parties for losses, repairs to remedy
systems flaws, or incentives to customers and business partners to maintain and rebuild business relationships after the
attack;

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

» 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.

The threat from cyberattacks, on us and on third party vendors on which we rely, is a concern 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 risks in
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
activities of organized crime for seeking financial gain, hacktivists (geopolitical designated groups), cyber terrorists (attacks against
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
platforms that 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 parties that 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 April 2019, malicious actors used credentials to attempt to access customer accounts via US mobile channel. The malicious
actors were able to emulate the mobile banking traffic. Although this incident did not result in a material financial loss, due to the
increasing sophistication and frequency of cyberattacks, we may not be able to anticipate all cyberattacks or information security
breaches in the future, nor may we be able to implement effective preventative or defensive measures to address such attacks or
breaches. As aresult, there is the potential for future attacks to have a material adverse effect on our business, financial condition,
results of operations, prospects and reputation.

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 require us to change our policies, procedures
and technology for information security (including cybersecurity) from time to time.
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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 obligations to be similarly affected by changes
in economic conditions. While we regularly monitor various segments of our portfolio exposures to assess potential concentration
risks, our efforts to diversify or hedge our credit portfolio against concentration risks may not be successful. As an international
bank, we have exposure to commercial 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 is a holding
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 also 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 $4,686 million of long-term debt at various points
in 2019. 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.

Future conditions that could negatively affect our liquidity include:

* 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;
* an increased interest rate environment for our commercial paper, deposits or term debt;
» unforeseen cash or capital requirements;
* an inability to sell assets; and
* an inability to obtain expected funding from HSBC Group subsidiaries and through deposits.
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 confidence in HSBC or negative news about HSBC or the financial services industry generally;
and

»  other conditions and factors over which we have little or no control including economic conditions in the U.S. and abroad
and concerns over potential government defaults and related policy initiatives.

Our approach is to meet our capital needs locally through activities which reduce risk. To the extent, however, that local alternatives
are insufficient, as a wholly-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 unable to meet deposit withdrawals on 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 a time 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
ratings are an important part of maintaining our liquidity. We depend on access to the securities market for a portion of our funding.
We issued a total of $4,686 million of long-term debt in 2019. Our credit ratings are subject to ongoing review by the rating
agencies, which consider a number of factors including their assessment of our relative financial strength and results of operations,
including our strategy and our management's capability, as well as factors affecting the financial services industry generally,
including legal and regulatory frameworks affecting our business activities and the rights of our creditors. There can be no assurance
that downgrades will not occur. Any downgrade in our credit ratings could potentially increase our borrowing costs, impact our
ability to issue commercial paper and, depending on the severity of the downgrade, substantially limit our access to 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
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liquidity, including as a result of credit-related contingent features in certain of our derivative contracts. During the fourth quarter
of 2019, S&P and Moody's both changed their rating outlooks for HSBC USA and HSBC Bank USA to negative from stable and
Fitch downgraded the long-term debt ratings of both HSBC USA and HSBC Bank USA by one notch to A+ and maintained a
negative watch. While these rating actions by S&P, Moody’s and Fitch did not have a material impact on our borrowing costs or
liquidity, any future actions could have such an impact.

Rating agencies continue to evaluate economic and geopolitical 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, 2019, 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, employee 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, a number of multinational financial
institutions have suffered material losses due to the actions of 'rogue traders' or other employees. It is not 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 a material 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. We depend on third party suppliers, outsourcing
vendors and our affiliates for a variety of services. Third parties with which we do business with could be sources of operational
risk to us, including risks relating to break-downs or failures of such parties' own systems or employees. The OCC and FRB require
financial institutions 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 result in potential liability to clients, reputational damage or regulatory
intervention, all of which could materially adversely affect us.

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

*  our determining to sell residential mortgage loans and other loans;
» changes to our customer account management and risk management/collection policies and practices;

* our investment choices in technology, business infrastructure and specialized personnel, including consolidating middle
and back office activities to a single wholesale and a single retail offering platform;

* changes to our AML and sanctions policies and the related operations practices;

*  our outsourcing of various operations, including outsourcing our mortgage servicing business and outsourcing elements
of our fixed-income business to affiliates based in Europe; or

» the decision to insource certain products, services or operations.

Further, in order to react quickly to or meet newly-implemented regulatory requirements, and to effectively implement our strategy,
we may need to change or enhance systems within very tight time frames, which would increase operational risk. See "Failure to
effectively implement our business strategies may adversely affect our financial performance" and "The delivery of our priorities
is subject to execution 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 determine in 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. Changes in 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 business processes across the HSBC
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. Inadequate policies and processes may also
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affect our ability to use data to service customers more effectively and/or improve our product offering. This could have a material
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
the principles for effective risk data aggregation and risk reporting as set out by the Basel Committee may face supervisory measures.
Any of these failures could have a material adverse effect on our business, prospects, financial condition and results of operations.

We face significant and increasing competition in the rapidly evolving financial services industry. We compete with other
financial institutions in a highly competitive industry that continues to undergo significant change as a result 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
products and services to satisfy our customers' needs, the extensive distribution channels available for 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
results of operations and/or cause us to increase our capital investment in our businesses in order to remain 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 products and services from time to time may be limited and could be influenced
significantly by the actions of our competitors who may or may not charge similar fees for their products and 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
a loss of customers and market share and could materially adversely affect our results of operations. Further, new technologies
could require us to spend more to modify or adapt our products to attract and retain customers. Continued technological advances
and the growth of e-commerce have made it possible for non-depository institutions to offer products and services that traditionally
were banking products, and for financial institutions, other companies to provide electronic and Internet-based financial 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 services
or develop new products and services to respond to our customers' needs. Any of these factors may have a material 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 virtually all major
industries, and we routinely execute transactions with counterparties in financial services, including brokers and dealers, central
clearing counterparties, 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 default by our counterparty or client. Our ability to engage in routine
transactions to fund our operations and manage our risks could be materially adversely affected by the actions and commercial
soundness of other financial services institutions. 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 generally, can lead to further individual and/or systemic difficulties, defaults and
losses.

Mandatory central clearing of over the counter derivatives, including under the Dodd-Frank Act, brings with it risk. As a clearing
member, we have financial exposure for losses incurred at a Central Counterparty ("CCP") by the default of other clearing members.
Hence increased moves toward central clearing brings with it a further 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 a time 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 a risk 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 is carried 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
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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 services institutions are interrelated as a result of market-making, 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 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
a default by the counterparty or client. When such a counterparty or client becomes bankrupt or insolvent, we may become involved
in significant disputes or litigation with the counterparty's or client's bankruptcy estate and other creditors, or involved in regulatory
investigations, each of which could increase our operational and litigation costs.

Significant or prolonged periods of market stress or illiquidity could further decrease our ability to realize the fair value of collateral
held by us or make it more likely that we would liquidate collateral at prices insufficient to recover the full amount of our exposure
to the respective counterparty or client. Further, disputes with counterparties as to 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 creditlosses and allowance for credit losses and could have a material adverse effect on our results of operations
and financial condition. When we loan money or commit to loan money we incur credit risk, or the risk of losses if 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 has historically been based on our assessment
of credit losses inherent in our loan portfolio (including unfunded credit commitments). The process for determining the amount
of the allowance is critical 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 borrowers to 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 losses in the portfolio and our allowance for credit losses.

While we believe that our allowance for credit losses was appropriate at December 31, 2019, there is no assurance that it will be
sufficient to cover future credit losses. On January 1, 2020, we adopted new accounting guidance which requires the recognition
oflifetime expected credit losses. See Note 2, "Summary of Significant Accounting Policies and New Accounting Pronouncements"
of the accompanying consolidated financial statements for further detail. In the event of a deterioration in economic conditions,
we may be required to increase reserves in future periods, which would reduce our earnings.

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 customers receive 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.

Failure to appropriately address potential conflicts of interest can result in reputational harm, as well as litigation and
enforcement actions. Our ability to appropriately address potential conflicts of interest has become increasingly complex as our
business activities encompass more transactions with and among our diversified client and customer base. We can become subject
to litigation and enforcement actions, and our reputation can be damaged, by the failure or perceived failure to:

» adequately address or appropriately disclose conflicts of interest;
» treat clients and customers with the appropriate standard of care; and

» provide fiduciary products or services in accordance with the applicable legal and regulatory standards.

A failure or perceived failure to appropriately address conflicts of interest or fiduciary obligations could result in customer
dissatisfaction, litigation and regulatory fines, penalties or other sanctions, and heightened regulatory scrutiny and enforcement
actions, all of which could adversely affect our businesses and reputation.

New customer privacy initiatives may impose additional operational burdens on us, may limit our ability to pursue desirable

business initiatives and increase the risks associated with any future use of customer data. Recent legislative and regulatory

efforts to protect the privacy of consumer data limit how companies can use customer data and impose obligations on companies

in their management of such data. As a financial services company, we necessarily gather, maintain and use a significant amount

of customer data. Other jurisdictions may adopt similar requirements that impose different and potentially inconsistent compliance

burdens. These initiatives, particularly to the extent multiple jurisdictions adopt inconsistent requirements, could increase
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compliance complexity and related costs, result in significant financial penalties for compliance failures, and limit our ability to
develop new products or respond to technological changes. They also could heighten the reputational impact of perceived misuses
of customer data, by us, our vendors, or others who gain unauthorized access to our customer data.

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, and our development
of products linked to alternate benchmark rates introduces a number of risks for us, our clients, and the financial services industry
more widely. This includes, but is not limited to:

* Legal and execution risks, relating to documentation changes for new products and the transition of legacy contracts to
alternate benchmark rates, which transition will, in turn, depend, to a certain extent, on the availability of alternate
benchmark rate products and on the participation of customers and third party market participants in the transition process,
legal proceedings or other actions regarding the interpretation and enforceability of provisions in LIBOR-based contracts,
and regulatory investigations or reviews in respect of our preparation and readiness for the replacement of LIBOR with
alternative reference rates;

»  Financial risks, arising from any changes in the valuation of financial instruments linked to benchmark rates and the
implementation of the International Swaps and Derivatives Association's proposed protocol for the transition of derivatives
contracts;

»  Pricing risks, as changes to benchmark indices could impact pricing mechanisms on some instruments;

»  Operational risks, due to the need for us, our customers and the market to adapt IT systems, trade reporting infrastructure,
operational processes and controls to accommodate one or more alternative benchmark rates; and

*  Conduct risks, through potential material, adverse impact on customers or financial markets, if our customers are not
ready and able to adapt their own processes and systems to accommodate the alternative benchmark rate products.

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

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 developed, implemented or used, or as a result of the
modeled 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, financial 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 loss reserve estimates and certain
asset and liability valuations such as goodwill are subject to management's judgment and actual results are influenced by factors
outside our control. To the extent historical averages are not predictive of future losses and management is unable to accurately
evaluate the portfolio risk factors not fully reflected in its current loss estimate, unexpected additional losses could result. Similarly,
to the extent assumptions employed in measuring fair value of assets and liabilities are not supported by market prices or other
observable parameters do not sufficiently capture their inherent risk, including management estimates of future cash flows used
to determine the fair value of goodwill, unexpected additional losses could result.

We are required to establish a valuation 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 assets will not be realized. In evaluating the need for a valuation allowance, we estimate future taxable income based
on management approved business plans, future capital requirements and ongoing tax planning strategies. This evaluation 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 taxable income, 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 17, "Income Taxes," in the accompanying consolidated financial
statements for additional discussion of our deferred tax assets.
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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 a company as large and complex as ours, lapses or deficiencies, including significant deficiencies, in internal control
over financial reporting may occur from time to time and we cannot assure you that we will not find one or more material weaknesses
as of the end of any given 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, change the financial accounting and reporting standards, or the interpretation thereof, and guidance that govern the preparation
and disclosure of external financial statements. These changes are beyond our control, can be hard to predict and could 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 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
retrospectively, resulting in our restating prior period financial statements in 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 Policies and 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 services industry, competition
for qualified personnel is intense. 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. See "Failure to effectively implement
our business strategies may adversely affect our financial performance." Any future limitations on executive compensation imposed
by legislation or regulation could adversely affect our ability to attract and maintain qualified employees. We may face increased
difficulty in retaining top performers and critical skilled employees. If key personnel were to leave us and equally knowledgeable
or skilled personnel are unavailable within the HSBC Group or could not be sourced in the market, our ability to manage our
businesses, in particular through any future difficult economic environment may be compromised.

Significant reductions in pension assets may require additional financial contributions from us. Certain employees are
eligible to participate in the HSBC North America qualified defined benefit pension plan, which has been frozen. While plan assets
were higher than projected plan liabilities resulting in an over-funded status of approximately $65 million at December 31, 2019,
changes in market conditions could result in an under-funded status occurring in future periods. Because these obligations relate
to the HSBC North America pension plan, only a portion of any 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 any 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 21, "Pension and Other Postretirement Benefits,"
in the accompanying consolidated financial statements for further information concerning the HSBC North America defined benefit
plan.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

The principal executive offices of HSBC USA and HSBC Bank USA are located 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
224 branches and 30 representative offices across the United States at December 31, 2019.
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Item 3. Legal Proceedings

See Note 29, "Litigation and Regulatory Matters," in the accompanying consolidated financial statements for our legal proceedings
disclosure, which is incorporated herein by reference.

Item 4. Mine Safety Disclosures

Not applicable.

PART IT

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

HSBC USA's common stock is not publicly traded. As of the date of this filing, HSBC North America was the sole holder of HSBC
USA's common stock. No dividends were paid on the common stock outstanding during either 2019 or 2018.
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Item 6. Selected Financial Data

Year Ended December 31, 2019 2018 2017 2016 2015

(dollars are in millions)

Statement of Income (Loss) Data:

Net INTETEST INCOIME .ot ee e e e e e e e e eeeeeeeeens $ 2,112 §$ 2,252 §$ 2273 §$ 2,484 §$ 2,470
Provision for credit 10SSeS.....c..covevenieieineninincneeeeen 195 (73) (165) 372 361
Total Other TEVENUES........ccveeeiieeieeiiecie et 1,854 1,899 2,002 1,404 1,735
Operating expenses excluding goodwill impairment............. 3,136 3,638 3,391 3,298 3,284
Goodwill IMPAIrMENt .......c.ccverveieieieieireeeeeneneereerese e 365 — — — —
Income before INCOME taX.........ccvecvereereereeriereeieseeieeeeeenns 270 586 1,049 218 560
INCOME taX EXPENSE....couveevierrieiienieenieeeee ettt 157 266 1,228 89 230
Net iNCOME (10SS) ..vvnvveveriiereieiiieieieretetsieee et esesesenenes $ 113 $ 320 $ (179) $ 129§ 330
Balance Sheet Data at December 31: -
Loans:
Real estate, including construction .............ccceeveveveerenenee. $ 11,501 $ 11,344 $§ 10,533 $ 10,890 $ 10,000
Business and corporate banking.........c..ccccoceveeerencnenne. 13,479 13,066 12,504 14,080 14,365
Global banKing .........cceveieeienieieieieeeeeeee e 17,915 20,167 20,088 23,481 29,905
Other commercial........c.coeeieriiinininininneneeeseeenee 5,316 4,765 9,910 5,765 8,183
Total commercial.........ceceieiieeriieiiiiieeeee e 48,211 49,342 53,035 54,216 62,453
Residential mortgages .........ccoeeeeerererenenenencneneneeeenne 17,801 17,383 17,273 17,181 17,758
Home equity mortgages .........cccceveeeererrieneenienieienieniene 853 982 1,191 1,408 1,600
Credit Card.......coevvevverienieieicce e 1,405 1,019 721 688 699
Other CONSUIMET ...cuveiieiiitieiieiieie ettt 283 252 343 382 407
TOtal CONSUMET .....eouvivienieeiieiieeieie e eae e 20,342 19,636 19,528 19,659 20,464
TOtal 10ANS.....euieieeiieiieetee ettt 68,553 68,978 72,563 73,875 82,917
Loans held for sale.........ccevieierieciinieie e 289 512 715 1,809 2,185
TOtAl ASSELS ..vvevvierieeiiieieeeiie ettt et 175,375 172,448 187,235 201,301 188,278
Total dePOSILS ...cvevirieriiiiieieeeeeeete e 119,693 110,955 118,702 129,248 118,579
Long-term debt.........ccccoriiiierieeeeeeeeeee e 26,697 30,628 34,966 37,739 33,509
Preferred StOCK .......ovieiieieiieeeeee e 1,265 1,265 1,265 1,265 1,265
COMMON EUILY ..cuvetieniirtieieeiienie ettt sttt seee e eaee e 16,991 19,241 18,829 19,090 19,260
Tangible common equity™...........cc.coovrrvrvrrreceeree e 15,734 17,613 17,194 17,444 17,607
TOtAl @QUILY «.veevevietiitiiieeieee et 18,256 20,506 20,094 20,355 20,525
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Year Ended December 31, 2019 2018 2017 2016 2015

Selected Financial Ratios:
Rate of return on average:

TOtAL @SSCLS. . .evevireiriiertetetent ettt s 1% 2% (D)% 1% 2%
Risk-weighted assets ... 1 3 (1) .1 2
COMMON EUILY ..eoveverereeteretetetcreeeeeteeee e s 2 1.3 (1.3) 3 1.4
Tangible cOMMON EQUILY ....c..overveuerieiirieinieinecnceeeeeeeee e 2 1.4 1.4) 3 1.6
TOtal EQUILY ...eovevereieteteree et .6 1.6 (.9) .6 1.7
Net INterest MAIZIN......ccvevverrereeieeieieeeesteeeesreeeesreeeesreesaeseeessessnes 1.27 1.42 1.28 1.28 1.35
L0ans t0 deposits Tat0 ...........oueeeeeeeeeeeeeeeeeeeeeeee e ereeeeeeeen 71.60 75.02 73.70 75.67 93.07
EffICIENCY TaLI0. .. coveeviitiitiriesiereeeeeee et 88.3 87.6 79.3 84.8 78.1
Allowance as a percent of 10anS ............coovevueeeveeeeeeeeereeeeeeeean 93 .78 .94 1.38 1.10
Commercial allowance as a percent of loans™ .............ccccccovune... 1.05 .93 1.15 1.72 1.25
Commercial net charge-off ratio™ ............ocoouevveeeveeeeeeeeeeeereeeen .09 .09 .30 34 .10
Consumer allowance as a percent of loans® .............c.ccocoovrnennne. .64 42 .37 44 .65
Consumer two-months-and-over contractual delinquency.............. 2.04 2.05 2.48 4.05 4.56
Consumer net charge-off ratio™ .............cooovveieireeeeeeseeeeereean 27 13 11 .33 32
Common equity Tier 1 capital to risk-weighted assets.................... 13.1 13.6 14.2 13.7 12.0
Tier 1 capital to risk-weighted assets.........cccoceververirininnenienenns 14.1 14.6 15.3 14.5 12.6
Total capital to risk-weighted assets ..........ccceeveververvirinicnicninicnennens 16.3 17.2 18.4 18.3 16.5
Tier 1 IEVErage 1atio ..c..coueveriereenieienieieieieteeeteeee et 9.9 11.0 9.9 9.2 9.5
Supplementary leverage ratio® 6.9 7.6 73 6.5 N/A
Total equity to total @SSELS........evverierierieieieieieeececeeeee e 10.4 11.9 10.7 10.1 10.9
M The following table provides a reconciliation of common equity to tangible common equity:
Year Ended December 31, 2019 2018 2017 2016 2015
(dollars are in millions)
COMMON EQUILY ..vevinreiiiietetrteteiet ettt ettt ettt st bt be st e esesenens $ 16991 §$§ 19241 $ 18829 $ 19,090 $ 19,260
Less: Goodwill 1,242 1,607 1,607 1,612 1,612
Less: Intangible assets - purchased credit card relationships............ccccceeeeeeee. 15 21 28 34 41
Tangible COMMON EQUILY......c..ecietirieieirtieeieeree ettt $ 15734 § 17,613  $ 17,194  § 17,444 § 17,607
@ Represents period end loans, net of allowance for loan losses, as a percentage of core deposits as calculated in accordance with Federal Financial Institutions
Examination Council guidelines which generally include all domestic demand, money market and other savings accounts, as well as time deposits with
balances not exceeding $250,000.
® Excludes loans held for sale.
)

In 2016, we began publicly disclosing our supplementary leverage ratio.
N/A Not Applicable

32



HSBC USA Inc.

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
Securities and Exchange Commission ("SEC"), in press releases, or oral or written presentations by representatives of HSBC USA
Inc. ("HSBC USA" and, together with its subsidiaries, "HUSI") that are not statements of historical fact and may also constitute
forward-looking statements. Words such as "may," "will," "should," "would," "could," "appears," "believe," "intends," "expects,"
"estimates," "targeted," "plans," "anticipates,” "goal," and similar expressions are intended to identify forward-looking statements
but should not be considered as the only means through which these statements may be made. All discussions related to strategy,
including the matters discussed under the heading "Management's Discussion and Analysis of Financial Condition and Results of
Operations - Executive Overview - 2020 Business Update" and discussions of those matters elsewhere in this Form 10-K are
forward-looking statements. These matters or statements will relate to our future structure, operations, strategy, financial condition,
economic forecast, results of operations, plans, objectives, performance or business developments and will involve known and
unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements to be materially
different from that which was expressed or implied by such forward-looking statements.

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

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

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

» changes in laws and regulatory requirements;

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

» the ability to deliver on our regulatory priorities;

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

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

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

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

» the use of us as a conduit for illegal activities without our knowledge by third parties;

» the ability to successfully manage our risks;

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

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

»  concentrations of credit and market risk;

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

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

» damage to our reputation;
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the ability to attract or retain key employees and customers;

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

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

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

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

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

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

a failure in our internal controls;

our ability to meet our funding requirements;

adverse changes to our credit ratings;

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

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

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

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

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

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

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

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

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

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

the other risk factors and uncertainties described under Item 1A, "Risk Factors," in this Annual 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 factors that could cause actual results to differ materially from those in the forward-looking statements, see Item
1A, "Risk Factors," in this Annual Report on Form 10-K.
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Executive Overview

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

2019 Economic Environment The U.S. economy continued to grow during 2019, although the pace of growth was slower than
in 2018. U.S. Gross Domestic Product ("GDP") grew at an estimated annual rate of 2.3 percent in 2019, lower than 2018's GDP
annual growth rate, while inflation in 2019 remained below the FRB's target inflation rate. The U.S. economy added over 2.1
million jobs during 2019 and the total unemployment rate fell to 3.5 percent at December 2019 as compared with 3.9 percent at
December 2018. In October 2019, the FRB cut short-term interest rates by 25 basis points, the third such rate decrease of the year,
as a result of increased economic uncertainty from trade tensions and a slowing global economy.

The slowing of economic growth both in the United States and abroad during 2019 has created global uncertainty about the future
economic environment. 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 interest rate levels, inflation, domestic and global policy issues, U.S. trade policy
and geopolitical events as well as the implications of those events on the markets in general further add to global uncertainty.
Interest rate levels, in combination with global economic conditions, fiscal and monetary policy and the level of regulatory and
government scrutiny of financial institutions will continue to impact our results in 2020 and beyond.

2019 Events

*  During the third quarter of 2019, we completed our annual impairment test of goodwill and determined that the fair value
of our Commercial Banking and Private Banking reporting units exceeded or approximated their carrying values including
allocated goodwill. However, the cash flow projections for our Retail Banking and Wealth Management reporting unit
were significantly lower than previous estimates and resulted in the carrying amount of this reporting unit, including
allocated goodwill, exceeding its fair value. As a result, we recorded a goodwill impairment charge of $365 million,
representing a portion of the $737 million of goodwill previously allocated to this reporting unit. As discussed in "Critical
Accounting Policies and Estimates," our goodwill impairment testing is highly sensitive to certain assumptions and
estimates used. For additional discussion of the results of our annual goodwill impairment testing, see Note 9, "Goodwill,"
in the accompanying consolidated financial statements.

* In November 2019, HSBC Bank USA repurchased $1,269 million of its outstanding subordinated long-term debt and
recorded a net pre-tax gain on extinguishment of $84 million during the fourth quarter of 2019. As we previously elected
to apply fair value option accounting to this debt, the extinguishment resulted in the realization of a gain associated with
our own credit spread that was previously recorded in accumulated other comprehensive loss which more than offset the
premium paid to extinguish the debt.

* In 2019, we recorded a loss of $52 million (of which $48 million was recorded during the fourth quarter) on the swap
agreements entered into in conjunction with the sales of Visa Inc. ("Visa") Class B common shares ("Class B Shares")
related to an increase in the expected timing of the final resolution of the related litigation for which we retained the
associated risk and, to a lesser extent, changes in the Visa Class B Share conversion rate. See Note 27, "Guarantee
Arrangements, Pledged Assets and Repurchase Agreements," in the accompanying consolidated financial statements for
additional information.

*  As previously discussed, we have implemented staff cost reduction efforts throughout 2019 as part of a global effort
aimed to right-size our cost base and recorded severance related costs of $33 million. During the fourth quarter of 2019,
we began a review of the scope of our retail branch network and determined that we would exit approximately 20 branches.
As a result, we recorded charges of $19 million in the fourth quarter of 2019 reflecting impairment of the lease right-of-
use ("ROU") assets and other related costs associated with these branches.

2020 Business Update

HSBC Group aims to be the world's preeminent international bank. HSBC will continue to seek growth where opportunities best
align with its strengths, focused on enabling and supporting business and trade between the developed world and the faster growing,
higher returning markets of the world, particularly in Asia and the Middle East. However, the more challenging economic
environment requires strategic changes in order to increase returns and create capacity for future growth. HSBC will first materially
reshape underperforming areas of the Group, particularly in Global Banking and Markets, Europe, and the United States. HSBC
will focus these businesses around its strengths as an international bank, simplifying the footprint and reducing both risk-weighted
assets ("RWAs") and costs. These actions will enable HSBC to direct its resources, including RWAs, toward areas of higher growth
and profitability. Second, HSBC will reduce costs by finding efficiencies, sharing capabilities and investing in automation and
digitization. Third, HSBC will simplify the organizational structure to reduce fragmentation and accelerate the pace of execution.
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Simplification will include changing the global matrix and geographical reporting structure, consolidating Retail Banking and
Wealth Management and Global Private Banking to create one of the world's largest wealth management businesses, and
reorganizing Global Functions and Head Office to match the new structure. Combined, these actions will enable HSBC to refocus
toward areas of higher growth and profitability and continue to invest in digital capabilities and customer experience. HSBC
Group's overarching targets by 2022 include a gross RWA reduction of more than $100 billion, a reduction in the cost base to $31
billion or less, and a return on tangible equity in the range of 10-12%.

HUSI aspires to be the leading international bank in the U.S., and will take active measures in 2020-2021 to re-profile our business
and ensure success. In alignment with HSBC's global strategy, our U.S. wholesale operations will be refocused to better serve our
international corporate clients and retail operations will be restructured to better meet the needs of globally mobile and affluent
clients. This strategic repositioning will enable us to bring the best of HSBC's expansive global network and leading international
banking capabilities to current and future clients in the U.S. We will streamline our functional and operations support model by
removing duplication and reduce the size of the balance sheet to better align to the scope and scale of the U.S. opportunity. These
actions will enable us to continue as a global hub for trade, investment, and U.S. dollar clearing for global customers and deliver
sustainable profitability and improved returns. The strategy will be executed while preserving and maintaining a strong control
environment.

The U.S. strategy will include the following:

Global Banking and Markets ("GB&M") Our Global Banking business will refocus on meeting the needs of
international corporate clients, sponsors, and strategic global clients with capabilities in Debt Capital Markets, Financing,
and Transaction Banking. Low return client relationships will be reviewed for exit or remediation. Our Global Markets
business will be restructured in coordination with HSBC Europe. Select Fixed Income activities will be consolidated in
and operated from Europe to better utilize HSBC's global scale, allowing HUSI to receive revenue as a business introducer
and hold fewer assets on its local balance sheet. This structural change will ensure U.S. clients will have access to the
full suite of Global Markets products while optimizing GB&M's use of the HUSI balance sheet.

Commercial Banking ("CMB'") Commercial Banking will continue to focus on meeting the needs of U.S.-based large
and middle market corporates and the U.S. subsidiaries of international corporate clients. CMB will also collaborate
closely with GB&M to deliver sophisticated debt finance and capital market solutions to corporate clients. CMB will
selectively expand coverage in high opportunity markets where international corporates and subsidiaries are concentrated.

Retail Banking and Wealth Management (""RBWM") and Private Banking ("PB') We will combine RBWM and
PB to create a single Wealth and Personal Banking ("WPB") business and focus our retail businesses to best serve the
needs of internationally mobile and affluent clients. Unifying the retail platform will allow us to maximize the investment
across the client continuum, providing better digital and transaction banking services for private banking clients while
creating greater access to wealth solutions for retail banking clients. Private banking teams will continue to serve in a
distinct and separate coverage segment designed to meet the sophisticated needs of high net worth and ultra- high net
worth clients, however we expect to see a lower cost to serve these clients over time. We will continue the modernization
of our retail branch network and limited expansion in high opportunity markets, however we will consolidate roughly
30% of our branch footprint primarily in high branch density markets. Additional investments will be made to enhance
our client service proposition, including more advanced mobile and digital functionality, and scale our unsecured lending
products.

Functional and Operational Changes We will simplify the U.S. operating model, which will enable us to serve clients
in a more consistent way and concentrate our investments in servicing enhancements and digitization. We will consolidate
the middle and back office functions of Global Banking and Commercial Banking under a single operations structure.
While the client teams will remain in separate and distinct business units, the wholesale operating model will facilitate
delivery of the full breadth of product solutions to corporate clients while unlocking cost synergies and capitalize on gains
made in key client experience processes such as onboarding. As noted above, the new Wealth and Personal Banking
business will run on an integrated and efficient service model in order to deliver better service and more capabilities to
our retail and private banking clients. Our supporting functions, information technology, and related operations teams
will realign to adapt to the changes made in our business model. These support areas will reengineer processes, eliminate
redundant activities, and down-size to successfully support our strategic agenda.

In connection with these actions, we expect to reduce staffing levels in the U.S. by approximately 15% and expect to
incur pre-tax charges in connection with this plan over the two-year period of 2020-2021 of approximately $350-$400
million ($265-$305 million after-tax), including severance and employee benefits, lease impairment and other costs. We
also anticipate investments of approximately $100 million in modernization, digital capabilities and expanded product
solutions described above. There can be no assurance, however, as to the precise timing or amounts of these expenditures.
We anticipate that it will require approximately 24 months to complete the restructuring plan. These actions will result
in a moderate reduction in overall RWAs, with an approximate $8 billion reduction in RWAs from the Global Markets
restructuring, partially offset by the deployment of more capital to areas in which we are investing, such as CMB and
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WPB. Streamlining our operating model is intended to reduce gross operating cost by 10-15% by 2022 and enable
investments in digital capabilities and new product solutions.

Performance, Developments and Trends Net income (loss) was income of $113 million during 2019 compared with income of
$320 million during 2018 and a loss of $179 million during 2017. Our net loss in 2017 reflects the impact of the Tax Cuts and
Jobs Act ("Tax Legislation") enacted in December 2017 which lowered the Federal corporate income tax rate to 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 $270 million during 2019 compared with $586 million and $1,049 million during 2018 and 2017,
respectively. The decrease in income before income tax during 2019 compared with 2018 was due to a higher provision for credit
losses, lower net interest income due primarily to higher rates paid on deposits and lower other revenues, partially offset by lower
operating expenses as the impact of the goodwill impairment charge discussed above was more than offset by expense of $492
million recorded in 2018 related to the settlement of a mortgage securitization legal matter. The decrease in income before income
tax during 2018 compared with 2017 was due to higher operating expenses driven by 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
Visa Class B Shares, lower releases in the provision for credit losses and lower net interest income.

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

Year Ended December 31, 2019 2018 2017
(in millions)

Income before income tax, as rePOTtEA.........eerverieriirieriieieeieieeierteete e see e eae s eeesseeneesseeee e $ 270 $ 58 $ 1,049
GOOAWIIL IMPAITTNENL. ... .cvieeiiiieiieieete ettt ettt bt ereeteesbeeeeesbesreeseessesseesaesseessesseessesseessens 365 — —
Gain on sale of Visa Inc. Class B common shares to a third party, net™ ...........ccco.ccoovorrrinerinnne. 52 7 (308)
LeaS€ IMPAITINENED ..ot s e es e seees 38 — —
SEVEIANCE COSES™) .....oovireieecee e 33 — —
Gain on extinguishment of debt, Net.............c...ccoovirvoreeeceeceeeeee e (70) — —
Expense related to the settlement of certain mortgage loan legal matters............ccoecevveveneennnne — 516 —
C08t5 10 ACHIEVE™ ... — — 222
Loss on partial settlement of HSBC North America pension obligation...........c..ccceeevverieneennne — — 35
Adjusted Performance @ .............o.oo oot een $ 688 $ 1,109 $ 998

M In 2019, we recorded a loss of $52 million related to an increase in the expected timing of the final resolution of the related litigation and, to a lesser extent,

changes in the Visa Class B Share conversion rate. In 2018, we recorded a loss of $7 million related to a change in the Visa Class B Share conversion rate.
In 2017, the gain 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 Share sale.
@ Includes impairment charges and other related costs of $19 million related to the exit of certain branches as well as $19 million of allocated lease impairment
costs from HSBC Technology & Services ("HTSU").

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

@ Includes a gain of $84 million on extinguishment of long-term debt in the fourth quarter and a loss of $14 million on extinguishment of certain repurchase
agreements in the third quarter.

®  Reflects transformation costs incurred through 2017 to deliver the cost reduction and productivity outcomes outlined in the HSBC Investor Update in June

2015. Costs to achieve primarily consisted of project cost support service charges from HTSU, lease termination and associated expenses, professional fees
and severance costs.

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

Excluding the impact of the items in the table above, our adjusted performance during 2019 decreased $421 million compared
with 2018 due to a higher provision for credit losses, lower net interest income due primarily to higher rates paid on deposits and
lower other revenues, partially offset by lower operating expenses. Excluding the 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 releases in the provision for credit losses and 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.
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London Interbank Offered Rate ("LIBOR") Transition Regulators and central banks in various national jurisdictions continue
to actively work to help transition from interbank offered rates ("IBORs") to acceptable alternative rates, such as the Secured
Overnight Financing Rate ("SOFR") recommended by the Alternative Reference Rates Committee ("ARRC") convened by the
FRB. We currently anticipate the FASB will issue final rate reform guidance related to contract modification and hedge accounting
relief in the first quarter of 2020 as companies prepare for the transition away from IBORs. We have a considerable number of
contracts referencing IBORs, primarily LIBOR, such as loans, derivatives and long-term debt, extending past 2021 when the U.K.
Financial Conduct Authority has announced it will no longer require banks to submit rates for LIBOR.

HSBC has established a global transition program in which we actively participate with the objective of facilitating an orderly
transition of all products, processes, models and curves, as well as all legacy LIBOR contracts, onto replacement rates. This program
is aimed to minimize the volume of such contracts outstanding upon the cessation of LIBOR and, therefore, the associated disruption
to financial flows and the risk of economic losses. The program is significant in terms of scale and complexity and will impact all
global businesses as well as multiple products, currencies, systems and processes. In addition to the risk associated with LIBOR
contracts being outstanding upon cessation of LIBOR, transition also results in a number of additional risks, mainly conduct risk,
financial risk and operational risk. An initial draft of our risk inventory, including mitigating actions, has been completed and is
currently going through the validation process.

During 2019, risk disclosures across all products and business lines were established and are expected to be fully implemented in
early 2020. Our global businesses have started to inform their clients that there are risks associated with engaging in new LIBOR
products which will continue to evolve over time. Better awareness of the potential risks will enable clients to make informed
decisions about their ongoing use of LIBOR-linked products and encourage them to focus more clearly on the task of transitioning
to replacement rates. While we continue to transact in LIBOR, an initial framework to limit the sale of LIBOR-based products has
been established as we continue to remain focused on developing alternative rate products and the supporting processes and systems
and making them available to customers.

The ARRC has published recommended contract fallback language for floating rate notes, syndicated loans, bilateral loans and
securitizations. In the fourth quarter of 2019, we began to incorporate this new fallback language in new LIBOR-based contracts
which will create a clearer process on which benchmark rates the products will move to when LIBOR ceases to exist. In addition,
the International Swaps and Derivatives Association plans to update the benchmark fallback language in its new contracts beginning
in 2020 and is working to establish an industry protocol that will support the transition of legacy contracts to reference the new
fallback language. This represents a material undertaking for the industry as a whole and may expose us to the risk of financial
losses. We intend to actively engage in the process to achieve an orderly transition of our LIBOR-based debt and other LIBOR-
based debt where we are the payment agent. We continue to formulate detailed plans to enable us to transition these exposures,
though the execution of these transition plans will, to a certain extent, also depend on the participation and engagement of third
party market participants in the transition process.

The ability of HUSI and its clients to transition legacy contracts onto replacement rates by the end of 2021 is materially dependent
on the availability of products that reference replacement rates, including SOFR, and on our customers being ready and able to
adapt their own processes and systems to accommodate the replacement products. This gives rise to an elevated level of conduct
related risk. We have made progress in developing high level legacy contract transition plans and expect to have pricing and data/
workflow requirements finalized in the first quarter of 2020. In addition to the conduct risk previously highlighted, the process of
adopting new reference rates may expose us to an increased level of operational and financial risks, such as potential earnings
volatility resulting from contract modifications and a large volume of product and associated process changes. Furthermore, the
transition to alternative reference rates could have a range of adverse impacts on our business, including legal proceedings or other
actions regarding the interpretation and enforceability of provisions in IBOR based contracts and regulatory investigations or
reviews regarding our preparation and readiness for the replacement of IBOR with alternative reference rates. We continue to
engage with industry participants, the official sector and our clients to support an orderly transition and the mitigation of the risks
resulting from the transition.

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 investors to the HSBC Group as a whole 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
in interest rates generally affect both the rates we charge to our customers and the rates we pay on our borrowings. Achieving our
profitability goals in 2020 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, all of which could impact trading and other revenue, net interest income, loan volume, loss provision
and ultimately our results of operations.
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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, 2019 2018 2017
(in millions)

Profit before tax — U.S. GAAP DaSIS .....ccerieiiiieieiieieeieieeee e $ 270 $ 586 $ 1,049

Adjustments:
GOOAWIIL TMPAITINEIL ......evvieeieiieiieii ettt ettt te st et ete st et e esaebeeseesseeseenseensenseenns 156 — —
Expected credit losses / 10an impairment..........c.ccoveeveeverienieieienieieieeneeeeese e seens 36 124 (29)
DEPOSIE INCENMEIVES ...uniiieiieiieitetieieeie et ettt sttt sttt ettt ettt ettt ebe et besae et sbeneen 17 11 —
L0an OFIZINALION ....c..ioiiiiieieieieietet ettt ettt et s s 8 18 5
Renewable energy tax credit iNVESMENTS .........cceruirverierienieieieieceeeceeceieee e 7 10 11
PrOPETLY ..o e — 3) (11)
Loans held fOr SALE ......c.oiiiiiiiiii et 4)) (18) (150)
Pension and other postretirement benefit COSS........erirririininieninieeeieeeeeeeeee (12) 8 94
LBASES ..ttt e ae e 17 — —
Debt eXtingUiSIMENt ..........coiiiiiiiiiiiie e e e (123) — —
Structured notes and dePOSILS.......ccevreriririririrereree ettt — — (85)
(0111 1S) OO OO 15 ?2) 16

Profit before tax — Group Reporting Basis ........c..coeeerereniiieniiniiiiieecncncseseseeee $ 356 $ 729 § 900

The significant differences between U.S. GAAP and the Group Reporting Basis as they impact our results are summarized in Note
24, "Business Segments," in the accompanying consolidated financial statements. Differences in reported profit before tax in the
table above that were individually significant for 2019 and 2018 are explained below. See "Basis of Reporting" in our Annual
Report on Form 10-K for the year ended December 31, 2018 ("2018 Form 10-K") for an explanation of the differences in reported
profit before tax in the table above that were individually significant for 2017.

During 2019, goodwill impairment charges were lower under the Group Reporting Basis than under U.S. GAAP. Under the Group
Reporting Basis, goodwill was amortized until 2005, however goodwill was amortized under U.S. GAAP until 2002, which resulted
in a lower carrying amount of goodwill and, therefore, a lower impairment charge under the Group Reporting Basis.

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

During 2019, extinguishment of long-term debt resulted in a gain under U.S. GAAP compared with a loss under the Group Reporting
Basis. We previously elected to apply fair value option accounting to this debt. Under U.S. GAAP, the extinguishment resulted in
the realization of a gain associated with our own credit spread that was previously recorded in accumulated other comprehensive
loss which more than offset the premium paid to extinguish the debt. Under the Group Reporting Basis, the gain associated with
our own credit spread remains in equity and does not get recognized in earnings.

During 2018, releases in credit reserves were recorded under both the Group Reporting Basis and U.S. GAAP, 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 improvements in credit conditions which resulted in reclassification
from 'stage 2' to 'stage 1' and other modeling factors as well as a reduction of expected credit losses associated with oil and gas
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clients. In addition, reserve releases driven by paydowns, sales and maturities were partially offset by the impact of downgrades
in the commercial loan portfolio, which was more pronounced under U.S. GAAP, as well as a provision under U.S. GAAP for risk
factors associated with geopolitical risks and market volatility inherent in certain segments of the portfolio.

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 policies affecting the reported amounts of assets, liabilities, revenues and 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 financial position and our results of
operations. We base our accounting estimates on historical experience, observable market data, inputs derived 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 assets or liabilities, we strive to use models that 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 we lend money to others, we are exposed to the risk that borrowers may not repay amounts
owed to us when contractually due. Consequently, we maintain an allowance for credit losses that 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 losses is a "critical accounting estimate" for the following reasons:

*  Changes in 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

* The allowance for credit losses is 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 is inherently uncertain because it
is highly sensitive to changes in economic conditions which influence growth, industry and business performance, bankruptcy
trends, trends in housing markets and interest rates, delinquency rates and the flow of loans through various stages of delinquency,
the realizability of any collateral and actual loss experience. Changes in such estimates could significantly impact our allowance
and provision for credit losses.

As an illustration of the effect of changes in estimates related to the allowance for credit losses, a 10 percent change in our projection
of probable net credit losses on our loans would have resulted in a change of approximately $64 million in our allowance for credit
losses at December 31, 2019.

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 losses associated with all loans outstanding. A reserve is also maintained for
oft-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 allowances 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.
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*  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 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, for commercial loans, the
observable market price if the loan is traded in the market.

*  Loans thatare not individually evaluated for impairment are pooled into homogeneous categories of loans and collectively
evaluated to determine if it is deemed probable, based on historical data and other environmental factors, that a loss 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 a roll rate migration analysis that estimates the likelihood that a loan will progress through the various stages
of delinquency and ultimately charge-off based upon recent performance experience of other loans in our portfolio. This migration
analysis incorporates estimates of the period of time between a loss occurring and the confirming event of its charge-off. This
analysis also 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 trends which are updated monthly based on a rolling average of several months' data using the most recently
available information and is typically in the range of 20-40 percent for residential mortgages and 70-100 percent for home equity
mortgages.

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 loss emergence period (estimate of the period of time between
a loss 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.
A suite of models, tools and templates is maintained using quantitative and statistical techniques, which are combined with
management's judgment to support the assessment of each transaction. These were developed using internal data and 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 commercial loans are maintained to reflect our judgment of portfolio risk factors which
may not be fully reflected in the statistical calculations or when historical trends are not reflective of current inherent losses in 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, 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 allowance as a percentage of loans in developing
our allowance estimates.

The results from the consumer roll rate analysis, commercial analysis and the specific impairment reserving process are reviewed
each quarter by the Wholesale and Retail Allowance for Loan Losses Committees. These committees also 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 events or changes in circumstances indicate that it is more likely than not that the asset might be impaired. 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 a reporting 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
HUSTI's net assets. Accordingly, the entire carrying amount of HUSI's net assets is allocated to our reporting units. Significant and
long-term changes in the applicable reporting unit's industry and related economic conditions are 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 changes in 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., financial
forecasts); (b) significant increases in observed peer group discountrates; (c¢) significant announced or planned business divestitures;
(d) the margin by which the fair value of each reporting unit exceeded the carrying amount at the previous testing date; (e)
deterioration in macroeconomic, industry or market conditions thathave not yet been reflected in the latest business plan information,
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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
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
growth rates, expense trends, interest rates and terminal values. Based on an evaluation of key data and 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 percentage is derived from an appropriate capital asset pricing model, which itself depends on a number 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's judgment is that the anticipated cash flows have decreased and/or the cost of capital percentage has increased,
the effect will be a lower estimate of fair value which could result in an impairment charge and a negative impact to net income
(loss).

Impairment testing of goodwill requires that the fair value of each reporting unit be compared with its carrying amount, including
goodwill. Goodwill was allocated to the carrying amount of each reporting unit based on its relative fair value. Movements of
businesses across reporting units may result in a reallocation of goodwill.

We have established July 1 of each year as the date for conducting our annual goodwill impairment assessment. Prior to 2019, we
utilized a two-step approach to test our goodwill for impairment. The first step, which was used to identify potential impairment,
involved comparing each reporting unit's fair value to its carrying amount, including goodwill. If the fair value of a reporting unit
exceeded its carrying amount, including allocated goodwill, there was no indication of impairment and no further procedures were
required. If the carrying amount including allocated goodwill of the reporting unit exceeded the unit's fair value, a second step
was performed to quantify the impairment amount, if any. If the implied fair value of goodwill as determined using the same
methodology as used in a business combination was less than the carrying amount of goodwill, an impairment charge was recorded
for the excess. Beginning in 2019, we adopted new accounting guidance and removed the second step of the goodwill impairment
test and instead goodwill impairment is measured and an impairment charge is recorded at the amount by which a reporting unit’s
carrying amount, including allocated goodwill, exceeds its fair value. Any impairment charge recognized is limited to the carrying
amount of goodwill assigned to a reporting unit. Subsequent reversals of goodwill impairments are not permitted.

During the third quarter of 2019, we completed our annual impairment test of goodwill and determined that the fair value of our
Commercial Banking and Private Banking reporting units exceeded or approximated their carrying values including allocated
goodwill. However, the cash flow projections for our Retail Banking and Wealth Management reporting unit were significantly
lower than previous estimates and resulted in the carrying amount of this reporting unit, including allocated goodwill, exceeding
its fair value. As a result, we recorded a goodwill impairment charge of $365 million, representing a portion of the $737 million
of goodwill previously allocated to this reporting unit. The fair value of our Private Banking reporting unit approximated its book
value, including allocated goodwill of $412 million. For additional discussion of the results of our annual goodwill impairment
testing, see Note 9, "Goodwill," in the accompanying consolidated financial statements.

Our goodwill impairment testing is highly sensitive to certain assumptions and estimates used as discussed above. We will continue
to monitor changes to our business forecasts as we continue to perform periodic analyses of the risks and strategies of our business
and product offerings. If deterioration in economic and credit conditions, a change in the strategy or performance of our business
or product offerings, or an increase in the capital requirements of our business occurs, interim goodwill impairment tests for
reporting units could be required, which may result in an impairment charge. We considered these and other factors as part of a
qualitative analysis at December 31,2019 to determine whether it was more likely than not that the fair value of any of our reporting
units was less than its carrying amount, including goodwill. Based on this analysis, we determined no interim impairment test was
required at December 31, 2019 for any of our reporting units.

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 elected to measure specific assets and liabilities at fair value under the fair 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
an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. Where available,
we use quoted prices to 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 a fair value hierarchy
structure that prioritizes the inputs to determine the fair value of an asset or liability (the "Fair Value Framework"). The Fair Value
Framework establishes a three-tiered fair value hierarchy as discussed further in Note 28, "Fair Value Measurements," in the
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accompanying consolidated financial statements. Classification within the fair value hierarchy is based on the lowest hierarchical
level input that is significant to the fair value measurement. As such, the classification of a financial asset or liability within the
fair value hierarchy is dynamic in that the asset or liability could be transferred to other hierarchy levels in each reporting period
as a result 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 the inputs into a fair value measurement may result in a reclassification between hierarchy
levels. Level 3 assets as a percentage of total assets measured at fair value were approximately 1.4 percent at December 31, 2019.

Imprecision in estimating unobservable market inputs can impact the amount of revenue, expense or other comprehensive income
recorded for a particular financial instrument. While we believe our valuation methods are appropriate, the use of different
methodologies or assumptions to determine the fair value of certain financial assets and liabilities could result in a different estimate
of fair value at the reporting date. For additional discussion of the determination of fair value for individual financial assets and
liabilities carried at fair value see Note 28, "Fair Value Measurements," in the accompanying consolidated financial statements.
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 - We manage groups of derivative instruments with offsetting 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 a net 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 data is 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 these risks. Instead, we
apply a range of assumptions to the valuation input that we believe implicitly incorporates adjustments for liquidity, model
and data uncertainty risks.

We also include a credit valuation adjustment to reflect the credit risk associated with the net derivative positions. In
estimating the credit valuation adjustment, we net the derivative positions by counterparties. The fair value for a net 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 a proxy 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 controls in pricing vendor selection and fair value validation. The validation methods include but are not limited
to comparisons among [PV prices for the same instrument, review and challenge of IPV valuation methodologies, inputs
and assumptions, and the elapsed time between the date to which market data relates and the measurement date. For
securities that are difficult to value, we use internal pricing models which estimate the fair value 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.
The valuation of the hybrid instruments is predominantly driven by the derivative features embedded within the instruments
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 flows for
the funded notes and deposits 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.

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

Because the fair value of certain financial assets and liabilities are significantly impacted by the use of estimates, the use of different
assumptions can result in changes in the estimated fair value of those assets and liabilities, which can result in equity and earnings
volatility.
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Derivatives Held for Hedging Derivatives designated as qualified hedges are tested for hedge effectiveness. For these transactions,
assessments are made at the inception of the hedge and on a recurring 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 we determine as aresult of this assessment that a derivative is no longer a highly effective hedge, hedge accounting is discontinued
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. Inputs to statistical regression analysis require the use of estimates regarding the amount and timing of future cash
flows which are susceptible to significant changes in 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.

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 fair value hedges are recorded in current period earnings.
For example, a 10 percent adverse change in the value of our derivatives that do not qualify as effective hedges would have reduced
revenue by approximately $53 million for the year ended December 31, 2019.

Regulators continue to actively work to help transition from LIBOR to an acceptable alternative, such as SOFR. The FASB has
issued proposed changes to the U.S. GAAP guidance on contract modifications and hedge accounting and is expected to issue
final guidance during the first quarter of 2020 to mitigate the effect of this transition on financial reporting. Under the proposal,
an entity would be allowed to account for the modification of a contract affected by reference rate reform as a continuation of the
existing contract, if certain conditions are met. The proposed guidance would also allow an entity to continue to apply hedge
accounting for hedging relationships in which the critical terms change due to reference rate reform. The proposed standard has
a sunset date of December 31, 2022.

As a result of these ongoing developments, significant accounting judgment remains in determining whether certain hedge
accounting relationships that hedge the fair value of a recognized asset or liability or the variability of cash flows and interest rate
risk due to changes in LIBOR continue to qualify for hedge accounting as of December 31, 2019. Management’s judgment is that
those existing hedge accounting relationships continue to be supported at year-end. Even though there are plans to replace LIBOR
with an acceptable alternative rate by the end 0f 2021, there is widespread continued reliance on LIBOR in market pricing structures
for long-term products with maturities over hedging horizons that extend beyond the timescales for replacing LIBOR. This judgment
will be kept under review in the future as markets for an alternative reference rate fully develop and the accounting guidance to
deal with these unusual circumstances is finalized.

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 $1.3 billion and
$1.4 billion at December 31, 2019 and 2018, respectively. We evaluate our deferred tax assets for recoverability considering
negative and positive evidence, including our historical financial performance, projections of future taxable income, future reversals
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 all of the deferred tax assets will not be
realized. In evaluating the need for a valuation allowance, we estimate future taxable income based on management approved
business plans. This process involves significant management judgment about assumptions that are subject to change from period
to period. Because the recognition of deferred tax assets requires management to make significant judgments about future earnings,
the periods in which items will impact taxable income and the application of inherently complex tax laws, we have identified the
assessment of deferred tax assets and the need for any related valuation allowance as a critical accounting estimate.

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

The use of different assumptions of future earnings, the periods in which items will impact taxable income and the application of
inherently complex tax laws 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. Furthermore, if future events differ from our
current forecasts, valuation allowances may need to be established or adjusted, which could have a material 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.
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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, 2019 and 2018 can be found in Note
17, "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 actions include assertions concerning violations of laws
and/or unfair treatment of consumers. We have also been subject to various governmental and regulatory proceedings.

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

Litigation and regulatory exposure is a critical 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 factors involved 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 a liability 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 29, "Litigation and Regulatory Matters," in the accompanying
consolidated financial statements.

Balance Sheet Review

The following table provides balance sheet totals at December 31, 2019 and increases (decreases) since December 31, 2018:

Increase (Decrease) From
December 31, 2018

December 31,
2019 Amount %

(dollars are in millions)

Period end assets:

ShOrt-term INVESTMENLS .....c..eerteirtiirienieierieiertete ettt sttt $ 21,620 $ (5,762) (21.0)%
LOANS, NMET ..ttt ettt 67,916 (521) (-8)
Loans held for SAle ......c..ccoooiiiiiiiiiiiniceccteeceee et 289 (223) (43.6)
TTAAINE ASSELS....veuteutentenieiieiieieeie ettt ettt ettt ettt st b 28,452 6,474 29.5
SECUTIEICS ..veeuvtieeiieeiieeieeete et e ste et e sbe e teeeaeesteeesseesseessseesseessseesseesseeseeenseenseensses 48,956 2,907 6.3
AL OtNET @SSELS ....vvevieniieeieieeiieieetesieste e et e bt e e steesaesteessesseesseeseensesseensessnensensnes 8,142 52 .6

$ 175375 § 2,927 1.7 %

Period end liabilities and equity:

TOAL AEPOSILS ...ttt ettt ettt ettt se st eseeneeseeteesesaens $ 119,693 $ 8,738 7.9 %
Trading HabilIties .....c..eoveieiiiiiiireieeert ettt 3,235 (408) (11.2)
Short-term DOITOWINGS .....c.cecveiiiiiriiiiiieinereeee e 3,659 (521) (12.5)
LONG-term debt......cueoieiiieiiiiriiiieree ettt 26,697 (3,931) (12.8)
Interest, taxes and other liabilities..........ccoooeeoiiiiiiiieiieeeee e 3,835 1,299 51.2
TOtAL EQUILY . ..euveeeneeietete ettt ettt 18,256 (2,250) (11.0)

$ 175375 § 2,927 1.7 %

Short-Term Investments Short-term investments include cash and due from banks, interest bearing deposits with banks and federal
funds sold and securities purchased under agreements to resell. Balances may fluctuate from period to period depending upon our
liquidity position at the time and our strategy for deploying liquidity. Short-term investments decreased compared with
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December 31, 2018 due primarily to a redeployment of liquidity to trading security positions held as economic hedges of derivative
products issued to clients as well as a managed reduction in liquidity driven by the repayment of long-term debt that matured or
was repurchased during 2019.

Loans, Net The following table summarizes our loan balances at December 31,2019 and increases (decreases) since December 31,
2018:

Increase (Decrease) From
December 31, 2018

December 31,
2019 Amount %

(dollars are in millions)

Commercial loans:

Real estate, including CONStIUCHION .......ecueruirierierieiiieieieeee e $ 11,501 § 157 1.4 %
Business and corporate banking............ccceceveeverenienienienieieinineneeene e 13,479 413 3.2
G1ODAl BANKING™ ..o 17,915 (2,252) (11.2)
Other commercial® ...........o.ovoooooeeeeeeeee e 5,316 551 11.6
Total COMMETCIAL ..ottt 48,211 (1,131) (2.3)
Consumer loans:
Residential MOTtZAZES ....c.ceveueeuirtiiiiriiitieierie ettt 17,801 418 2.4
Home equity MOTtZAZES ......coeeueruiririiriinienentetentent ettt sae b 853 (129) (13.1)
CIEIt CATAS .vvvveiieeiecieeieeteeie ettt ettt ae e et et ete e b e esaesseesaesseesaesrnensenseas 1,405 386 37.9
(0131 70311 11111 ST 283 31 12.3
TOAl CONMSUMET ....evvevieiiieiienteeeeeteeeeesteetesteesaesteesbestaesseeseesseesseseessesseessessaensensees 20,342 706 3.6
TOtAl IOANS ....eeeeeiieieci ettt 68,553 (425) (.6)
Allowance for CTedit LOSSES .........eerreuirreririeirieirieinieineeeeee e eene 637 96 17.7
OGNS, TIEE .ttt ettt st n $ 67,916 $ (521) (.8)%

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

@ Includes loans to HSBC affiliates which totaled $2,343 million and $2,274 million at December 31,2019 and 2018, respectively.

Commercial loans decreased compared with December 31, 2018 driven by paydowns from a few large global banking clients,
partially offset by new business activity as we continued to apply a disciplined lending approach to grow the business. The decline
incommercial non-affiliate loans was primarily in the banking, retailing, telecommunication and semiconductor industries, partially
offset by growth in the consumer service industry.

Consumer loans increased compared with December 31, 2018 due to higher residential mortgage loans which we continue to target
towards our Premier and Advance customer relationships and higher credit card receivables due to increased customer activity
and new product promotions which are targeted beyond our historical customer base. These increases were partially offset by a
continued decline in home equity mortgages due to net paydowns. The increase in other consumer loans reflects a transfer of
certain student loans from held for sale to held for investment as discussed below.

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

LTV Ratios®
December 31, 2019 December 31, 2018

First Lien Second Lien First Lien Second Lien
LTV <80%0 ittt 98.1% 96.4% 98.4% 94.1%
80% LTV < 90% ...t 1.6 2.8 1.1 4.4
90% < LTV < T00%0..c.uieuieeiieiieiieieeiene et 2 g 3 1.2
LTV 2 1000 ettt ettt 1 1 2 3
Average LTV for portfolio........ccocevereneneneneieeecececncee, 50.1 46.4 49.1 48.7
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M LTVs for first liens are calculated using the loan balance as of the reporting date. LTVs for second liens are calculated using the loan balance as of the

reporting date plus the senior lien amount at origination. Current estimated property values are derived from the property's appraised value at the time of
loan origination updated by the change in the Federal Housing Finance Agency's house pricing index ("HPI") at either a Core Based Statistical Area or state
level. The estimated value of the homes could differ from actual fair values due to changes in condition of the underlying property, variations in housing
price changes within metropolitan statistical areas and other factors. As a result, actual property values associated with loans that end in foreclosure may be
significantly lower than the estimates used for purposes of this disclosure.
@ Current estimated property values are calculated using the most current HPIs available and applied on an individual loan basis, which results in an approximate
three month delay in the production of reportable statistics. Therefore, the information in the table above reflects current estimated property values using
HPIs at September 30, 2019 and 2018, respectively.

Loans Held for Sale The following table summarizes loans held for sale at December 31, 2019 and increases (decreases) since
December 31, 2018:

Increase (Decrease) From
December 31, 2018

December 31,
2019 Amount %

(dollars are in millions)
Commercial loans:

Real estate, including CONStIUCHION .......ccevververrerienienieieieieieeeceeeene e $ 83 §$ 56 *

Business and corporate banking 35 35 *

G1ODAl DANKING ...ttt ettt 94 (273) (74.4)

Total COMMETICIAL......cooviviiiiiiiiciccccrc e 212 (182) (46.2)
Consumer loans:

Residential MOTtZAZES ....c.ceveueeuiriiriiiiiitietesie ettt 77 12 18.5

Other CONSUIMIET ...c.ouiuienieiieiieiieieeitecrt ettt ettt ettt ettt sae et et — (53) (100.0)

TOtAl COMSUMET ...ttt et b et be e 77 41 (34.7)
Total loans held for Sale........c.cooueiiiiinininincccce e $ 289 § (223) (43.6)%

* Percentage change is greater than 100 percent.

Commercial loans held for sale decreased compared with December 31, 2018. Included in commercial loans held for sale are
certain loans that we no longer intend to hold for investment and were transferred to held for sale which totaled $34 million and
$285 million at December 31,2019 and 2018, respectively. The decrease compared with December 31, 2018 was due to loan sales.

Commercial loans held for sale also includes certain loans that we have elected to designate under the fair value option which
consists of loans that we originate in connection with our participation in a number of syndicated credit facilities with the intent
of selling them to unaffiliated third parties as well as loans that we purchase from the secondary market and hold as hedges against
our exposure to certain total return swaps. The fair value of these loans totaled $178 million and $109 million at December 31,
2019 and 2018, respectively. Balances will fluctuate from period to period depending on the volume and level of activity.

Consumer loans held for sale decreased compared with December 31, 2018. During the first quarter of 2019, we transferred $53
million of student loans that were previously classified as other consumer loans held for sale to held for investment as we now
intend to hold these loans for the foreseeable future.

Included in residential mortgage loans held for sale are agency-eligible residential mortgage loans which are originated and held
for sale to third parties, currently on a servicing retained basis. Balances will fluctuate from period to period depending on the
volume and level of activity. Gains and losses from the sale of these residential mortgage loans are reflected as a component of
other income in the accompanying consolidated statement of income (loss).

Excluding the commercial loans designated under fair value option discussed above, loans held for sale are recorded at the lower
of amortized cost or fair value, with adjustments to fair value being recorded as a valuation allowance through other revenues.
The valuation allowance on consumer loans held for sale was $2 million and $4 million at December 31,2019 and 2018, respectively.
The valuation allowance on commercial loans held for sale was nil and $3 million at December 31, 2019 and 2018, respectively.
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Trading Assets and Liabilities The following table summarizes trading assets and liabilities at December 31, 2019 and increases
(decreases) since December 31, 2018:

Increase (Decrease) From
December 31, 2018

December 31,
2019 Amount %

(dollars are in millions)

Trading assets:

SECUIES ! ...oooo ettt $ 23488 $ 6,447 37.8 %
PIecious MELALS .......cceerieiirieiinieinicenercertct sttt 1,909 20 1.1
DETIVALIVES, TIET ..eeiiieeeiiieeeieiieeeee ettt e e e et e e e e e ettt eeeseaaaeeeesessaaeeessessnnsseeeessnnnes 3,055 7 0.2

$ 28,452 $ 6,474 29.5 %

Trading liabilities:

Securities sold, not yet purchased...........ccoeecveeieiieieriiiiee s $ 1,182 $ 444 60.2 %
Payables for precious metals...........ccooeeveerieieiieieceeeeee e 124 91) (42.3)
DIIVALIVES, TICL ...vevvivieiiiciieiieteeie ettt ettt te b e reesaeesaesreesaeseaenseereas 1,929 (761) (28.3)

$ 3,235 § (408) (11.2)%

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

Trading securities balances increased compared with December 31, 2018 due primarily to increases in equity, foreign sovereign
and U.S. Treasury positions. Trading security positions are held as economic hedges of interest rate, credit and equity derivative
products issued to clients of domestic and emerging markets. These increases were partially offset by a decrease in corporate bond
positions reflecting the unwind of one of our unconsolidated variable interest entities ("VIEs") which resulted in the termination
of our investment in the VIE along with the related derivatives during the first quarter of 2019. Balances of securities sold, not yet
purchased were higher compared with December 31,2018 driven by an increase in short U.S. Treasury positions related to economic
hedges of derivatives in the interest rate trading portfolio.

Precious metals trading assets were relatively flat compared with December 31, 2018 as a decrease in our own gold inventory
position held as economic hedges for client derivative activity was more than offset by an increase in our own silver inventory
position held as economic hedges for client derivative activity and higher spot prices. Payables for precious metals were lower
compared with December 31, 2018 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 were flat compared with December 31, 2018 as higher balances from market movements were offset by
the impact of higher netting of outstanding positions and cash collateral posted as well as the termination of derivatives associated
with the unwind of an unconsolidated VIE as discussed above. Derivative liability balances decreased compared with December 31,
2018 as higher balances from market movements were more than offset by the impact of higher netting of outstanding positions
and cash collateral posted as well as the termination of derivatives associated with the unwind of an unconsolidated VIE as discussed
above. Market movements resulted in higher valuations of interest rate, equity, foreign exchange, commodity and credit derivatives.

Securities Securities include securities available-for-sale and securities held-to-maturity. Securities balances were higher
compared with December 31, 2018 driven by net purchases of U.S. Government agency mortgage-backed and U.S. Treasury
securities, partially offset by net sales of U.S. Government sponsored mortgage-backed securities as part of our continuing strategy
to maximize returns while balancing the securities portfolio for risk management purposes.

See Note 4, "Securities," in the accompanying consolidated financial statements for information regarding our securities portfolios
at December 31, 2019 and 2018. At December 31,2017, our securities available-for-sale portfolio, which totaled $30,700 million,
consisted of $29,060 million of U.S. Treasury, U.S. Government agency and U.S. Government sponsored obligations and $1,640
million of other available-for-sale securities and our securities held-to-maturity portfolio, which totaled $13,977 million, consisted
of $13,962 million of U.S. Government agency and U.S. Government sponsored obligations, $12 million of U.S. state and political
subdivision obligations and $3 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 was
flat compared with December 31, 2018 as higher lease assets and higher outstanding clearing receivables from correspondent
banks was offset by a goodwill impairment charge of $365 million recorded during the third quarter of 2019, representing a portion
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of the goodwill previously allocated to our Retail Banking and Wealth Management reporting unit, as well as lower outstanding
settlement balances related to security sales and lower margin requirements related to futures trading. As discussed more fully in
Note 2, "Summary of Significant Accounting Policies and New Accounting Pronouncements," in the accompanying consolidated
financial statements, the adoption of new accounting guidance resulted in a gross-up of our balance sheet to recognize lease
liabilities and corresponding ROU assets for operating leases as of January 1, 2019. For additional discussion of the results of our
annual goodwill impairment testing, see Note 9, "Goodwill," in the accompanying consolidated financial statements.

Deposits The following table summarizes deposit balances by major depositor categories at December 31, 2019 and increases
(decreases) since December 31, 2018:

Increase (Decrease) From
December 31, 2018

December 31,

2019 Amount %
(dollars are in millions)
Individuals, partnerships and cOrporations............coceevereereneesenieseeese e $ 108,025 $ 12,512 13.1%
Domestic and foreign banks ... 8,704 (3,422) (28.2)
U.S. government and states and political SubdiviSions ............cccceeeeveriereesiennenne 361 (71) (16.4)
Foreign governments and official inStitUtions .............ccccceeeiniiiiiinniciiiccne, 2,603 (271) 9.4)
Deposits held for sale”) ...........coo.oivooeeeeeeeeeeeeeeeeeeee e — (10) (100.0)
TOtAl AEPOSIES....viveeiretieeiieieeie ettt ettt ettt et e st ae s te e b e ste b e ete e b e ersesseesseseens $ 119,693 $ 8,738 7.9%
Total COTE AEPOSITS ™ ...........veeeeeeeeeee oo $ 95253 § 3,344 3.6%

(M Represented deposits associated with the sale of a portion of our Private Banking business.

@ Core deposits, as calculated in accordance with Federal Financial Institutions Examination Council ("FFIEC") guidelines, generally include all domestic
demand, money market and other savings accounts, as well as time deposits with balances not exceeding $250,000.

Total deposits increased compared with December 31, 2018 due to an increase in wholesale time deposits driven by new issuances,
higher retail deposits driven by promotional rates offered on savings accounts and increased commercial demand deposits reflecting
increased business activity with a focus on high quality balances. These increases were partially offset by lower deposits from
affiliates as well as lower deposits in Private Banking reflecting withdrawals from a few large clients. 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, 2018 due primarily to a decrease in
securities sold under repurchase agreements resulting from the management of our short-term funding positions.

Long-Term Debt Long-term debt decreased compared with December 31, 2018 as the impacts of debt issuances and fair value
movements on fair value option debt were more than offset by debt retirements, including the repurchase of $1,269 million of
subordinated long-term debt by HSBC Bank USA during the fourth quarter of 2019. See Note 14, "Long-Term Debt," in the
accompanying consolidated financial statements for additional details. Debt issuances during 2019 totaled $4,686 million, of which
$1,755 million was issued by HSBC Bank USA.

Incremental issuances from our shelf registration statement with the SEC totaled $2,931 million of senior structured notes during
2019. Total long-term debt outstanding under this shelf was $13,295 million and $16,249 million at December 31,2019 and 2018,
respectively.

Incremental issuances from the HSBC Bank USA Global Bank Note Program totaled $755 million during 2019. Total debt
outstanding under this program was $2,908 million and $4,493 million at December 31, 2019 and 2018, respectively.

Borrowings from the Federal Home Loan Bank of New York ("FHLB") totaled $1,000 million and $2,100 million at December 31,
2019 and 2018, respectively.

Interest, Taxes and Other Liabilities Interest, taxes and other liabilities increased compared with December 31, 2018 due primarily
to higher lease liabilities due to the adoption of new accounting guidance as discussed above and higher outstanding settlement
balances related to security purchases.

Total Equity During the first quarter of 2019, we paid a distribution on our common stock of $2.4 billion from surplus capital to
HSBC North America. See Note 25, "Retained Earnings and Regulatory Capital Requirements," in the accompanying consolidated
financial statements for additional details.
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Results of Operations

2018 compared with 2017 See "Results of Operations" in our 2018 Form 10-K for a discussion of our operating results for 2018
compared with 2017. See below for a discussion of our operating results for 2019 compared with 2018.

Net Interest Income Net interest income is the total interest income on earning assets less the total interest expense on deposits
and borrowed funds. An analysis of consolidated average balances and interest rates is presented in this MD&A under the caption
"Consolidated Average Balances and Interest Rates."

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

2019 Compared 2018 Compared
with 2018 with 2017
Increase (Decrease) Increase (Decrease)
Year Ended December 31, 2019 Volume Rate 2018 Volume Rate 2017

(dollars are in millions)

Interest income:

Short-term INVeStMENts ......cc.veeeveeeeeeeeeeeeeannn. $ 573 $ (206) $ 134 $ 645 $ (3200 $ 296 $ 669
Trading SECUIItIES. .....coververreiereeieieieeeiceeeane 291 116 (38) 213 48 (44) 209
SECUITHIES ...ttt 1,188 102 45) 1,131 (43) 222 952
Commercial 10ans .........ccocevereneieneneeenennn 2,089 138 111 1,840 (83) 412 1,511
Consumer 10ans.........ccceveevereeneiieneeieseene 767 7 11 749 4 23 730
OLhET ..ot 82 2 7 77 15 10 52
Total interest iINCOME..........ccoveerererienreneenienenes 4,990 155 180 4,655 (387) 919 4,123
Interest expense:
DEPOSILS.....cueveneeriieierieienieieree e 1,475 57 346 1,072 (51) 420 703
Short-term borrowings..........cccoceveveeeneecenenne. 231 44 15 172 (52) 100 124
Long-term debt........c.coecerenenineniniieceeene 1,137 (49) 63 1,123 (170) 295 998
Tax liabilities and other.............cccoccoeinnnii, 35 (11) 10 36 1 10 25
Total interest XPense .........cceevereereereenerreeneenns 2,878 41 434 2,403 (272) 825 1,850
Net interest iNCOME .........ooveveeririerereiiererereerienenas $2,112 § 114 $ (254) $2252 § (1150 $ 94 $2.273
Yield on total interest earning assets .................... 3.00% 2.94% 2.32%
Cost of total interest bearing liabilities................. 2.21 1.91 1.31
Interest rate spread...........cocevererenenienienieneceenne. .79 1.03 1.01
Benefit from net non-interest paying funds'”....... 48 .39 27
Net interest margin on average earning assets...... 1.27% 1.42% 1.28%

(M Represents the benefit associated with interest earning assets in excess of interest bearing liabilities. Increased percentages reflect growth in this excess or

a higher cost of interest bearing liabilities, while decreased percentages reflect a reduction in this excess or a lower cost of interest bearing liabilities.

Net interest income decreased during 2019 due to higher interest expense on interest bearing liabilities due primarily to higher
rates paid on deposits as well as lower interest income from short-term investments driven by lower average balances. These
decreases were partially offset by increased interest income from loans, trading securities and securities driven by higher average
balances and increased yields earned on loans reflecting the benefit of higher market rates during the first half of the year.

Short-term investments Interest income decreased during 2019 driven by lower average balances on interest bearing deposits with
banks, partially offset by higher yields earned on these balances reflecting the benefit of higher market rates during the first half
of the year.

Trading securities Interest income increased during 2019 due to higher average balances, partially offset by lower yields. The
increase in average balances reflects increases in lower yielding foreign sovereign and U.S. Treasury positions which resulted in
a shiftin mix and a lower yield overall. Interest income associated with trading securities was partially offset within trading revenue
by the performance of the associated derivatives as discussed further below.
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Securities Interest income was higher during 2019 due primarily to higher average balances, partially offset by lower yields. The
increase in average balances reflects increases in lower yielding U.S. Treasury and U.S. Government agency mortgage-backed
securities which resulted in a shift in mix and a lower yield overall.

Commercial loans Interest income increased during 2019 due to higher average balances driven by loan growth and higher yields
reflecting the benefit of higher market rates during the first half of the year.

Consumer loans Interest income was higher during 2019 due to higher yields on residential mortgages and higher average balances
driven by growth in credit card receivables and residential mortgage loans.

Other Higher interest income during 2019 due to higher yields on cash collateral posted.

Deposits Interest expense increased during 2019 due primarily to higher rates paid on wholesale deposits reflecting the impact of
higher market rates during the first half of the year and higher promotional rates offered to our retail customers on savings accounts
and certificates of deposit compared with 2018. The increase in interest expense also reflects a shift in mix as the attrition of lower
rate retail savings deposits driven by competitive pricing pressures was more than offset by increases in more expensive wholesale
deposits and promotional retail deposits, which also resulted in higher average interest bearing deposit balances overall.

Short-term borrowings Higher interest expense during 2019 was due primarily to higher average borrowings in commercial paper
and federal funds purchased and, to a lesser extent, higher rates paid reflecting the impact of higher market rates during the first
half of the year.

Long-term debt Interest expense increased during 2019 as the impact of lower average borrowings, including the repurchase of
$1,269 million of subordinated long-term debt by HSBC Bank USA during the fourth quarter of 2019, was more than offset by
higher rates paid reflecting the impact of higher market rates during the first half of the year.

Tax liabilities and other Interest expense was lower during 2019 as the impact of lower average borrowings in securities sold, not
yet repurchased was largely offset by higher rates paid.

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

Year Ended December 31, 2019 2018 2017
(dollars are in millions)
Commercial:
Real estate, including CONSIIUCTION ......c.eeueriririririiniirieresetee et $ 37 $ 34 AN E))
Business and corporate Banking...........cccceceeeeererininienenineneeeieteeeeeeeeee e 62 (31) (59)
G1ODAL DANKING . ...c.vetetititeietetete ettt ettt ettt eb e ebe st sbe s 1 (109) (116)
Other COMMETCIAL.....c..eouiriiieiiicicieeet ettt ettt s 6) 3) 6
TOtal COMIMETCIAL ...c..eutiiiiiieiet ettt ettt eb s 94 (109) 172)
Consumer:
Residential MOTEZAZES .....covevverviieieieieiiete ettt ettt 3) (18) @)
HoOme equity MOTEZAZES .....evemviriieienieiieiieteeeerie st sttt ettt ettt ?2) 3) ®)
CIEdit CATAS ...oveniiiiciiiciicc ettt 101 55 22
Other CONSUIMET ......eviiititeieietctetee ettt ettt ettt eae bt et sae s 5 2 —
TOtAl COMSUITIET ...ttt 101 36 7
Total provision for Credit LOSSES. .. ...eeirirueuiiririeiete ettt es $ 195 § (73) § (165
Provision as a percentage of average l0ans ...........ccccecevirererininenenenieeeeteeeee e 3% W T)%

Our provision for credit losses increased $268 million during 2019 due to a higher provision for credit losses in our commercial
loan portfolio and, to a lesser extent, our consumer loan portfolio. During 2019, we increased our allowance for credit losses as
the provision for credit losses was higher than net charge-offs by $96 million. During 2018, we decreased our allowance for credit
losses as the provision for credit losses was lower than net charge-offs by $140 million.

The provision for credit losses in our commercial loan portfolio increased $203 million during 2019 reflecting releases in credit
reserves in 2018 compared with loss provisions in 2019. The releases in credit reserves in 2018 were due to improvements in the
credit quality of our portfolio driven by paydowns, sales and maturities as well as improvements in credit conditions associated
with certain clients in the energy sector at that time, partially offset by loss provisions for downgrades reflecting weakness in the
financial condition of certain client relationships and a higher provision for risk factors associated with geopolitical risks and
market volatility inherent in certain segments of the portfolio. In 2019, loss provisions driven by downgrades reflecting weakness
in the financial condition of certain clients exposed to the energy and retail sectors were partially offset by releases in credit reserves
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due to paydowns and improvements in credit conditions associated with certain clients as well as a release in credit reserves for
risk factors associated with fraud.

The provision for credit losses in our consumer loan portfolio was higher by $65 million during 2019 due primarily to a higher
provision for credit losses on credit cards reflecting growth in balances due to increased customer activity and new product
promotions, including higher dollars of delinquency and higher delinquency roll rates. Also contributing to the increase was a
lower release in credit loss reserves on residential mortgages as the positive impacts of improvements in economic and credit
conditions were more pronounced in 2018.

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 losses associated with our various loan portfolios.

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

Year Ended December 31, 2019 2018 2017
(in millions)

Credit Card fEES, NET......icviieiiceieeeeeeeeeeeeee ettt ettt ettt e ete et e eteeteereeaeeneeeeeneas $ 67 $ 50 § 46
Trust and investment Management fEes. ...........ccverirererererienereeee e 132 135 156
Other fees and COMMUISSIONS .......ccueteieiriririinine ettt ettt sre e s 619 684 669
TTAAINE TEVETUC ...ttt sttt ettt eb e ebe bt bbb see s 591 625 354
Other SECUTIIES ZAINS, NET.....cveiiiiieiieiiiiierteeere ettt ettt ettt saesre e s saenen 88 24 52
Servicing and other fees from HSBC affiliates ..........c.cccoeveevieineincinccnicceceecene 354 356 348
Gain (loss) on instruments designated at fair value and related derivatives ..................... (13) 19 43

Other income:

Valuation of loans held for Sale ..........ccocviiiiirininininiccceeeee e 1 5 18
Residential mortgage banking revenue (EXPEnSe) ..........coeverververeereeeeirerereneneeneennes 1 (6) (6)
INSUTANCE ... e s e 12 11 14
Gain on extinguishment of debt, net..........cccoceiiiiiiiinininen 70 — —
Gain on sale of Visa Class B Shares to a third party ..........cccceoevieiinieiinienciceeeen — — 312
Miscellaneous INCOME (10SS)......c.erveverreireirieirieirieinietrteeetete ettt (68) 4 4)
Total Other INCOME .....cc.evuiiiiriiriiicicceee ettt e 16 6 334
TOtal OtNET TEVEIUES......c.vievieiieiieiieiesteeie et ete st e te e ebesetebeesaebeessenseessesseensesssensesseensessnen $ 184 $ 1899 §$ 2,002

Credit card fees, net Credit card fees, net were higher during 2019 due to higher interchange fees.

Trust and investment management fees Trust and investment management fees decreased slightly during 2019 due primarily to
lower average assets under management in Private Banking reflecting the impact of the client referral agreement with UBS Wealth
Management Americas ("UBS"). See Note 10, "Sale of Certain Private Banking Client Relationships," in the accompanying
consolidated financial statements for further discussion.

Other fees and commissions Other fees and commissions decreased during 2019 due to lower fees from loan syndication, loan
commitments and other lending fees. See Note 22, "Fee Income from Contracts with Customers," in the accompanying consolidated
financial statements for additional information including a summary of the components of other fees and commissions.
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Trading revenue Trading revenue is generated by participation in the foreign exchange, rates, credit, equities and precious metals
markets. The following table presents trading revenue by business activity. Not included in the table below is the impact of net
interest income associated with trading securities which is an integral part of trading activities' overall performance. Net interest
income related to trading activities is recorded in net interest income in the consolidated statement of income (loss). Trading
revenue related to the mortgage banking business are included as a component of other income.

Year Ended December 31, 2019 2018 2017

(in millions)

Business Activities:

Derivatives' @ ..o $ 260 $ 107 $ (72)
Foreign EXCRAaNGE ......cc.coiiiiiiiiiiiiiieecte ettt 179 185 190
IMIELALS ..ttt ettt et 117 315 212
Balance Sheet Management............coeoveieieirireninenie sttt 16 24 24
Global BANKING .....c.eiiiiiiiiniiiirtiieeeeeetete ettt s — 2) @)
Other tradINg .....cc.eeviiiiriiiienteie ettt ettt nes 19 4 4
Total tradiNg FEVENUE ......c.eeviuieieiieieieiieeee ettt ettt st s $ 591 § 625 § 354

M Includes derivative contracts related to the Credit, Rates and Equities business activities within Global Markets as well as our legacy structured credit products.

Derivative contracts related to the Foreign Exchange and Metals business activities within Global Markets as well as derivative products related to Balance
Sheet Management, Global Banking and other trading are reported separately within those respective business activities.

@ Derivatives trading revenue in all periods does not reflect associated net interest income as certain derivatives, such as total return swaps, were economically

hedged by holding the underlying interest bearing referenced assets.

Trading revenue decreased during 2019 driven by lower Metals revenue due to a lower redeployment of liquidity to Metals,
declining interest rates during the second half of the year and lower volatility in certain metals, including lower trading activity.
Also contributing to the decrease in trading revenue was a loss of approximately $39 million recorded during the first quarter of
2019 related to the unwind of one of our unconsolidated VIEs which resulted in the termination of our investment in the VIE along
with the related derivatives and a payment made to the derivative counterparty as a result of the termination. These decreases were
partially offset by higher Derivatives revenue primarily related to emerging markets rate products and, to a lesser extent, interest
rate swaps. The increase in other trading revenue reflects the impact of favorable funding spreads in 2019.

Other securities gains, net We maintain securities portfolios as part of our balance sheet diversification and risk management
strategies. During 2019 and 2018, we sold $12,878 million and $5,169 million 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. Other securities gains, net increased during 2019 reflecting
the impact of higher sales activity compared with 2018. The gross realized gains and losses from sales of securities, which are
included as a component of other securities gains, net above, are summarized in Note 4, "Securities," in the accompanying
consolidated financial statements.

Servicing and other fees from HSBC affiliates Servicing and other fees from HSBC affiliates was relatively flat during 2019.

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, a portion of our securities purchased and sold under resale and repurchase agreements,
certain of our own fixed-rate debt issuances and all of our hybrid instruments issued, 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 2019 attributable to unfavorable movements related to the economic hedging of interest rate risk within our own debt,
partially offset by favorable movements related to the economic hedging of interest rate and other risks within our structured
deposits. See Note 16, "Fair Value Option," in the accompanying consolidated financial statements for additional information
including a breakout of these amounts by individual component.

Other income Beginning January 1, 2019, fair value hedge ineffectiveness is recorded in net interest income, rather than other
income. During 2018, fair value hedge ineffectiveness resulted in a gain in other income of $13 million. Excluding this item, other
income remained higher in 2019 due primarily to a net gain on extinguishment of debt recorded in 2019, including a gain of $84
million on extinguishment of long-term debt in the fourth quarter and a loss of $14 million on extinguishment of certain repurchase
agreements in the third quarter. Also contributing to the increase was higher income associated with bank owned life insurance.
These increases were partially offset by higher losses in miscellaneous income associated with credit default swap protection which
largely reflects the hedging of a single client relationship as well as higher losses on the swap agreements entered into in conjunction
with the sales of Visa Class B Shares. In 2019, we recorded a loss of $52 million (of which $48 million was recorded during the
fourth quarter) related to an increase in the expected timing of the final resolution of the related litigation and, to a lesser extent,
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changes in the Visa Class B Share conversion rate. In 2018, we recorded a loss of $7 million related to a change in the Visa Class
B Share conversion rate.

Operating Expenses The following table summarizes the components of operating expenses:

Year Ended December 31, 2019 2018 2017
(dollars are in millions)
Salaries and employee DENETILS ..........coeceririririniiririieereeee et $ 822 § 830 $ 1,077
Support services from HSBC affiliates:
Fees paid to HTSU.....co.oiiiiiiiicccctteceee ettt 1,153 1,198 1,165
Fees paid to HSBC Markets (USA) Inc. ("HMUS") ...cooiiiiiiieeeeeeeeeee e 100 105 121
Fees paid to other HSBC affiliates ..........cccecuriririninininiinicncicieccccceece e 385 300 263
Total support services from HSBC affiliates ...........cocovireienieneieceeccceccee 1,638 1,603 1,549
OCCUPANCY EXPEINSE, NET ..cueeuriieenrieiieiieiientietenitete et sttt sat et eeeeteeas e st esnesaeesnesaeennenaeen 197 185 202
GOOAWIIL IMPAITINENL.......icviiiieiieiieieete ettt ettt ettt eeseesteesseereessesreessesrnessenenas 365 — —

Other expenses:

Equipment and SOTIWATE .........c.eoiiiiiiieieee e 83 60 53
IMATKEEINE ...ttt sttt ettt et b ettt be b e nen 133 108 84
OULSIAE SEIVICES ..eveviiiiiteriistetetet ettt ettt sttt ettt et be b e s 62 59 95
Professional fEES ........coeririririiiinecccte et 69 90 100
Off-balance sheet Credit TESEIVES......c.eirveerieiriiirieinietrteeeteteeseee ettt 8 (11) (26)
FDIC aSSESSIMENL fEES ...c..evevititiieteiteieteteite ettt ettt ettt 24 135 138
Expense related to legal matters (excluding attorney's fees)........ccoceeeeieerereneneneenn. 54 522 29
IMISCEILANEOUS ...ttt ettt ettt ettt et et nes 46 57 90
Total OthEr EXPEIISES ... .eevirviriirtiieiteietet ettt ettt sttt sttt ebe et eeeebesaeseeeas 479 1,020 563
Total OPETAtING EXPEISES ....uveuveureureureiertirtertertestestesteetestestesessetetestesteseeseebesbesuestesbesaeseesen $ 3501 $ 3,638 $ 3,391
Personnel - average NUMDET ..........cccooiiiiiiiiieiie ettt T 4,694 4770 5811
EffICIENCY TALIO ..ttt s 88.3% 87.6% 79.3%

Salaries and employee benefits Salaries and employee benefits expense decreased slightly during 2019 as lower pension expense,
higher health care reimbursements and lower temporary staff costs were largely offset by higher salaries expense and higher
severance costs. While continued cost management efforts, including targeted staff reductions to optimize staffing and improve
efficiency, resulted in a decline in the average number of personnel, the impact of these reductions on salaries expense was more
than offset by the addition of personnel associated with growth initiatives in certain businesses.

Support services from HSBC affiliates Servicing and other fees from HSBC affiliates increased during 2019 due primarily to
increased costs associated with our business systems as well as higher allocated severance and lease impairment costs. These
increases were partially offset by lower cost allocations from our technology, operations, risk and compliance support service
functions. A summary of the services received from various HSBC affiliates is included in Note 23, "Related Party Transactions,"
in the accompanying consolidated financial statements.

Occupancy expense, net Prior to 2019, occupancy expense was impacted by the amortization of the deferred gain associated with
the sale and leaseback of our 452 Fifth Avenue property, which resulted in the recognition of a gain of $6 million during 2018. In
January 2019, we adopted new accounting guidance which resulted in a cumulative effect adjustment to recognize the previously
deferred gain in retained earnings on January 1, 2019. Excluding this item, occupancy expense remained higher during 2019 due
to charges of $19 million recorded in the fourth quarter of 2019. During the fourth quarter of 2019, we determined that we would
exit certain branches and, as a result, we recorded impairment of the lease ROU assets and other related costs associated with these
branches. This increase was partially offset by lower rent expense and lower maintenance costs.

Goodwill impairment Reflects a goodwill impairment charge of $365 million recorded during the third quarter of2019, representing
aportion of the goodwill previously allocated to our Retail Banking and Wealth Management reporting unit. See Note 9, "Goodwill,"
in the accompanying consolidated financial statements for additional discussion.

Other expenses Other expenses were lower during 2019 due primarily to lower expense related to legal matters driven by expense
0f $492 million recorded in 2018 related to the settlement of a mortgage securitization legal matter. Also contributing to the decrease
was lower deposit insurance assessment fees due primarily to removal of the temporary surcharge in December 2018 and a lower
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assessment rate as well as lower foreclosure related expenses and lower professional fees. These decreases were partially offset
by higher marketing expense, higher capitalized software amortization expense and higher off-balance sheet credit reserves.

Efficiency ratio Our efficiency ratio increased slightly during 2019 as lower net interest income and lower other revenues were
largely offset by lower operating expenses as discussed in detail above.

Income tax expense Our effective tax rate was 58.1 percent in 2019 compared with 45.4 percent in 2018 and 117.1 percent in
2017. 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 17, "Income Taxes," in the accompanying consolidated
financial statements.

The Tax Legislation enacted in 2017 contains certain complex provisions such as the Base Erosion and Anti-Abuse Tax ("BEAT"),
which, ifapplicable could have a material impact on income tax expense and taxes payable for the HSBC North America consolidated
tax group, of which we are a member. In December 2019, the Internal Revenue Service and the Treasury Department issued final
regulations (the "Final Regulations") related to the BEAT, which provide guidance and clarify some of the key aspects of this tax
which were not addressed in the Tax Legislation. Based on the Tax Legislation and the Final Regulations, we currently do not
anticipate a material impact on HUSI’s financial position or results of operations from the BEAT and have not recorded a liability
for the BEAT as of December 31, 2019.

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 a description of our segments, which are based upon our global businesses, including a discussion of the main business
activities of the segments and a summary of their products and services. There have been no changes in the basis of our segmentation
as compared with the presentation in our 2018 Form 10-K.

Net interest income of each segment represents the difference between actual interest earned on assets and interest incurred on
liabilities of the segment, adjusted for a funding charge or credit that includes both interest rate and liquidity components. Segments
are charged a cost to fund assets (e.g. customer loans) and receive a funding credit for funds provided (e.g. customer deposits)
based on equivalent market rates that incorporate both repricing (interest rate risk) and tenor (liquidity) characteristics. The objective
of these charges/credits is to transfer interest rate risk 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 also apportioned among the business segments based upon the benefits
derived from this activity or the relationship of this activity to other segment activity. These inter-segment transactions have not
been eliminated, and we generally account for them as if they were with third parties.

We report financial information to our parent, HSBC, in accordance with HSBC Group accounting and reporting policies, which
apply IFRS issued by the IASB and endorsed by the EU, and, as a result, our segment results are prepared and presented using
financial information prepared on the Group Reporting Basis as operating results are monitored and reviewed, trends are evaluated
and decisions about allocating resources, such as employees, are primarily made on this basis. We continue, however, to monitor
capital adequacy and report to regulatory agencies on a U.S. GAAP basis.

There have been no changes in the measurement of segment profit as compared with the presentation in our 2018 Form 10-K. We
are currently reviewing the financial information used to manage our business, including the scope and content of the financial
data being reported to our management and our Board of Directors within the Corporate Center, any changes to which would
impact our other business segments. In February 2020 as part of a business update, we also announced certain changes involving
our global businesses including RBWM and PB. To the extent we make changes to the financial information being reported to our
management and our Board of Directors in the future, we will evaluate any impact such changes may have on our segment reporting.

The significant differences between U.S. GAAP and the Group Reporting Basis as they impact our results are summarized in
Note 24, "Business Segments," in the accompanying consolidated financial statements.

2018 compared with 2017 See "Segment Results - Group Reporting Basis" in our 2018 Form 10-K for a discussion of our segment
results for 2018 compared with 2017. See below for a discussion of our segment results for 2019 compared with 2018.
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Retail Banking and Wealth Management The following table summarizes the Group Reporting Basis results for our RBWM
segment:

Year Ended December 31, 2019 2018 2017

(dollars are in millions)

Net INTETESt INCOME....c..eeviriiriirtiteietetetetet ettt ettt sttt ettt ebe bt saesne b e $ 843 § 889 $ 886
Other OPErating INCOIMNE .....c..eveuieiieieieetieierie sttt ettt ettt ebe bbbt bbb e nes 225 297 526
Total operating iNCOME" ) ............o..ovvoreeeeeeeee oo 1,068 1,186 1,412
Expected credit losses / loan impairment Charges ............cooeevvverveenieineinecneenecneneens 114 38 25
NEt OPErating IMCOME .....c..eeueeiieiieitieie ittt ettt et e st e sttt eseeeteseeeeesseesbesneesbeeneenseens 954 1,148 1,387
OPETALINE EXPEIISES ... cuvenveurenreneeneeuteieeteettetestesteatesbestesteste st et e sensentessesteseebeebeebesbesbeebesbeseennen 1,419 1,286 1,185

Profit (10S8) BEfOIE taX ....c..eveureieieieieiieiereree ettt e $ (465) $ (138) $ 202

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

Year Ended December 31, 2019 2018 2017
(dollars are in millions)

Current accounts, 5aVings and AEPOSILS ........c.ccerveueuiririeuiririeriirieieeteeei ettt ettt eae s s seennene $ 663 $ 696 $ 635

Mortgages, credit cards and other personal [ending............ccccoevieiiiiiiiiiiiiiiiiceee e 240 227 275

Wealth and asset management PrOQUCES............c.oiueiririririiiiiiiniceee ettt 96 108 173

Retail business banking and other®®) ...........ccoo..ooiivorivereiieceee e 69 155 329

Total OPETAtING INCOIMIE ......c.cuviuiieieiiiieiei ettt ettt ettt es et st senene $ 1,068 $ 1,186 $ 1,412

@ Includes cost reimbursements associated with activities performed on behalf of other HSBC affiliates.

®  During 2017, retail business banking and other reflects a gain of approximately $312 million on the sale of Visa Class B Shares and a loss of $73 million on

the sale of certain partially charged-off residential mortgages.

Our RBWM segment reported a higher loss before tax during 2019 due to higher operating expenses driven by a goodwill impairment
charge of $209 million recorded during the third quarter of 2019, representing a portion of the goodwill previously allocated to
this segment, as well as higher expected credit losses, lower other operating income and lower net interest income. See Note 9,
"Goodwill," in the accompanying consolidated financial statements for additional discussion regarding the factors which led to
the impairment.

Net interest income decreased during 2019 due primarily to lower deposit spreads and, to a lesser extent, lower spreads on residential
mortgages, partially offset by higher net interest income from credit cards driven by higher loan balances.

Other operating income decreased during 2019 due primarily to higher losses on the swap agreements entered into in conjunction
with the sales of Visa Class B Shares. In 2019, we recorded a loss of $52 million (of which $48 million was recorded during the
fourth quarter) related to an increase in the expected timing of the final resolution of the related litigation and, to a lesser extent,
changes in the Visa Class B Share conversion rate. In 2018, we recorded a loss of $7 million related to a change in the Visa Class
B Share conversion rate. Also contributing to the decrease was lower cost reimbursements associated with shared service activities
performed on behalf of other HSBC affiliates, including the non-recurrence of approximately $10 million of cost reimbursements
recorded in 2018 associated with enhancing the HSBC Group's digital banking platform.

Expected credit losses were higher during 2019 due primarily to higher expected credit losses in credit cards reflecting growth in
balances due to increased customer activity and new product promotions, including higher delinquency, as well as higher expected
credit losses in residential mortgages as the positive impacts of improvements in economic and credit conditions were more
pronounced in 2018.

Excluding the goodwill impairment as discussed above, operating expenses decreased during 2019 driven by lower foreclosure
related expenses, lower deposit insurance assessment fees due primarily to removal of the temporary surcharge in December 2018
and a lower assessment rate as well as lower cost allocations from our risk and compliance support service functions. These
decreases were partially offset by higher legal expense and higher marketing expense.
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Commercial Banking The following table summarizes the Group Reporting Basis results for our CMB segment:

Year Ended December 31, 2019 2018 2017
(dollars are in millions)
Net INTETESt INCOME....c..eeviriiriirtiteietetetetet ettt ettt sttt ettt ebe bt saesne b e $ 815 § 797 % 739
Other OPErating INCOIMNE .....c..eveuieiieieieetieierie sttt ettt ettt ebe bbbt bbb e nes 226 226 216
Total operating iNCOME" ) ............o..ovvoreeeeeeeee oo 1,041 1,023 955
Expected credit losses / loan impairment Charges ...........ccoeeveveereeieieeeenenencseneseneene 55 (43) (52)
Net operating income 986 1,066 1,007
Operating eXpenses.........ceeveevervennen. 576 589 558
g (o) F LR oS3 (0 = 2. OO RRROTRURRRRN $ 410 $ 477 $ 449
M The following table summarizes the impact of key activities on the total operating income of our CMB segment:
Year Ended December 31, 2019 2018 2017
(dollars are in millions)
Lending and Transaction Management ..........c.coeeerrueuerinieritnieuerinieeerentesesesesesesesessesesesaesesesseseseseesesesennene $ 457 $ 443  § 441
Global Liquidity and Cash Management, current accounts and savings deposits ..............cccceueuereueicncnnns 458 462 414
Global Trade and Receivables FINANCE ...........ccviuiiviiiiiiiiiiiiiiiiceceeieeeee et 53 48 52
Investment banking products and other 73 70 48
Total OPETAtING INCOIMIE ......c.cuviuiieieiiiieiei ettt ettt ettt es et st senene $ 1,041 $ 1,023  § 955

Our CMB segment reported a lower profit before tax during 2019 due to higher expected credit losses, partially offset by higher
net interest income and lower operating expenses.

Net interest income increased during 2019 due to the favorable impact of higher loan balances as we continued to apply a disciplined
lending approach to grow the business.

Other operating income was flat during 2019 as a loss on extinguishment of long-term debt in 2019 was offset by higher fees from
credit cards and account services.

Expected credit losses were higher during 2019 due to higher loss estimates for downgrades reflecting weakness in the financial
condition of certain clients exposed to the energy and retail sectors as well as loan growth, partially offset by releases in credit
reserves due to paydowns and improvements in credit conditions associated with certain clients. In 2018, releases in credit reserves
were driven by paydowns, sales and maturities as well as improvements in credit conditions associated with certain clients in the
energy sector at that time.

Operating expenses decreased during 2019 due to lower deposit insurance assessment fees due primarily to removal of the temporary
surcharge in December 2018 and a lower assessment rate as well as lower cost allocations from our risk and compliance support
service functions. These decreases were partially offset by higher staff costs and increased costs associated with our business
systems.

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

Year Ended December 31, 2019 2018 2017
(dollars are in millions)

INEE INEETEST TNCOIIIE .ttt e e e e e e e e e e e e e e e e e e e e e e e eeeeeeeeeaeeeeeeseeaeaeaaaeennneeneneeeee $ 458 $ 610 $ 585
Other OPErating INCOIMNE .....c..eveuieuieieiietieteeie ettt ettt ettt eseebeebesaeebesbesbeseeees 840 751 617
Total operating iNCOME™ ) ...............covvoreeeeeeeeeeeeeeee e 1,298 1,361 1,202
Expected credit losses / loan impairment charges 1 (194) (94)
Net operating income 1,297 1,555 1,296
Operating eXpenses. ..........cecceeevernenn. 825 834 881
PrOfIt DEIOTE TAX ...eiiiiiiieiiiee ettt ettt e e e et e e e e et e e e e senaaeeeesesnaaeeesesnnees $ 472 $ 721 $ 415
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M The following table summarizes the impact of key activities on the total operating income of our GB&M segment. For purposes of the discussion below the

table, total operating income is referred to as revenue.

Year Ended December 31, 2019 2018 2017
(dollars are in millions)
CTEAIE ettt b ettt b bttt e b et h e et a bttt eb bt a e bt e st b et et enenee $ 27§ 43 3 16
RALES <.ttt b e bbbt na e sttt e naenaees 108 46 82
Foreign Exchange and MEtals ...........c.ccouiueiirieiioininiciinicceeieeee ettt et eae e 231 298 254
EQUITICS 1.ttt sttt stttk sttt ettt ettt 32 38 39
TOtal GIODAL MATKELS. .......euiteiiiietciiitci ettt ettt bbbttt 398 425 391
Global Banking 336 420 322
Global Liquidity and Cash Management...............ccocucuciiiniiuiiniiiiiiiccicee e 483 504 501
SECUITLIES SETVICES ....eviuteuieiirtetetietert ettt ettt ettt e b st et e sttt e st e st ea et es e ebe s s e st eb et e s s e st st e s e st ebesbe e eseebenseneeneneen 62 56 55
Global Trade and Receivables FINANCE ........c.ccouvueiririeiiiinieiiinieiciiineciceeteecier et 58 59 53
Credit and funding valuation adjustments.. 24 (43) 99)
OFNEI ..ottt 63) (60) @1
Total OPErating INCOIME ........vviiiiieiieieieie ettt ettt bbbt $ 1,298 § 1,361 § 1,202

@ Includes cost reimbursements associated with activities performed on behalf of other HSBC affiliates and certain corporate funding charges not assigned to
products.

Our GB&M segment reported a lower profit before tax during 2019 due to higher expected credit losses and lower net interest
income, partially offset by higher other operating income.

Credit revenue decreased during 2019 due to lower revenue from structuring and collateralized financing related activity.
Rates revenue increased during 2019 due to higher revenue from emerging markets rate products and interest rate swaps.

Foreign Exchange and Metals revenue decreased during 2019 due primarily to a decline in trading activity in Metals and a lower
redeployment of liquidity to Metals.

Equities revenue decreased during 2019 due to lower client activity in structured equity derivatives, partially offset by increased
activity in prime brokerage.

Global Banking revenue decreased during 2019 due to lower fees from loan syndication, loan commitments and other lending
fees as well as lower net interest income from spread compression and higher losses associated with credit default swap protection
which largely reflects the hedging of a single client exposure.

Global Liquidity and Cash Management revenue decreased during 2019 due to lower net interest income from spread compression.

Securities Services revenue was higher during 2019 due to higher revenue from additional direct custody and clearing client
activity.

Global Trade and Receivables Finance revenue was relatively flat during 2019.

Credit and funding valuation adjustments improved in 2019 attributable primarily to favorable credit valuation adjustments on
derivative assets driven by a decline in expected exposure.

Other revenue decreased during 2019 due to a loss on extinguishment of long-term debt in 2019, partially offset by higher cost
reimbursements.

Expected credit losses reflected higher releases in credit reserves in 2018 due to improvements in the credit quality of our portfolio
driven by paydowns, sales and maturities as well as improvements in credit conditions associated with certain client clients at that
time, including the upgrade of a single oil and gas industry client. In 2019, releases in credit reserves due to paydowns and
improvements in credit conditions associated with certain clients were offset by higher loss estimates for downgrades reflecting
weakness in the financial condition of certain client relationships.

Operating expenses were lower during 2019 due to lower deposit insurance assessment fees due primarily to removal of the
temporary surcharge in December 2018 and a lower assessment rate, partially offset by higher expense related to legal matters.
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Private Banking The following table summarizes the Group Reporting Basis results for our PB segment:

Year Ended December 31, 2019 2018 2017
(dollars are in millions)

Net INTETESt INCOME....c..eeviriiriirtiteietetetetet ettt ettt sttt ettt ebe bt saesne b e $ 136 $ 172§ 217
Other OPErating INCOIMNE .....c..eveuieiieieieetieierie sttt ettt ettt ebe bbbt bbb e nes 68 73 94
Total OPErating INCOME ......c.eoveieieieieiieiereeteetere sttt ettt ebe e saesre e s seenen 204 245 311
Expected credit losses / loan impairment Charges ............cooeevvverveenieineinecneenecneneens 1 4 2
Net OPEIating IMCOMIE ......ecververrirreieieteieteteitet ettt sttt ettt eae et ereebesbesaesneene e 203 249 309
OPETALINZ EXPEIISES ... cuvenvenrenreneenteutenteteettetestesteatesbestestesbeste s e sensentensesteseebeebeebesbesbesbesbeseennen 212 236 244
Profit (10S8) BEfOIE taX ....c..eveureieieieieiieiereree ettt e $ 9 $ 13§ 65

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 America and the Andean Pact, to UBS for a
period of two years, which concluded during the third quarter of 2019. Under the terms of the agreement, we facilitated the referral
of these client relationships to UBS for a fee, including the transfer of client assets, consisting of client investments and deposits,
as well as the transfer of the relationship managers and client service employees that supported these clients. Loans associated
with these client relationships were not included in the agreement. Total operating income associated with these client relationships
was approximately $1 million, $14 million and $51 million during 2019, 2018 and 2017, respectively.

The following table provides information regarding PB client assets during 2019 and 2018:

Year Ended December 31, 2019 2018
(in millions)

Client assets at beginning of PEriOd.........cccvvveriiiieriieieieeeeee ettt s e e s e e ens $ 36,017 $ 39,089
Net neW MONEY (OULTLOWS) ....ocuviiiiiiiiiiciiciieieee ettt ettt ettt et te et e e tsebeessesreessesseessesesessennnas 145 (500)
Client transfers t0 UBS ........ooiiiiiiie ettt ettt et s bt e ete e et e e beeeabeeveesabeenseesaseenseenaneas (26) (1,494)
VAlUC CRANGZE ..ottt ettt et eeteesbeeaeesbeeaeesbeesa e beessesbeessebeessereans 3,159 (1,078)

Client assets at €Nd Of PETIOW ........ccuieriirieiieiieieeieeee ettt sttt esse e s e eseenseeneenseens $ 39295 § 36,017

Our PB segment reported a loss before tax during 2019 compared with a profit before tax during 2018 due to lower net interest
income, lower other operating income and higher expected credit losses, partially offset by lower operating expenses.

Net interest income decreased during 2019 due primarily to the impact of lower deposit balances reflecting the impact of the client
referral agreement with UBS as well as withdrawals from a few large clients as well as spread compression.

Other operating income decreased in 2019 driven by a decline in investment management fees reflecting lower average assets
under management as well as a loss on extinguishment of long-term debt in 2019. These decreases were partially offset by the
non-recurrence of a $3 million loss recorded in 2018 as aresult of a decline in the estimated fair value of the contingent consideration
receivable associated with the sale discussed above.

Expected credit losses were higher during 2019 due to higher loss estimates in the mortgage portfolio.

Operating expenses decreased during 2019 due to lower deposit insurance assessment fees due primarily to removal of the temporary
surcharge in December 2018 and a lower assessment rate as well as lower staff costs and lower cost allocations from our risk and
compliance support service functions.
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Corporate Center The following table summarizes the Group Reporting Basis results for our CC segment:

Year Ended December 31, 2019 2018 2017
(dollars are in millions)

Net INTETESt INCOME....c..eeviriiriirtiteietetetetet ettt ettt sttt ettt ebe bt saesne b e $ 51 $ 91 $ (40)
Other OPErating INCOIMNE .....c..eveuieiieieieetieierie sttt ettt ettt ebe bbbt bbb e nes 178 257 274
Total operating iNCOME" ) ............o..ovvoreeeeeeeee oo 229 348 234
Expected credit losses / loan impairment Charges...........cecvveveriieienieesieneenieseeneeseeveeenes — 4 —
Net OPEIating IMCOMIE ......ecververrirreieieteieteteitet ettt sttt ettt eae et ereebesbesaesneene e 229 344 234
OPETALINZ EXPEIISES ... cuvenvenrenreneenteutenteteettetestesteatesbestestesbeste s e sensentensesteseebeebeebesbesbesbesbeseennen 281 688 465
L0SS DEIOTE TAX ..ttt sttt ettt ettt st $ (52) $ (344) $ (231)

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

Year Ended December 31, 2019 2018 2017
(dollars are in millions)

Balance Sheet Management(z) ..................................................................................................................... $ 226 $ 266 $ 245

Legacy structured credit ProdUCES ...........cceuviiiiiiiiiiiiiiiiiiiciieee e @31 14 40

Legacy residential mortgage activities™ ...............ovvvurrvveerireerisecsees s sss s sssesesssenes — — (15)
34 68 (36)

$ 229 §$ 348§ 234
@ Balance Sheet Management includes gains on the sale of securities of $88 million in 2019 compared with $24 million and $48 million in 2018 and 2017,
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.

Our CC segment reported a lower loss before tax during 2019 due to lower operating expenses driven by expense of $494 million
recorded in 2018 related to the settlement of a mortgage securitization legal matter, partially offset by lower other operating income
and lower net interest income.

Net interest income was lower during 2019 due to lower net interest income in Balance Sheet Management driven by lower yields.
This decrease was partially offset by improved net interest income from legacy structured credit products and the impact of the
liquidity framework we adopted in preparation for the planned implementation of the Net Stable Funding Ratio ("NSFR") which
provided a temporary cap on the net liquidity charge to GB&M until 2020. Lower liquidity charges in GB&M resulted in lower
excess liquidity charges being retained in the CC compared with 2018. See "Risk Management" in this MD&A for additional
discussion of the NSFR.

Other operating income decreased during 2019 due primarily to unfavorable movements related to the economic hedging of interest
rate risk within our own debt, lower revenue from legacy structured credit products, including a loss of approximately $39 million
recorded in 2019 related to the unwind of one of our unconsolidated VIEs, and a loss of $14 million recorded in 2019 on the
extinguishment of certain repurchase agreements. These decreases were partially offset by higher gains on asset sales in Balance
Sheet Management.

Expected credit losses decreased during 2019 due to higher loss estimates on certain financial assets in 2018.

Operating expenses were lower during 2019 due primarily to lower expense related to legal matters driven by expense recorded
in 2018 related to the settlement of a mortgage securitization legal matter as discussed above. These decreases were partially offset
by higher lease impairment related costs, including charges related to the exit of certain branches and allocated charges from
HTSU, as well as higher allocated severance costs.

Reconciliation of Segment Results As previously discussed, segment results are reported on a Group Reporting Basis. See Note 24,
"Business Segments," in the accompanying consolidated financial statements for a reconciliation of our Group Reporting Basis
segment results to U.S. GAAP consolidated totals.
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Credit Quality

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

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

Allowance for Credit Losses Commercial loans are monitored on a continuous basis with a formal 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
includes independently assessing credit grades and loss given default estimates for sampled credits across 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 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. 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, loss reserves on commercial loans are maintained to reflect our judgment of
portfolio risk factors which may not be fully reflected in the reserve calculations.

Our probability of default estimates for commercial loans 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
external rating agency data like Standard and Poor's ("S&P") ratings and default rates. Substantially all appraisals in connection
with commercial real estate loans are ordered by the independent real estate appraisal review unit at HSBC. The appraisal must
be reviewed and accepted by this unit. For loans greater than $250,000, an appraisal is generally ordered when the loan is classified
as Substandard as defined by the Office of the Comptroller of the Currency ("OCC"). On average, it takes approximately four
weeks from the time the appraisal is ordered until it is completed and the values accepted by HSBC's independent appraisal review
unit. Subsequent provisions or charge-offs are completed shortly thereafter, generally within the quarter in which the appraisal is
received.

In situations where an external appraisal is not used to determine the fair value of the underlying collateral of impaired loans,
current information such as rent rolls and operating statements of the subject property are reviewed and presented in a standardized
format. Operating results such as net operating income and cash flows before and after debt service are established and reported
with relevant ratios. Third-party market data is gathered and reviewed for relevance to the subject collateral. Data is also collected
from similar properties within the portfolio. Actual sales levels of properties, operating income and expense figures and rental data
on a square foot basis are derived from existing loans and, when appropriate, used as comparables for the subject property. Property
specific data, augmented by market data research, is used to project a stabilized year of income and expense to create a 10-year
cash flow model to be discounted at appropriate rates to present value. These valuations are then used to determine if any impairment
on the underlying loans exists and an appropriate allowance is recorded when warranted.

For loans identified as 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 as a practical expedient, the fair value of the collateral
if the loan is collateral dependent or, for commercial loans, the observable market price if the loan is traded in the market. The
circumstances in which we perform a loan modification involving a TDR Loan at a then current market interest rate for a borrower
with similar credit risk would include other changes to the terms of the original loan made as part of the restructuring (e.g. principal
reductions, collateral changes, etc.) in order for the loan to be classified as a TDR Loan.

For pools of homogeneous consumer loans and certain small business loans which do not qualify as TDR Loans, we estimate
probable losses using a roll rate migration analysis that estimates the likelihood that a loan will progress through the various stages
of delinquency and ultimately charge-off based upon recent historical performance experience of other loans in our portfolio. This
migration analysis incorporates estimates of the period of time between a loss occurring and the confirming event of its charge-
off. This analysis considers delinquency status, loss experience and severity and takes into account whether 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 a rolling average of several months' data using the most recently
available information.

The roll rate methodology is a migration analysis based on contractual delinquency and rolling average historical loss experience
which captures the increased likelihood of an account migrating to charge-off as the past due status of such account increases. The
roll rate models used were developed by tracking the movement of delinquencies by age of delinquency over a specified time
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period. Each stage of delinquency represents a period of delinquency in 30-day increments. The roll from the last delinquency
stage results in charge-off. Contractual delinquency is a method for determining aging of past due accounts based on the status of
payments under the loan. Average roll rates are developed to avoid temporary aberrations caused by seasonal trends in delinquency
experienced by some product types. We have determined that a 12-month average roll rate balances the desire to avoid temporary
aberrations, while at the same time analyzing recent historical data. The roll rate calculations are performed monthly and are done
consistently from period to period. We regularly monitor our portfolio to evaluate the period of time utilized in our roll rate migration
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 residential mortgage
loan allowance for credit losses in all periods reflects consideration of risk factors relating to trends such as recent portfolio
performance as compared with average roll rates as well as housing market trends and second lien exposure.

Our allowance for credit losses methodology and our accounting policies related to the allowance for credit losses are presented
in further detail under the caption "Critical Accounting Policies and Estimates" 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" in this MD&A.

The following table sets forth the allowance for credit losses for the periods indicated:

At December 31, 2019 2018 2017 2016 2015

(dollars are in millions)

Allowance for credit I0SSes.............oooeeeeeeeeeiiiiiiie e $ 637 $ 541 $ 681 $ 1,017 $ 912

Ratio of Allowance for credit losses to:
Q)]

Loans:
Commercial:
NON-ATIHALES ... 1.11% 97% 1.31% 1.83% 1.35%
ASTALES ..ottt — — — — —
Total cCOMMETCIAL......cccvieiieeiieciieeie e 1.05 93 1.15 1.72 1.25
Consumer:
Residential MOTtZages .......cccecevvererirrinenenieieieieeeieeeeeese s .07 .07 .14 15 38
Home equity MOrt@ages. .........ceceveruirienerenienienienieieieeeeeese s .70 1 92 1.42 1.50
Credit CardS.......eevieeieieeieecie ettt et et ve e saeebeeeane s 7.47 5.69 4.44 4.94 4.58
Other CONSUIMET ....eevvevieiiieiieieeeieieeeesteeee e eaeseeeaeseeesessaesesnnens 2.47 1.98 1.46 1.83 2.21
TOtal CONSUMET ....veeuvieieiieiieciiecite et erite e eeee et e eaeebeeseaeebeeease s .64 42 37 44 .65
TOtal IOANS .....eevveiieieciieieetee e 93 78 .94% 1.38% 1.10%
Net charge-offs:?
CommMETCIAL®) ..o 1,127%  1,117% 405% 463%  1,217%
CONSUMET .......ceevveereerreennenne 241 319 348 132 205
Total net charge-offs 643 807% 398% 381% 707%
Nonperforming loans: ¥
COMMETCIAL .....veeiieieciieieeieie et beeneens 213% 318% 99% 118% 293%
CONSUIMET .....eouvieeiieetieeieeseeeeteesereeteestreeseesseeesseessseeseessseesseesssens 29 20 15 17 15
Total nonperforming loans............coceeererenerieneneieincceeenene 92 97% 61% 77% 78%

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

@ Ratios reflect full year net charge-offs.

®  Our commercial net charge-off coverage ratio for 2019, 2018, 2017, 2016 and 2015 was 135 months, 134 months, 49 months, 56 months and 146 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.

@ Represents our commercial and consumer allowance for credit losses, as appropriate, divided by the corresponding outstanding balance of total nonperforming

loans held for investment. Nonperforming loans include accruing loans contractually past due 90 days or more.
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The following table summarizes the changes in the allowance for credit losses by product and the related loan balance by product
during the years ended December 31, 2019, 2018, 2017, 2016 and 2015:

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, 2019:

Allowance for credit losses — beginning of

2.5 oLy Ls ORI $ 116 $ 219§ 108 $ 15 $ 13 8 7 $ 58 § 5 8§ 541
Provision charged (credited) to income....... 37 62 1 ©) A3 2) 101 5 195
Charge-offs — 45) A3) — ®) “@ (60) 5) (125)
ReCOVETIES...c.oovviiriciiicicercceec — 3 — — 10 5 6 2 26
Net (charge-offs) recoveries.........c.coeueuenee. —_ 42) A3) — 2 1 (54) A3) 99)
Allowance for credit losses — end of period § 153  § 239§ 106 S 9 3 12 $ 6 $105 $ 7 $ 637
Year Ended December 31, 2018:
Allowance for credit losses — beginning of
PELIOd. . $ 82 $ 244 § 264 $ 18 § 25 8 11 $ 32 $ 5 § 681
Provision charged (credited) to income....... 34 31) (109) 3) (18) 3) 55 2 (73)
Charge-offS......ccoeueirereiireeceeeee — (41) (48) — (@) (@) (35) 4 (142)
RECOVETIES....cveviiiiiieeeeeeee — 47 1 — 13 6 6 2 75
Net (charge-offs) recoveries...........c.eeuen... — 6 47) — 6 (1) (29) 2) (67)
Allowance for credit losses — end of period $ 116 $ 219§ 108 $ 15 3 13 3 7 $§ 58 $ 5 $ 541
Year Ended December 31, 2017: - —
Allowance for credit losses — beginning of
225 o Lo 1L PO $ 92 3 317§ 508§ 13§ 26 $ 20 $ 34§ 7 $1,017
Provision charged (credited) to income....... 3) (59) (116) 6 (@) ®) 22 — (165)
Charge-offs......c.coeeennueernercinnccnnee (@) 37 (141) (€)) @ (6) 30) 4 (230)
RECOVETIES...c.vvviiiiciiicceccec — 23 13 — 10 5 6 2 59
Net (charge-offs) recoveries 7) (14) (128) (1) 6 (1) (24) 2) (171)
Allowance for credit losses — end of period § 82 $ 244 $ 264 $ 18 §$ 25 3 11 $ 32 § 5 $ 681
Year Ended December 31, 2016: -
Allowance for credit losses — beginning of
PELIOd. . $ 8 $ 407 $ 267§ 19 8 68 S 24§ 32 % 9 $ 912
Provision charged (credited) to income" .. — 10 348 (6) 9) (1) 26 4 372
Charge-offs™@ ., 1) (110) 107) — (45) ®  (30) ® (309
RECOVETIES....cveviieiieiceeeeeee 7 10 — — 12 5 6 2 42
Net (charge-offs) recoveries...........c.eeuen... 6 (100) (107) — (33) 3) (24) (6) (267)
Allowance for credit losses — end of period § 92 $ 317 $ 508 $ 13 3 26 $ 20 $ 34 § 7 $1,017
Year Ended December 31, 2015: -
Allowance for credit losses — beginning o
PO v $ 89 $ 251§ 131§ 21 8§ 107§ 32 % 39§ 10 $ 680
Provision charged (credited) to income....... 2 215 136 ?2) (15) (@) 20 9 361
Charge-offs......c.coeeennecrnercinnecennee (10) (69) — (€)) 35 ®) 32) (12) (167)
RECOVETIES...c.vvviiiiiiiccireccec 5 10 — 1 11 4 5 2 38
Net (charge-offs) recoveries........c.ccceceennee. ®) (59) — — (24) 4) 27) (10) (129)

Allowance for credit losses — end of period § 86 $ 407 $ 267 $ 19 $ 68 § 24§ 32§ 9 §$ 912

M The provision 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.

@ For collateral dependent loans that 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 allowance for credit losses at December 31, 2019 increased $96 million or 18 percent as compared with December 31, 2018
due to higher loss estimates in both our commercial and consumer loan portfolios. Our commercial allowance for credit losses at
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December 31, 2019 increased $49 million or 11 percent as compared with December 31, 2018 due primarily to downgrades
reflecting weakness in the financial condition of certain clients exposed to the energy and retail sectors, partially offset by releases
in credit reserves due to paydowns and improvements in credit conditions associated with certain clients as well as charge-offs
and a release in credit reserves for risk factors associated with fraud. Our consumer allowance for credit losses at December 31,
2019 increased $47 million or 57 percent as compared with December 31, 2018 due primarily to a higher allowance for credit
losses in credit cards reflecting growth in balances due to increased customer activity and new product promotions, including
higher dollars of delinquency and higher delinquency roll rates.

The allowance for credit losses at December 31,2018 decreased $140 million or 21 percent as compared with December 31,2017
due to lower loss estimates in our commercial loan portfolio, partially offset by higher loss estimates in our consumer loan portfolio.
Our commercial allowance for credit losses decreased $150 million or 25 percent as compared with December 31, 2017 reflecting
improvements in the credit quality of our portfolio driven by paydowns, sales and maturities as well as improvements in credit
conditions associated with certain clients. These decreases were partially offset by a higher provision for risk factors associated
with geopolitical risks and market volatility inherent in certain segments of the portfolio and higher provisions for downgrades
reflecting weakness in the financial condition of certain client relationships. Our consumer allowance for credit losses increased
$10 million or 14 percent as compared with December 31,2017 due to a higher allowance 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 a lower allowance for credit losses in residential mortgages and home equity mortgages due to improvements in economic
and credit conditions, including lower dollars of delinquency.

The allowance for credit losses at December 31, 2017 decreased $336 million or 33 percent as compared with December 31,2016
due primarily to lower loss estimates in our commercial loan portfolio and, to a lesser extent, lower loss estimates in our consumer
loan portfolio. Our commercial allowance for credit losses decreased $322 million or 35 percent as compared with December 31,
2016 largely due to improvements in the credit quality of our portfolio driven by managed reductions in certain exposures, releases
of reserves due to paydowns and maturities exceeding new loan originations as we continued to focus efforts on improving returns,
improvements in 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
the impact of a slight increase in delinquency levels.

The allowance for credit losses at December 31, 2016 increased $105 million or 12 percent as compared with December 31, 2015
due to higher loss estimates in our commercial loan portfolio, partially offset by lower loss estimates in our consumer loan portfolio.
Our commercial allowance for credit losses increased $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 partially offset by charge-offs associated with oil and gas industry loan exposures,
including a large impaired oil and gas industry loan that was sold. Our consumer allowance for credit losses decreased $46 million
or 35 percent as compared with December 31, 2015 primarily due to charge-offs associated with the transfers of mortgages to held
for sale as well as releases of reserves related to certain residential mortgages serviced by others as a result 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 also reflects lower loss estimates driven by improvements in economic and credit conditions
and the origination of higher quality Premier mortgages.

The allowance for credit losses as a percentage of total loans held for investment at December 31, 2019, 2018, 2017 and 2016
increased or decreased compared with their respective prior year periods for the reasons discussed above.

The allowance for credit losses as a percentage of net charge-offs at December 31, 2019 decreased as compared with December 31,
2018 as an increase in dollars of net charge-offs driven by higher charge-offs in our consumer loan portfolio, primarily credit cards,
outpaced the increase in our allowance for credit losses for the reasons discussed above. In 2018, the allowance for credit losses
as a percentage of net charge-offs increased as a decrease 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 allowance for
credit losses for the reasons discussed above. In 2017, the allowance for credit losses as a percentage of net charge-offs was
relatively flat as lower dollars of net charge-offs in both our commercial and consumer loan portfolios was largely offset by a
decrease in our overall allowance for credit losses for the reasons discussed above. In 2016, the allowance for credit losses as a
percentage of net charge-offs decreased as the increase in dollars of net charge-offs largely driven by higher charge-offs associated
with oil and gas industry loan exposures in our commercial loan portfolio, including a large impaired oil and gas industry loan
that was sold, outpaced the increase in our overall allowance for credit losses for the reasons discussed above.

The allowance for credit losses as a percentage of nonperforming loans held for investment at December 31, 2019 was relatively
flat as compared with December 31, 2018 as an increase in nonperforming loans driven by higher nonperforming loans in both
our commercial and consumer loan portfolios was offset by the increase in our allowance for credit losses for the reasons discussed
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above. In 2018, the allowance for credit losses as a percentage of nonperforming loans held for investment increased driven by a
decrease in nonperforming loans due primarily to managed reductions in certain exposures in our commercial loan portfolio which
was partially offset by a decrease in our overall 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 overall 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 loans held for investment was relatively flat
as the increase in nonperforming loans driven by higher nonperforming loans in our commercial loan portfolio was largely offset
by the increase in our overall allowance for credit losses for the reasons discussed above.

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, 2019 2018 2017 2016 2015
(dollars are in millions)
Commercial" .................. $ 507 70.3% $ 458 71.5% $ 608 73.1% $ 930 73.4% $ 779 75.3%
Consumer:
Residential mortgages . 12 26.0 13 25.2 25 23.8 26 23.3 68 21.5
Home equity
mortgages................. 6 1.2 7 1.4 11 1.6 20 1.9 24 1.9
Credit cards.................. 105 2.0 58 1.5 32 1.0 34 .9 32 .8
Other consumer ........... 7 5 5 4 5 5 7 5 9 5
Total consumer ............ 130 29.7 83 28.5 73 26.9 87 26.6 133 24.7
Total.....ooooveeeeieieeeee $ 637 100.0% $ 541 100.0% $ 681 100.0% $ 1,017 100.0% $ 912 100.0%

M See Note 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 We also maintain separate reserves for 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 these reserves, which are 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, 2019 2018 2017 2016 2015
(in millions)

Off-balance sheet credit risk reserves ........ocoeeeeeeeennnnn. $ 104 $ 9% $ 106 $ 134  $ 99

Off-balance sheet reserves increased in 2019 reflecting higher outstanding exposure and downgrades reflecting weakness in the
financial condition of certain client relationships. In 2018 and 2017, off-balance sheet reserves decreased reflecting managed
reductions in certain exposures and improvements in credit conditions associated with certain client relationships. In 2016, off-
balance sheet reserves increased reflecting the impact of downgrades in oil and gas industry and other industry loan exposures.
Off-balance sheet exposures are summarized under the caption "Off-Balance Sheet Arrangements, Credit Derivatives and Other
Contractual Obligations" in this MD&A.
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Delinquency The following table summarizes dollars of two-months-and-over contractual delinquency and two-months-and-over
contractual delinquency as a percent of total loans ("delinquency ratio"):

2019 2018
Dec. 31 Sept. 30 June 30 Mar. 31 Dec. 31 Sept. 30 June 30 Mar. 31

(dollars are in millions)

Delinquent loans:

Commercial.......ccooovveeeeeeveeeeeeenene, $ 41 $ 77 $§ 22 $ 3 §$ 60 $ 99 $ 16 $ 19
Consumer:
Residential mortgages™@.......... 350 332 319 356 347 329 356 381
Home equity mortgages® ...... 25 26 27 29 30 31 32 37
Credit cards.......ceccveeverveeeennnen. 34 26 25 22 20 18 15 13
Other consumer-.............ccccuvenee.. 7 7 6 7 8 7 8 9
Total consumer.............ccecueneeee. 416 391 377 414 405 385 411 440
TOtal . $ 457 $ 468 $ 399 $ 451 § 465 § 484 § 427 $ 459
Delinquency ratio: -
Commercial........ccceoereneieeincncnen, .08% 15% .04% 07% A12% 21% .03% .04%
Consumer:
Residential mortgages"®......... 1.96 1.88 1.83 2.05 1.99 1.89 2.05 2.20
Home equity mortgages '@ ....... 2.93 2.95 2.96 3.08 3.05 3.02 2.95 3.25
Credit cards ......c.ccoevereeveeeecenene 2.42 1.99 2.21 2.12 1.96 1.98 1.78 1.69
Other consumer..............cccueene... 2.47 2.72 2.21 2.52 2.62 2.20 2.23 2.13
Total consumer............ccoccveneene.. 2.04 1.95 1.91 2.11 2.05 1.96 2.09 2.24
TOtal .o .66% .65% 55% .63% .67% 12% .64% .68%

M At December 31, 2019 and 2018, consumer mortgage loan delinquency includes $256 million and $254 million, respectively, of loans that are carried at the
lower of amortized cost or fair value of the collateral less costs to sell.

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

2019 2018

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 loans...................... $ 32 $ 39 $ 14 $ 34 $ 9 3 9 S 12 % 11

ARM loans 142 130 121 129 114 112 133 145
Delinquency ratio:

Interest-only loans............c........ 95% 1.19% A43% 1.03% 28% 28% 37% 33%

ARM 1018 ...cooveeiiiciinieiienne 1.14 1.05 99 1.06 .94 .94 1.11 1.20

Our two-months-and-over contractual delinquency ratio was relatively flat compared with both September 30, 2019 and
December 31, 2018 as lower dollars of delinquency in our commercial loan portfolio was offset by higher dollars of delinquency
in our consumer loan portfolio and, as compared with September 30, 2019, lower outstanding loan balances driven by a decrease
in the commercial loan portfolio.

Our commercial loan two-months-and-over contractual delinquency ratio decreased 7 basis points compared with September 30,
2019 driven largely by the collection of a global banking loan which became 60 days delinquent in the third quarter, partially offset
by lower outstanding loan balances. Compared with December 31, 2018, our commercial loan two-months-and-over contractual
delinquency ratio decreased 4 basis points due to improved collections.

Our consumer loan two-months-and-over contractual delinquency ratio increased 9 basis points compared with September 30,
2019 due to higher dollars of delinquency in residential mortgages and credit cards reflecting seasonality and growth in balances
in credit cards due to increased customer activity and new product promotions. Compared with December 31, 2018, our consumer
loan two-months-and-over contractual delinquency ratio was relatively flat as higher dollars of credit card delinquency reflecting
growth in balances due to increased customer activity and new product promotions and slightly higher dollars of residential
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mortgage delinquency was more than offset by higher outstanding loan balances and lower home equity mortgage delinquency
due to improved collections.

Net Charge-offs of Loans The following table summarizes net charge-off (recovery) dollars as well as the net charge-off (recovery)
of loans for the quarter, annualized, as a percentage of average loans, excluding loans held for sale, ("net charge-off ratio"):

2019 2018
Quarter Ended Quarter Ended

2017
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:
Real estate, including
CONStrUCtion ........c.evee. $ — % — $ — $ — $ — § — $ — $ — $ — §$ — 8§ 7
Business and corporate
banking ........ceeeeereenee. 42 23 16 1 2 (6) 6 1 (16) 3 14
Global banking.................. 3 — — 3 — 47 — 11 32 4 128
Other commercial.............. — — — — — — — — — — 1
Total commercial 45 23 16 4 2 41 6 12 16 7 150
Consumer:
Residential mortgages....... ?) 3) 1) — 2 (6) 1 3) (1) 3) (6)
Home equity mortgages..... [¢)) 1) — — — 1 — — 1 — 1
Credit cards .......cccoeeveeeee. 54 16 16 11 11 29 9 8 6 6 24
Other consumer.................. 3 1 — 1 1 2 1 (1) 1 1 2
Total consumer.................. 54 13 15 12 14 26 11 4 7 4 21
Total ... $ 99 $ 36 $ 31 $ 16 $ 16 $ 67 $ 17 $ 16 $ 23 $ 11 $ 171
Net Charge-off Ratio: -
Commercial:
Real estate, including
construction .................. —% —% —% —% —% —% —% —% —% —% .07%
Business and corporate
banking ........ccccevvveveuenne .30 .63 44 .03 .06 (.05) 18 .03 (.51) .10 A1
Global banking.................. .01 — — .06 — 24 — 24 .65 .08 .59
Other commercial.............. — —_ —_ —_ — — — — — — .02
Total commercial .............. .09 18 12 .03 .02 .09 .05 .10 13 .06 .30
Consumer:
Residential mortgages....... (-01) .07) (.02) — .05 (.03) .02 (.07) (.02) (.07) (.03)
Home equity mortgages.... (.11) (.46) — — — .09 — — .36 — .08
Credit cards.......cccccevneeee. 4.61 4.63 5.18 4.06 4.41 3.43 3.76 3.66 2.97 3.26 3.65
Other consumer................. 1.22 1.61 — 1.53 1.78 .65 1.63 (1.35) 1.18 1.13 .52
Total consumer.................. 27 .26 30 24 29 13 22 .08 .14 .08 A1
Total ...c.oueveeieiiicicciccienes 14% 20% 17% .09% .09% .10% .10% .10% .14% .07% 25%

Our net charge-off ratio as a percentage of average loans increased 4 basis points for the full year of 2019 compared with the full
year of 2018 due primarily to higher levels of net charge-offs in our consumer loan portfolio driven by higher charge-offs in credit
cards reflecting growth in balances due to increased customer activity and new product promotions.

Our net charge-off ratio as a percentage of average loans 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 partially offset by slightly higher levels of net charge-offs in our consumer loan
portfolio.
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Nonperforming Loans Nonperforming loans consisted of the following:

At December 31, 2019 2018 2017

(in millions)

Nonaccrual loans:

Commercial:
Real estate, including CONSTIUCTION ..........oveviviiiireeieiieietcce ettt $ 6 3 7 3 12
Business and corporate Danking ............ccoceveeieririenenieseeese e 82 70 215
Global banking.......... 149 65 385
Other commercial — 1 1
Total commercial 237 143 613
Consumer:
Residential mortgages' " 381 341 414
Home equity mortgages'"? 46 55 67
TOtAl COMSUIMET. ..ottt ettt ettt ettt sttt be b e 427 396 481
Total NONACCIUING I0ANS .........c.oooiiiiiiiiiieiiceeeeeee et sre e eseens 664 539 1,094
Accruing loans contractually past due 90 days or more:
Commercial:
Business and corporate banking ............ccoceveiierinieniieeee e 1 | |
TOtal COMMETCIAL ... .ccuviiiiiiiieiie ettt et e b e taeeae e sereebeesaaeebeessseenree e 1 1 1
Consumer:
CrEAIt CATAS ....euieiieiieieeieet ettt be sttt ettt ebe bbb 24 14 9
Other CONSUIMET .......eouiiiiitiitiitietee ettt ettt sttt ettt eaeebesbe e 5 6 8
TOtAl COMSUIMET ...ttt sttt b ettt e e et enee e 29 20 17
Total accruing loans contractually past due 90 days or more ................c..ccvvenneenn.. 30 21 18
Total nonperforming loans ..................c.ccooiiiiiiiiiiieceeeceeeeee e $ 694 § 560 $ 1,112
Other real estate OWNEd™ ...........coccoovviiieieeeeeeeee e $ 10 $ 12 3 11

M At December 31,2019, 2018 and 2017, nonaccrual consumer mortgage loans include $289 million, $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 customer loan portfolio.

@ Includes $1 million or less of commercial other real estate owned at December 31, 2019, 2018 and 2017, respectively.

Nonaccrual loans at December 31, 2019 increased compared with December 31,2018 due primarily to higher levels of nonaccrual
loans in our commercial loan portfolio driven by downgrades, partially offset by paydowns and charge-offs. Nonaccrual loans in
our consumer loan portfolio also increased compared with December 31, 2018 largely due to some Private Banking residential
mortgage customers which became 90 days past due. Accruing loans past due 90 days or more increased compared with
December 31, 2018 due to an increase in credit cards reflecting growth in balances due to increased customer activity and new
product promotions.

Nonaccrual loans at December 31,2018 decreased as compared with December 31,2017 due primarily to lower levels of nonaccrual
loans in our commercial loan portfolio driven by managed reductions in certain exposures, including the sale of a single mining
client relationship. Nonaccrual loans in our consumer loan portfolio were also lower primarily reflecting improvements in economic
and credit conditions. Accruing loans past due 90 days or more increased 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.

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
and practices for problem loan management and placing loans on nonaccrual status are summarized in Note 2, "Summary of
Significant Accounting Policies and New Accounting Pronouncements," in 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 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. Generally, impaired commercial loans
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include loans in nonaccrual status, loans that have been assigned a specific allowance for credit losses, loans that have been partially
charged off and TDR Loans. The following table summarizes impaired commercial loan statistics:

At December 31, 2019 2018 2017

(in millions)

Impaired commercial loans:

Balance at end of Period..........ccueieiriiiriiieieeee e $ 268 $ 235§ 698
Amount wWith IMPAITMENTt TESEIVE ......ccveeveriieieriieienierteeterieseesiesresseesesseesesseessesseesenses 91 61 383
TMPAITIMENTE TESETVE ..eevvieiiieiieeiieeieeeie et ste et esiteebeesteesbeessaeesbeessaeesseesaessseenseesnsesnseennses 38 19 127

Commercial impaired loans increased in 2019 driven by increased nonaccrual loans for the reasons discussed above, partially
offset by the paydown of a large accruing TDR Loan. In 2018, commercial impaired loans decreased largely due to lower nonaccrual
loans, including TDR Loans, for the reasons discussed above.

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

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

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

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

The following table summarizes criticized commercial loans:

At December 31, 2019 2018 2017

(in millions)
SPECIAl MENEION .....vevieietieietiieteeeteete ettt ettt ettt bt b et b seesessesessesessesessenis $ 1,178 $ 907 $ 1,407
LTS ¥ 1T £ o BT 785 685 2,248
DIOUDLIUL ...ttt ettt ettt e b e e teebeeae e beeraesaeensesreessesaeas 38 19 127
L] U STRSR R $ 2001 $ 1,611 $§ 3,782

Criticized loans increased in 2019 due to downgrades, partially offset by paydowns and improvements in credit conditions associated
with certain client relationships. In 2018, criticized loans decreased due to the upgrade of a large oil and gas client relationship as
well as managed reductions in certain exposures, paydowns and improvements in credit conditions associated with certain client
relationships.
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Concentration of Credit Risk A concentration of credit risk is defined as a significant credit exposure with an individual or group
engaged in similar activities or affected similarly by economic conditions. We enter into a variety of transactions in the normal
course of business that involve both on and off-balance sheet credit risk. Principal among these activities is lending to various
commercial, institutional, governmental and individual customers throughout the United States and internationally. We manage
the varying degrees of credit risk associated with on and off-balance sheet transactions through specific credit policies and
procedures which provide for a strict approval, monitoring and reporting process. It is our policy to require collateral when it is
deemed appropriate. Varying degrees and types of collateral are secured depending upon management's credit evaluation.

Our consumer loan portfolio includes the following types of loans:

* Interest-only loans — A loan which allows a customer to pay the interest-only portion of the monthly payment for a period
of time which results in lower payments during the initial loan period.

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

The following table summarizes the balances of interest-only and ARM loans in our loan portfolios at December 31, 2019 and
2018. Each category is not mutually exclusive and loans may appear in more than one category below.

At December 31, 2019 2018

(in millions)
Interest-only residential mortgage and home equity mortgage 10ans ............ccooceevereeneiienenienennene $ 3,362 $ 3,208
ARM L0808 ..ottt 12,487 12,096

@ During 2020 and 2021, approximately $556 million and $1,008 million, respectively, of the ARM loans will experience their first interest rate reset.

The following table summarizes the concentrations of first and second liens within the outstanding residential mortgage and home
equity mortgage portfolios. Amounts in the table exclude residential mortgage loans held for sale of $77 million and $65 million
at December 31, 2019 and 2018, respectively.

At December 31, 2019 2018
(in millions)
Closed end:
FIISE LIEIL. ..ot $ 17,801 $ 17,383
SECONA LIEM 1.ttt ettt ettt et e e tte b e ese e beeseesbeesaesseesbessaessenseessenseensenseenns 35 40
REVOIVINE ..o 818 942
TORAL .ot $ 18,654 $ 18,365

M A majority of revolving are second lien mortgages.
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Geographic Concentrations The following table reflects regional exposure at December 31, 2019 and 2018 for our real estate
secured loan portfolios:

Commercial Residential
Real Estate, Mortgages and
including Home Equity
Construction Loans Mortgages

December 31, 2019

INEW YOTK SEALE ....viiiiiiiieeiie ettt ettt tteebe e s eeteestbeebeestaeesbeessaesnseessaesnseenes 29.9% 31.1%

(O 1 1T o) a1V I TSRS 21.6 44.6

North Central United StatesS.......ceeeieiieeiieriieiieeieeieesie et e steesreeseeereeseeesreeseneeseenes 3.5 1.8

North Eastern United States, excluding New York State..........ccccoeeivvineninincncnenenn 7.4 7.7

Southern UnNited StAteS .........cccveeciieiieeiieiiecieesee ettt esee et esreeseeeeaeessaeeseensee s 32.2 10.0

Western United States, excluding California............cocooeverenenenienienceinncnencneneeen 5.4 4.8
TOTAL ..ottt ettt ettt ettt ettt b e te b e te et e e ta e beertereearereenes 100.0% 100.0%
December 31, 2018

INEW YOTK SEALE ....veiiiieiieiie ettt ettt et e et eesta e ebeesteesbeesseesnseessnesnseenes 32.1% 31.8%

L 1 1T o) o 1V ISR 21.5 43.5

North Central United STates.........ccvevvierieviiiieiiiieie ittt re e sre e sre e 3.0 2.0

North Eastern United States, excluding New York State...........ccccceevvverenenicnicnicncnnens 6.4 7.8

Southern United STAtES .......c.coiiieiieiiiiieiecieeteee ettt e e e ae e ese e essesreens 28.9 10.4

Western United States, excluding California.........c..cocevevenenenicienenninincnencncneene 8.1 4.5
TOTAL .ottt ettt ettt ettt et te b e e te e b e re et e te e b e aa e b e eteenbeeree b e ereebeenes 100.0 % 100.0 %
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Commercial Credit Exposure Our commercial credit exposure is diversified across a broad range of industries. Commercial loans
outstanding and unused commercial commitments by industry are presented in the table below:

2019 2018
Unused Unused
Commercial Commercial Commercial Commercial
At December 31, Utilized Commitments Utilized Commitments

(in millions)

Diversified financialS...........ccocveivveiereiiceieeeeeeeeeeeee e $ 9247 $§ 12,562 $ 9,110 $ 13,260
REAL ESLALE .....vvivieeiiiieeieete ettt ettt et et ere v e 9,200 3,115 9,084 3,523
CONSUIMET SCTVICES ...vvevveveeerieriereereesteeseesseesaesseesessesssessaessesseessesseessenss 4,601 3,347 4,283 3,433
ERNETZY ..ttt 2,560 6,337 2,319 7,384
REtATIING ....eotiiiiiieiiie e 2,413 4,143 2,880 5,507
CREMUCALS.......vivieeiiieceetect ettt ettt ettt re e 2,197 3,879 1,953 3,960
Capital ZOOAS ..couevviriiieiitiiee e 2,189 9,579 2,170 6,002
Commercial and professional ServiCes.........coovruererreerersienieseeieeenne 2,101 5,072 1,991 4,046
Consumer durables and apparel...........ccovevveriicierincieiieieceeeeeenene 1,649 3,367 1,916 3,816
Technology hardware and equipment.............cooceverreiieienieiieieene 1,531 6,520 1,618 6,824
Semiconductors and semiconductor equipment.............cceeeeveereennnne 991 1,506 1,407 1,518
SOftWare and SEIVICES ......cooveveiiiiiieieieeee et eeaaeeee s 910 1,861 832 1,499
Health care equipment and SEIVICES........ccceoerererererererenienieneeneeneenes 898 1,780 954 1,669
Food and staples 1etailing .........ccoeceevveiereeienieereeeseee e 654 2,322 501 1,857
UBIIE@S ..ttt 607 812 396 1,267
Food, beverage and tobacCO.........ceevuirieriieieriieereeeceee e 565 2,884 732 2,985
Metals and MINING........coveruereriirieieeeeieeee et 517 1,185 484 1,402
Automobiles and COMPONENLS......c..ccuereererireririnereneereneneererennene 454 1,183 458 1,126
TTanSPOTALION .....ccuertiitiititerie ettt 447 935 524 1,057
Construction Materials .........ccceevveeieririereeere e 442 1,070 446 1,252
Total commercial credit exposure in top 20 industries'” ................... 44,173 73,459 44,058 73,387
AlL other INAUSHIICS. ....ceeereeeeeieieieeiiete et 1,695 13,430 3,010 13,870
Total commercial credit eXposure'?..............ocovueeeeveeeeeeereeeseeeeeeenen. $ 45868 $ 86,889 $§ 47,068 $ 87,257

(M Based in utilization at December 31, 2019.

@ 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
ofthe currency of claim and local country claims in excess of local country obligations. Cross-border net outstandings, as calculated
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, the following: local country claims funded by non-local country obligations
(U.S. dollar or other non-local currencies), principally certificates of deposit issued by a foreign branch, where the providers of
funds agree that, in the event of the occurrence of a sovereign default or the imposition of currency exchange restrictions in a given
country, they will not be paid until such default is cured or currency restrictions lifted 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
external 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, 2019:
JAPAI L S 17 $ 7,100 $ 7,117
271/ | OSSP 175 5,575 5,750
United KinGdom .......c.ooeirieinieiniiieiecceee e 821 815 1,636
Cayman [S1ands...........coeoeeiiiiiiinii e 1,412 224 1,636
TOAL ..ttt ettt sttt n et neeneereeneeneas $ 2,425 $ 13,714 § 16,139

December 31, 2018
JAPAN ottt ettt e et e e baesbeeaae e $ 32 9 6,986 $ 7,018
BIaZilu..c.oooceeecee ettt s aa e s 402 2,932 3,334
United KiNGAOm ......oouiiuiiiiiieieeee e 1,696 1,594 3,290
Cayman [S1ands..........cceoeeiriiininiiiceeeee e 2,268 183 2,451
CANAAA ..ot rb e re b e ereenns 841 1,146 1,987
TOAL ..ttt ettt $ 5239 § 12,841 $ 18,080

December 31, 2017:
BIAZIL e $ 788 % 3,035 §$ 3,823
JAPAI 1.t 12 3,697 3,709
United KinGom .......c.ooueuivieirieiiieiieceeeee e 2,090 401 2,491
L 1T 1o - RSP RUPSRRPR 445 1,053 1,498
TOUAL e e e e e eseee s se e s e s e es e s se s eeeeeseeeeeseeeses $ 3335 $ 8,186 $ 11,521
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Credit Risks Associated with Derivative Contracts Creditrisk associated with derivatives is measured as the net replacement cost
of derivative contracts in a receivable position in the event the counterparties of such contracts fail to perform under the terms of
those contracts. In managing derivative credit risk, both the current exposure, which is the replacement cost of contracts on the
measurement date, as well as an estimate of the potential change in value of contracts over their remaining lives are considered.
Counterparties to our derivative activities include financial institutions, central clearing parties, foreign and domestic government
agencies, corporations, funds (mutual funds, hedge funds, etc.), insurance companies and private clients as well as other HSBC
entities. These counterparties are subject to regular credit review by the credit risk management department. To minimize credit
risk, we may enter into legally enforceable master netting agreements which reduce risk by permitting the closeout and netting of
transactions with the same counterparty upon occurrence of certain events. In addition, we reduce credit risk by obtaining collateral
from counterparties. The determination of the need for and the levels of collateral will differ based on an assessment of the credit
risk of the counterparty and/or regulatory requirements.

The total risk in a derivative contract is a function of a number of variables, such as:

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

payments;

e current market events or trends;

e country risk;

e maturity and liquidity of contracts;

«  creditworthiness of the counterparties in the transaction;

* the existence of a master netting agreement among the counterparties; and

» existence and value of collateral received from counterparties to secure exposures.
The table below presents total credit risk exposure calculated using the general risk-based capital rules of the Basel 111 Standardized
Approach which includes the net positive mark-to-market of the derivative contracts plus any adjusted potential future exposure
as measured in reference to the notional amount. The regulatory capital rules recognize that bilateral netting agreements reduce
credit risk and, therefore, allow for reductions of risk-weighted assets when netting requirements have been met and collateral
exists. As a result, risk-weighted amounts for regulatory capital purposes are a portion of the original gross exposures. Furthermore,
many contracts contain provisions that allow us to close out the transaction if the counterparty fails to post required collateral. In

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

At December 31, 2019 2018

(in millions)

Risk associated with derivative contracts:

Total Credit TISK EXPOSUIE.....c.eeuiriiriirtirtirtirteet ettt ettt ettt sttt be st a ettt et ebeebesnesueas $ 33,076 $ 30,643
Less: collateral held against EXPOSULE. ........eeverueruerierieieieietieiteie ettt sttt sttt ettt ebeebesaeeaeas 7,704 5,251
Net Credit TISK @XPOSUIE .....cvereiiiiieiiriieieetteterie sttt sttt et ettt ettt s bt sbe bt e bese e e ess et eneeneeneeneeueeres $ 25372 § 25,392

The table below summarizes the risk profile of the counterparties to 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, 2019 2018
AAA O AA ettt ettt s b et s naeeaeen 46% 46%
e (o T USSR 41 44
BBBF 10 BBB ...ttt et sttt 11 8
BB 10 B ettt e sttt b et et e sat e e b e st e e bee e 2
COCH ANA DRIOW ...ttt ettt b et nens — —
L] | SRR URU SRR 100% 100%
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Liquidity and Capital Resources

Effective liquidity management is defined as ensuring we can meet customer loan requests, customer deposit maturities/withdrawals
and other cash commitments efficiently under both normal operating conditions and under unpredictable circumstances of industry
or market stress. To achieve this objective, we have guidelines that require sufficient liquidity to cover potential funding requirements
and to avoid over-dependence on volatile, less reliable funding markets. Guidelines are set for the consolidated balance sheet of
HSBC USA to ensure that it is a source of strength for our regulated, deposit-taking banking subsidiary, as well as to address the
more limited sources of liquidity available to it as a holding company. Similar guidelines are set for HSBC Bank USA to ensure
that it can meet its liquidity needs in various stress scenarios. Cash flow analysis, including stress testing scenarios, forms the basis
for liquidity management and contingency funding plans. See "Risk Management" in this MD&A for further discussion of our
approach towards liquidity and funding risk management, including information regarding the key measures employed to define,
monitor and control our liquidity and funding risk.

Interest Bearing Deposits with Banks totaled $2,038 million and $15,700 million at December 31, 2019 and 2018, respectively,
of which $1,801 million and $14,376 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 $17,838 million and $10,168 million at
December 31, 2019 and 2018, 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 $23,488 million and $17,041 million at December 31, 2019 and 2018, 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 $48,956 million and $46,049 million at
December 31, 2019 and 2018, respectively. See "Balance Sheet Review" in this MD&A for further analysis and discussion on
trends.

Short-Term Borrowings totaled $3,659 million and $4,180 million at December 31, 2019 and 2018, respectively. See "Balance
Sheet Review" in this MD&A for further analysis and discussion on short-term borrowing trends.

Deposits totaled $119,693 million and $110,955 million at December 31, 2019 and 2018, respectively, which included $95,253
million and $91,909 million, respectively, of core deposits as calculated in accordance with FFIEC guidelines. See "Balance Sheet
Review" in this MD&A for further analysis and discussion on deposit trends.

Long-Term Debt decreased to $26,697 million at December 31, 2019 from $30,628 million at December 31, 2018. The following
table summarizes issuances and retirements of long-term debt during 2019 and 2018:

Year Ended December 31, 2019 2018

(in millions)
LONG-tEIM AEDE ISSUC.......euieuieiieeietieit ettt ettt ettt e st ettt e e tesaestestesseese s ensenseneensenseneeneeneenes $ 4,680 $ 11,923
Long-term debt T@PAIA. ... .. ecieiieiee ettt ettt e st et re b reenbeeseenteenaenseenaenes (10,666) (14,704)
Net long-term debt TEPAIA ........coviiiiiiiiiiieieceeeee ettt ettt a e sre b e e e e sa e beessesbeessesseensesseensas $ (5,980) $ (2,781)

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 2019.

Under our shelf registration statement on file with the SEC, we may issue certain securities including debt securities and preferred
stock. We satisfy the eligibility requirements for designation as a "well-known seasoned issuer," which allows us to file a registration
statement that does not have a limit on issuance capacity. The ability to issue under the registration statement is limited by the
authority granted by the Board of Directors. During the first quarter of 2019, due to an anticipated decrease in utilization of the
shelf registration statement, the Board of Directors approved a reduction in the amount we are authorized to issue from $36,000
million at December 31, 2018 to $30,000 million, of which $16,705 million was available at December 31, 2019. HSBC Bank
USA has a $40,000 million Global Bank Note Program that provides for the issuance of subordinated and senior notes, of which
$13,293 million was available at December 31, 2019. We anticipate using the Global Bank Note Program more in the future as
part of our efforts designed to minimize overall funding costs while accessing diverse funding channels.

Asamember of the FHLB and the Federal Reserve Bank of New York, we have secured borrowing facilities which are collateralized
by loans and investment securities. At December 31, 2019, long-term debt included $1,000 million of borrowings from the FHLB
facility. Based upon the amounts pledged as collateral under these facilities, we have additional borrowing capacity ofup to $13,701
million.
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Preferred Equity SeeNote 18, "Preferred Stock," in the accompanying consolidated financial statements for information regarding
all outstanding preferred share issues.

Common Equity During the first quarter of 2019, HSBC USA received a common stock return of capital of $2.4 billion from its
subsidiary, HSBC Bank USA, and paid a distribution on its common stock of $2.4 billion from surplus capital to its parent, HSBC
North America.

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.c., the "supplementary leverage ratio" or "SLR"). Capital targets
are reviewed at least semi-annually to ensure they reflect our business mix and risk profile, as well as real-time conditions and
circumstances. The following table summarizes HSBC USA's Basel I1I capital ratios calculated as of December 31, 2019 and
2018:

2019 2018
Common equity Tier 1 capital to risk-weighted assets...........cceviriieriecienieieieee e 13.1% 13.6%
Tier 1 capital to risk-Weighted aSSELS.......ccuiiuiiiiiiieieiiee et e 14.1 14.6
Total capital to riSk-WeiZhted ASSELS .....cuieieriiriieiieieciieie ettt ae e ebesseensesneens 16.3 17.2
THEr 1 16VETAZE TAHOMW ..ot 9.9 11.0
Supplementary 1everage ratio™ ..............co.covoivieeeeeeeeeee oo 6.9 7.6

M Adjusted quarterly average assets, the Tier 1 leverage ratio denominator, reflects quarterly average assets adjusted for amounts permitted to be deducted from

Tier 1 capital.

@ Total leverage exposure, the SLR denominator, includes adjusted quarterly average assets plus certain off-balance sheet exposures.

We manage capital in accordance with HSBC Group policy. The HSBC North America Internal Capital Adequacy Assessment
Process ("ICAAP") works in conjunction with the HSBC Group's ICAAP. The HSBC North America ICAAP applies to HSBC
Bank USA and evaluates regulatory capital adequacy and capital adequacy under various stress scenarios. Our approach is to meet
our capital needs for these stress scenarios locally through activities which reduce risk. To the extent that local alternatives are
insufficient, as a wholly-owned subsidiary of HSBC, we would seek support from our ultimate parent. Regulatory capital
requirements are based on the amount of capital required to be held, plus applicable capital buffers, as defined by regulations, and
the amount of risk-weighted assets and leverage exposure, also calculated based on regulatory definitions.

We are subject to regulatory capital rules issued by U.S. banking regulators including Basel III (the "Basel III rule"). Under the
Basel 111 rule, there are two methods available to calculate risk-weighted assets, the generally-applicable Standardized Approach
and the Advanced Approaches, which are required in addition to the Standardized Approach for large banking organizations that
meet certain thresholds. In October 2019, the FRB and the other federal banking agencies jointly finalized rules to implement the
Economic Growth, Regulatory Relief and Consumer Protection Act ("Relief Act") that tailor the application of the enhanced
prudential standards for large bank holding companies ("BHCs") and foreign banking organizations (the "Tailoring Rules"). HSBC
North America and HSBC Bank USA will be subject to Category III standards beginning January 1, 2020. Prior to adoption of
the Tailoring Rules, HSBC North America and HSBC Bank USA had requested and received regulatory approval to opt out of the
Advanced Approaches and therefore have previously calculated and will continue to calculate their risk-based capital requirements
for credit risk solely under the Standardized Approach. For additional discussion of the Basel III final rule requirements, including
required minimum capital ratios, as well as further discussion of the Tailoring Rules and other recent regulatory developments and
their expected impact see Part I, "Regulation and Competition - Regulatory Capital and Liquidity Requirements," in this Form 10-
K. We continue to review the composition of our capital structure and capital buffers in light of these developments.

Capital Planning and Stress Testing The FRB requires IHCs and large BHCs, including HSBC North America, to comply with
the FRB's capital plan rule and CCAR program, as well as the annual supervisory stress tests conducted by the FRB, and annual
company-run stress tests as required under Dodd-Frank (collectively, "DFAST"), as amended by the Relief Act. Under the Tailoring
Rules, beginning January 1, 2020, HSBC North America is no longer subject to a mid-cycle stress testing requirement and is now
required to disclose its company-run stress test results only every other year. In October 2019, the OCC adopted a final rule
implementing the Relief Act which eliminated the requirement to conduct company-run stress tests for national banks with less
than $250 billion in total assets, such as HSBC Bank USA. As a result, HSBC Bank USA is no longer subject to the OCC's DFAST
requirements beginning in 2020. 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 company-run exercises, on the financial condition and capital adequacy of
a bank-holding company or bank over a nine quarter planning horizon. For further discussion on capital planning and stress testing,
including detail regarding the FRB's supervisory assessment as part of the CCAR process, as well as further discussion of the

76



HSBC USA Inc.

Tailoring Rules and other recent regulatory developments and their expected impact see Part I, "Regulation and Competition -
Regulatory Capital and Liquidity Requirements," in this Form 10-K.

HSBC North America submitted its latest CCAR capital plan and both HSBC North America and HSBC Bank USA submitted
their latest annual company-run DFAST results in April 2019. In July 2019, HSBC North America and HSBC Bank USA publicly
disclosed their latest annual DFAST results. In October 2019, HSBC North America submitted and publicly disclosed its latest
periodic DFAST results.

In June 2019, the FRB publicly disclosed its own DFAST and CCAR results and informed HSBC North America that it did not
object to HSBC North America's capital plan or the planned capital distributions included in its 2019 CCAR submission.

Stress testing results are based solely on hypothetical adverse stress scenarios and should not be viewed or interpreted as forecasts
of expected outcomes or capital adequacy or of the actual financial condition of HSBC North America or 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 America level, and also
separately for HSBC Bank USA, as a bank holding company we are required to meet minimum capital requirements imposed by
the FRB. We present our capital ratios, together with HSBC Bank USA's in Note 25, "Retained Earnings and Regulatory Capital
Requirements," in the accompanying consolidated financial statements.

HSBC USA Inc. HSBC USA is a wholly-owned subsidiary of HSBC North America, which is an indirect wholly-owned subsidiary
of HSBC, and the parent company of HSBC Bank USA and other subsidiaries through which we offer consumer and commercial
banking products and related financial services including derivatives, liquidity and cash management, trade finance and investment
solutions. Our main source of funds is 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 $138 million and $137 million in 2019 and 2018, respectively. During
2019 and 2018, 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 $77 million and $76 million in 2019 and 2018, respectively. HSBC USA did
not pay any dividends on its common stock during either 2019 or 2018. 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 2019 and 2018, HSBC USA did not make any capital contributions its subsidiary, HSBC Bank
USA.

As of December 31,2019, HSBC Bank USA has the ability to pay dividends under bank regulatory guidelines, as cumulative net
income for 2017 through 2019 exceeded dividends attributable to this period. Any reduction of permanent capital of HSBC Bank
USA would require OCC approval. See Note 25, "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
statements of federal regulatory agencies that indicate banking organizations should generally pay dividends out of current operating
earnings.

Subsidiaries AtDecember 31,2019, we had one major subsidiary, HSBC Bank USA. We manage substantially all of our operations
through HSBC Bank USA, which contributes to the funding of our businesses primarily through receiving deposits from customers;
the collection of receivable balances; issuing short-term, medium-term and long-term debt and selling residential mortgage loans.
The vast majority 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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2020 Funding Strategy Our current estimate for funding needs and sources for 2020 are summarized in the following table:

(in billions)
Increase (decrease) in funding needs:

INEt Chane 1N OGNS .....eeuviiuiiiiiiee ettt st sttt st b e sb e te b et e . $ 5
Net change in short-term investments and securities 12
Net change in trading and Other @SSELS ............cocvoiiiiiiiiiiiiiic s (22)
Total fUNding NEES.........coiiiiiiiiiiiii e $—(5)
Increase (decrease) in funding sources: -
INEt ChANEGE 11 AEPOSIES. .. .evieutieeierie ettt ettt ettt et et et e e e s aeeneesee e eesst e seesee s e enseseensesseenseeseenseeneeseeneenseeneas $ 4
Net change in trading and other short-term liabilities (6)
Net change in 1ong-term debt .........ccooiiiiiiii et ee . 3)
Total fUNAING SOUICES.......cuoviviiiiiiiiiiciiicicicc ettt ettt eaeas $—(5)

Reductions to trading assets are mainly related to select Fixed Income activities which will be consolidated in and operated from
Europe to better utilize HSBC's global scale, which allows us to record revenue as a business introducer and hold fewer assets on
our balance sheet.

The above table reflects a long-term funding strategy. Daily balances fluctuate as we accommodate customer needs, while ensuring
that we have liquidity in place to support the balance sheet maturity funding profile. Should market conditions deteriorate, we
have contingency plans to generate additional liquidity through the sales of assets or financing transactions. We remain confident
in our ability to access the market for long-term debt funding needs in the current market environment. We continue to seek well-
priced and stable customer deposits. We also continue to sell new agency-eligible mortgage loan originations to third parties.

HSBC Bank USA is subject to significant restrictions imposed by federal law on extensions of credit to, and certain other 'covered
transactions' with HSBC USA and other affiliates. For further discussion, see Part I, "Regulation and Competition - Affiliate
Transaction Restrictions," in this Form 10-K.

See "Risk Management" in this MD&A for further discussion relating to our sources of liquidity and contingency funding plan.

Capital Expenditures We made capital expenditures of $62 million and $20 million during 2019 and 2018, respectively. In addition
to these amounts, during 2019 and 2018, we capitalized $122 million and $121 million, respectively, relating to improving and
modernizing our business systems.

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

Contractual Cash Obligations The following table summarizes our long-term contractual cash obligations at December 31,2019
by period due:

2020 2021 2022 2023 2024 Thereafter Total
(in millions)
Long-term debt" ..., $ 7259 $ 6,025 $ 2230 $ 1,150 $ 1484 $ 8,549 $ 26,697
Other postretirement benefit obligations” 4 4 4 4 3 14 33
Operating lease obligations® ................. 133 138 135 130 124 228 888
Purchase obligations™®............cc.ccccoeuveunne.. 45 46 43 28 22 — 184
TOtal ..o $§ 7441 § 6213 § 2412 § 1312 § 1,633 § 8,791 § 27,802

(M Represents expected future payments related to our long-term debt instruments included in Note 14, "Long-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, 2019. See Note 21, "Pension and Other Postretirement Benefits," in the accompanying consolidated financial statements.

@  Represents expected future payments related to our operating lease liabilities included in Note 10, "Leases," 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.

78



HSBC USA Inc.

The pension obligation for our employees are the contractual obligation of HSBC North America and, 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.

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

The following table provides maturity information related to our credit derivatives and off-balance sheet arrangements. Many of
these commitments and guarantees expire unused or without default. In addition, implementation of our business strategy (as
described under the heading "Executive Overview - 2020 Business Update") will affect our contractual obligations over time,
including with respect to credit derivatives. As a result, we believe that the contractual amount is not representative of the actual
future credit exposure or funding requirements.

Balance at December 31,
2020 2021 2022 2023 2024 Thereafter 2019 2018

(in millions)

Standby letters of credit, net of

participations" ...........cccooeevenv. $ 5622 $ 2,744 $ 380 $ 348 § 220 $ 122 § 9436 $ 8972
Commercial letters of credit........ 88 38 — — — — 126 218
Credit derivatives® ..................... 6,206 4,052 5310 11,028 10,878 1,265 38,739 45,384
Other commitments to extend

credit:

Commercial® ..........c.ccoooe.... 19,866 10,101 11,999 21,239 23,040 1,946 88,191 89,302
CONSUMET ..c..eenveiienieniieieniieieane 7,906 — — — — — 7,906 7,927
TOtal. ..o $ 39,688 $ 16,935 $ 17,680 $ 32,615 $ 34,138 $ 3,333 $144,398 $151,803

M Includes $1,623 million and $1,321 million issued for the benefit of HSBC affiliates at December 31, 2019 and 2018, respectively.
@ Includes $18,391 million and $25,734 million issued for the benefit of HSBC affiliates at December 31, 2019 and 2018, respectively.
©®  Includes $1,302 million and $2,045 million issued for the benefit of HSBC affiliates at December 31, 2019 and 2018, respectively.

Letters of Credit A letter of credit may be issued for the benefit of a customer, authorizing a third 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 is drawn down on the occurrence of an expected underlying transaction, such as the delivery
of goods. Upon the occurrence of the transaction, the amount drawn under the commercial letter of credit is recorded as
a receivable from the customer in other assets and as a liability 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 a financial standby letter of credit, fails to repay an outstanding
loan or debt instrument. See Note 27, "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.
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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 a guarantee, are accounted for as derivative instruments and are carried at fair value.
The commitment amount included in the table above is the maximum amount that we could be required to pay, without consideration
of the approximately equal amount receivable from third parties and any associated collateral. See Note 27, "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 the form of loans, participations in loans, lease financing receivables, or similar transactions. Consumer
commitments are comprised of certain unused MasterCard/Visa credit card lines, where we have the right to change terms or
conditions upon notification to the customer, and commitments to extend credit secured by residential properties, where we have
the right to change terms or conditions, for cause, upon notification to the customer. Commercial commitments comprise primarily
those related to secured and unsecured loans and lines of credit.

In addition to the above, we have established and manage a number of constant net asset value ("CNAV") money market funds
that invest in shorter-dated highly-rated money market securities to provide investors with a highly liquid and secure investment.
These funds price the assets in their portfolio on an amortized cost basis, which enables them to create and liquidate shares at a
constant price. The funds, however, are not permitted to price their portfolios at amortized cost if that amount varies by more than
50 basis points from the portfolio's market value. In that case, the fund would be required to price its portfolio at market value and
consequently would no longer be able to create or liquidate shares at a constant price. We do not consolidate the CNAV funds
because we do not absorb the majority of the expected future risk associated with the fund's assets, including interest rate, liquidity,
credit and other relevant risks that are expected to affect the value of the assets.

Fair Value

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

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

*  the level of bid-ask spreads;

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

*  whether only a few transactions are observed over a significant period of time;

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

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

»  whether significant adjustments are made to the observed pricing information or model output to determine the fair value.
Level 1 inputs are unadjusted quoted prices in active markets that the reporting entity has the ability to access for identical assets
or liabilities. A financial instrument is classified as a Level 1 measurement if it is listed on an exchange or is an instrument actively
traded in the over-the-counter ("OTC") market where transactions occur with sufficient frequency and volume. We regard financial
instruments such as debt securities, equity securities and derivative contracts listed on the primary exchanges of a country to be
actively traded. Non-exchange-traded instruments classified as Level 1 assets include securities issued by the U.S. Treasury, to-

be-announced securities, non-callable securities issued by U.S. Government sponsored enterprises and certain foreign government-
backed debt.

Level 2 inputs are those that are observable either directly or indirectly but do not qualify as Level 1 inputs. We classify mortgage
pass-through securities, agency and certain non-agency mortgage collateralized obligations, 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
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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 comparable assets and liabilities to validate the fair value of these instruments. We have
established a process to understand the methodologies and inputs used by the third party pricing services to ensure that pricing
information meets the fair value objective and, where appropriate, this pricing data is back-tested to market trade executions.
Where significant differences arise among the independent pricing quotes and the internally determined fair value, we investigate
and reconcile the differences. Ifthe investigation results in a significant adjustment to the fair value, the instrument will be classified
as Level 3 within the fair value hierarchy. In general, we have observed that there is a correlation between the credit standing and
the market liquidity of a non-derivative instrument.

Level 2 derivative instruments are generally valued based on discounted future cash flows or an option pricing model adjusted for
counterparty credit risk and market liquidity. The fair value of certain derivative products is determined using valuation techniques
based on inputs derived from observable indices traded in the OTC market. Appropriate control processes and procedures have
been applied to ensure that the derived inputs are applied to value only those instruments that share similar risks to the relevant
benchmark indices and therefore demonstrate a similar response to market factors.

Level 3 inputs are unobservable estimates that management expects market participants would use to determine the fair value of
the asset or liability. That is, Level 3 inputs incorporate market participants' assumptions about risk and the risk premium required
by market participants in order to bear that risk. We develop Level 3 inputs based on the best information available in the
circumstances. At December 31, 2019 and 2018, our Level 3 measurements included the following: 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 unobservable, certain
corporate debt securities, certain asset-backed securities, impaired commercial loans, derivatives referenced 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, at December 31, 2018, collateralized debt obligations
("CDOs") for which there was a lack of pricing transparency due to market illiquidity and a contingent consideration receivable
associated with the sale of a portion of our PB business. See Note 28, "Fair Value Measurements," in the accompanying consolidated
financial statements for additional information on Level 3 inputs.

Level 3 Measurements The following table provides information about Level 3 assets/liabilities in relation to total assets/liabilities
measured at fair value at December 31, 2019 and 2018:

At December 31, 2019 2018
(dollars are in millions)
Level 3 asSets') ) oo $ 1,349 §$§ 2,338
Total assets measured at fair value™ ™ ..o 98,322 81,125
Level 3 HADIIHES") ........o.oooeoeeceeeeeeeee e 1,350 1,550
Total liabilities measured at fair value'.............cc.ccoooriuivieoeceeeeeeeeee e 55,224 52,587
Level 3 assets as a percent of total assets measured at fair value..........cocceoererereneneieecececeee 1.4% 2.9%
Level 3 liabilities as a percent of total liabilities measured at fair value..........cccececeevinvenccnincncnnns 2.4% 2.9%

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

@ Includes $925 million of recurring Level 3 assets and $424 million of non-recurring Level 3 assets at December 31, 2019. Includes $2,301 million of recurring

Level 3 assets and $37 million of non-recurring Level 3 assets at December 31, 2018.

@ Includes $97,866 million of assets measured on a recurring basis and $456 million of assets measured on a non-recurring basis at December 31, 2019. Includes

$81,030 million of assets measured on a recurring basis and $95 million of assets measured on a non-recurring basis at December 31, 2018.

Significant Changes in Fair Value for Level 3 Assets and Liabilities In 2019, one of our unconsolidated VIEs was unwound and
our investment in the VIE along with the related derivatives were terminated. Our investment in the VIE, which was a level 3 asset
measured at fair value on a recurring basis, had a carrying value of $1,293 million at the time of unwind. See Note 26, "Variable
Interest Entities," in the accompanying consolidated financial statements for additional information.

See Note 28, "Fair Value Measurements," in the accompanying consolidated financial statements for information on additions to
and transfers into (out of) Level 3 measurements during 2019 and 2018 as well as for further details including the classification
hierarchy associated with assets and liabilities measured at fair value.

Effect of Changes in Significant Unobservable Inputs The fair value of certain financial instruments is measured using valuation
techniques that incorporate pricing assumptions not supported by, derived from or corroborated by observable market data. The
resultant fair value measurements are dependent on unobservable input parameters which can be selected from a range of estimates
and may be interdependent. Changes in one or more of the significant unobservable input parameters may change the fair value
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measurements of these financial instruments. For the purpose of preparing the financial statements, the final valuation inputs
selected are based on management's best judgment that reflect the assumptions market participants would use in pricing similar
assets or liabilities.

The unobservable input parameters selected are subject to the internal valuation control processes and procedures. When we
perform a test of all the significant input parameters to the extreme values within the range at the same time, it could result in an
increase of the overall fair value measurement of approximately $45 million or a decrease of the overall fair value measurement
of approximately $2 million at December 31, 2019. The effect of changes in significant unobservable input parameters are primarily
driven by the uncertainty in determining the fair value of credit derivatives executed against certain insurers and certain deal-
contingent forward starting interest rate derivatives.

Risk Management

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

Our risk management framework We use a comprehensive risk management framework across the organization and across all risk
types underpinned by our risk culture. This framework fosters continuous monitoring, promotes risk awareness and encourages
sound operational and strategic decision-making. It also ensures a consistent approach to identifying, assessing, managing and
reporting the risks we accept and incur in our activities.

Our risk culture refers to norms, attitudes and behaviors related to risk awareness, risk taking and risk management. We have long
recognized the importance of a strong risk management culture, the fostering of which is a key 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 remains in 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 culture is also 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-financial objectives, which are
aligned to our risk appetite and strategy.

Maintaining a conservative risk profile is a core part of our philosophy. This philosophy encompasses: maintaining a strong capital
position defined by regulatory and internal capital ratios; having effective liquidity and funding management; generating returns
thatare in line with risk taken; and maintaining a sustainable and diversified earnings mix, delivering consistent 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;

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

*  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. 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 ("CRO") 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 owns the risks and is responsible for identifying, recording, reporting and managing them in line with risk appetite, and
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ensuring that the right controls and assessments are in place to mitigate them. The Second LoD sets the policy and guidelines for
managing specific risk areas, provides advice and guidance in relation to the risk, and challenges the First LoD on effective risk
management. The Third LoD is our Internal Audit function, which provides independent assurance that our risk management,
governance and internal control processes are designed and operating effectively.

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 employees are required 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 profiles and forward-looking risk identification and management. Our Risk function
is made up of sub-functions covering all risks to our business. The Risk function forms part of the Second LoD. It is independent
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 ("CEO"), to the Risk Committee of the
Board of Directors and to the HSBC Group CRO. Executive accountability for the ongoing monitoring, assessment and management
of the risk 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 meetings:
» the Asset and Liability Management Committee ("ALCO");
» the Financial 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 as the RMM, have separate charters which detail their respective roles and responsibilities.

The ALCO provides oversight of all capital, liquidity, interest rate and market risk and is chaired by the HUSI Chief Financial
Officer. ALCO sets the limits of acceptable risk, monitors the adequacy of the tools used to measure risk and assesses the adequacy
of reporting. In managing these risks, we seek to protect both our income stream and the value of our assets. ALCO also conducts
contingency planning with regard to liquidity.

The FCRMC is the formal governance committee set up to ensure effective management of financial crime risk and to support the
CEO in carrying out his financial 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, is the 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 compliance departments and other invited parties. The RRCSCs provide decision-making and guidance in 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 line of business 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 a written 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 both financial and non-financial risks. Non-financial risk is defined as the risk to achieving
our strategy or objectives as a result of inadequate or failed internal processes, people and systems or from external events.

Performance against the RAS metrics is monitored by senior management and reported to the RMM on a monthly basis,
enabling senior management to monitor the risk profile and guide business activity to balance risk 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 profile is one of the key tools in 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 a top down view of risk and return objectives. Performance that
falls outside of risk appetite is highlighted and appropriate mitigation actions are determined.

&3



HSBC USA Inc.

Risk map - We utilize a risk map to provide a point-in-time view of our residual risk profile across a range of both financial
and non-financial 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 a rating justification to outline the key issues and monitoring and mitigating action plans to be in place to
manage the risk down to acceptable levels.

Top and emerging risks - We use a top 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. The top and emerging risks
framework enables us to take action which either stop these risks from materializing or limit their impact. We proactively
assess the internal and external risk environment as well as review the themes identified across our businesses and functions
to update our top and emerging risks as necessary. We define a 'top risk' as a thematic issue that may form and crystallize
between six months and one year and that has the potential to materially affect our financial results, reputation or business
model. The impact of a 'top risk' may be well understood by senior management and some mitigating actions may already
be in place. An 'emerging risk' is a thematic issue with large unknown components that may form and crystallize beyond
a one-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 plans for an 'emerging risk' are likely to be minimal, reflecting the uncertain nature
of these risks at this stage.

Risk identification - Risk identification is a tool that allows us to provide 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 process is integrated with and built upon existing risk management tools
such as top and emerging risk reporting as well as risk and control assessments. The risk identification process takes 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 Directors every quarter. Material risks identified
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 own internal stress tests. Internal stress test scenarios are closely aligned to our assessment of top and emerging
risks and help inform risk appetite thresholds. These may prompt management actions, including a reduction in limits or
direct exposures, or closer monitoring of exposures sensitive to stress.

Models - In the course of our regular risk management activities, we use 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 actual stressed market conditions, these assumptions and
relationships may no longer hold, causing actual experience to differ significantly from the results predicted in the model.
Consequently, model results may be considered reasonable estimates, with the understanding that actual results may differ
significantly from model projections.

Key developments in 2019 In 2019, we undertook a number of key initiatives to enhance our approach to the management of risk.
These included:

We continued to strengthen our approach to managing non-financial risk, as set out in the Operational Risk Management
Framework ("ORMF"). The ORMF sets out our approach to governance and risk appetite. It enables a single view of
non-financial risks that matter the most and associated controls. This is overseen by the Operational Risk function, headed
by the U.S. Head of Operational Risk.

We simplified our risk taxonomy through consolidating certain existing risks into broader categories. These changes
streamline risk reporting and promote common language in our risk management approach. Further simplification will
continue during 2020, including the combining of our two key risk management frameworks.

We formed a Resilience Risk sub-function to reflect the growing regulatory importance of operational resilience. The

leadership of the Resilience Risk function in the United States is the responsibility of the U.S. Head of Resilience Risk.
See below for further discussion of resilience risk.

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

Credit risk is the risk of financial loss if a customer or counterparty fails to meet an obligation under a contract;

Capital and liquidity risk is the risk of having insufficient capital, liquidity or funding resources to meet financial obligations
and satisfy regulatory requirements, including pension risk;
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*  Market risk is the risk that movements in market factors, such as foreign exchange rates, interest rates, credit spreads,
equity prices and commodity prices, will reduce our income or the value of our portfolios;

*  Resilience risk is the risk that we are unable to provide critical services to our customers, affiliates and counterparties as
a result of sustained and significant operational disruption;

*  Regulatory compliance risk is the risk that we fail to observe the letter and spirit of relevant laws, codes, rules, regulations
and standards of good market practice, which as a consequence incur fines and penalties and suffer damage to our business;

»  Financial crime and fraud risk is the risk that we knowingly or unknowingly help parties to commit or to further potentially
illegal activity, including both internal and external fraud;

*  Strategic risk is the risk that the business will fail to identify, execute and react appropriately to opportunities and/or threats
arising from changes in the market, some of which may emerge over a number of years such as changing economic and
political circumstances, customer requirements, demographic trends, regulatory developments or competitor action;

*  Modelriskis the potential for adverse consequences from business decisions informed by models, which can be exacerbated
by errors in methodology, design or the way they are used.

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

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

»  partner with and challenge our businesses in defining, implementing and continually re-evaluating our risk appetite under
actual and scenario conditions; and

» ensure there is independent 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;
* investment portfolios;

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

»  derivative financial instruments, such as interest rate swaps, which may represent an exposure to the counterparty to the
contract.

While credit risk exists widely in our operations, diversification among various commercial and consumer portfolios helps to
lessen risk exposure. Day-to-day management of credit and market risk is performed by the Chief Credit Officer/Head of Wholesale
Credit and Market Risk North America and the HSBC North America RBWM Chief Risk Officer, who report directly to the CRO
and maintain independent risk functions. The credit risk associated with wholesale commercial portfolios is managed by the Chief
Credit Officer, while credit risk associated with retail consumer loan portfolios, such as credit cards, installment loans and residential
mortgages, is managed by the RBWM Chief Risk Officer. Further discussion of credit risk, including risk associated with cross-
border exposures, can be found under the "Credit Quality" caption in this MD&A.

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 continues to refine "early warning" indicators and reporting,
including stress testing scenarios on the basis of recent experience. These risk management tools are embedded within our business
planning process. Action has been taken, where necessary, to improve our resilience to risks associated with the current market
conditions by selectively discontinuing business lines or products, closely managing underwriting criteria and investing in improved
fraud prevention technologies.

The responsibilities of the Credit Risk function include:

»  Formulating credit risk policies — Our policies are designed to ensure that all of our various retail and wholesale business
units operate within clear standards of acceptable credit risk. Our policies ensure that 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 various lending units. However, most wholesale 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 material credits with the HSBC Group Credit Risk which, subject to certain agreed-
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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.

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 arises when the underlying value of the property securing a retail loan loses value due to macroeconomic,
local 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 this risk.

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. This ratings system is comprised of a 23 category customer risk rating, which considers the probability of default
of an obligor and a separate assessment of a transaction's potential loss given default. Each credit grade has a probability
of default estimate. Rating methodologies are based upon a wide 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 grades rests in 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 in certain internal 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.

Monitoring portfolio performance — Credit data warehouses have been implemented to centralize the reporting of credit
risk, support the analysis of risk and to calculate credit loss reserves. This data warehouse also supports HSBC's wider
effort to meet the requirements of Basel I1I and to generate credit reports for management and the Board of Directors.

Establishing counterparty and portfolio limits — We monitor and limit our wholesale exposure to individual counterparties
and to the combined exposure of related counterparties. In addition, selected industry portfolios, such as real 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. Retail establishes portfolio limits by product as well as limits on new products
and higher-risk segments such as investment property, high LTV mortgages and credit cards which are targeted beyond
our historical customer base. These limits are approved by the RBWM Chief Risk Officer and monitored by a retail credit
risk management committee. Counterparty credit exposure related to derivative activities is 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, termination clauses, and off-setting positions within the portfolio.

Managing problem loans — Special attention is paid to problem loans. When appropriate, our wholesale Loan Management
Unit and retail Collection and Recovery teams provide customers with 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 and the RBWM Chief Risk Officer share responsibility
with the Chief Financial Officer for establishing appropriate levels of allowances for credit losses inherent in various
loan portfolios.

Sustainability risk is a component of credit risk and represents the risk that financial services provided to customers indirectly
result in unacceptable impacts on people or on the environment. We measure sustainability risk by assessing the potential
sustainability impacts of a customer's activities and assigning a sustainability risk rating. Sustainability risk is monitored by the
businesses and the Credit Approval Unit, as well as HSBC Group Sustainability Risk. Sustainability risk managers in the Wholesale
Credit Risk function, with input from HSBC Group Sustainability Risk, are responsible for advising our businesses on managing
environmental and social risks. The Wholesale Credit Risk function's responsibilities in relation to sustainability risk include:

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 escalating transactions to HSBC Group Sustainability Risk
where sustainability risks are assessed to be high and approving transactions where sustainability risks are of a lower
magnitude; and

providing training and capacity building within our businesses to ensure sustainability risks are identified and mitigated
consistently.

Credit Review is an independent and critical Second LoD function. Its mission is to identify and evaluate 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
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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
policies and procedures and applicable regulatory requirements. For example, this includes the unilateral authority to independently
assess and revise customer risk ratings, facility grades and loss given default estimates. To ensure its independent 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 access to the Risk Committee and executive sessions at the discretion 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.

Capital and Liquidity Risk Management Capital and liquidity risk arises from changes to the respective buffers and risk profiles
driven by customer behavior and the external environment.

Capital risk is the risk that we fail to meet our regulatory capital requirements. Capital risk arises from a deterioration in the capital
base due to losses and increased risk profile from management activity or the external environment. We aim to maintain a strong
capital base to support the risks inherent in our business and invest in accordance with our strategy, meeting regulatory capital
requirements at all times. See "Liquidity and Capital Resources" in this MD&A for a full discussion of our approach to capital
risk management, including our capital ratios and regulatory capital requirements.

Liquidity and funding 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. Liquidity and funding risk arises from mismatches in the timing of cash flows or when illiquid asset positions
cannot be funded at the expected terms and when required. We continuously monitor the impact of market events on our liquidity
positions and will continue to adapt our liquidity and funding 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, as the markets increasingly view debt issuances from the separate companies within
the context of our common parent company. Liquidity and funding risk management is performed at the HSBC North America,
HSBC USA and HSBC Bank USA levels. Each entity is required to have sufficient liquidity for a crisis situation.

ALCO 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,
and the ability to access wholesale funding markets. In addition to base case projections, multiple stress scenarios are generated
to simulate crisis conditions, including:

*  run-off of non-stable deposits;

*  inability to renew maturing interbank funding;

* draw-downs of committed loan facilities;

* decreases in 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

* 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 and funding risk management, we employ the measures discussed below to define,
monitor and control our liquidity and funding risk in accordance with HSBC policy.

The Basel Committee based Liquidity Coverage Ratio ("LCR") is designed to be a short-term liquidity measure to ensure banks
have sufficient High Quality Liquid Assets ("HQLA") to cover net stressed cash outflows over the next 30 days. At both December
31,2019 and 2018, HSBC USA's LCR under the EU LCR rule exceeded 100 percent. A LCR of 100 percent or higher reflects an
unencumbered HQLA balance that is equal to or exceeds liquidity needs for a 30 calendar day liquidity stress scenario. HQLA
consists of cash or assets that can be converted into cash at little or no loss of value in private markets. HSBC North America and
HSBC Bank USA are also subject to the U.S. LCR rule. Under the U.S. rule, U.S. institutions, including HSBC North America
and HSBC Bank USA, are currently required to maintain a minimum LCR of 100 percent and report LCR to U.S. regulators on
adaily basis. During 2019, HSBC Bank USA's LCR under the U.S. LCR rule remained above the 100 percent minimum requirement.
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The European calibration of the Basel Committee based NSFR, which is a longer term liquidity measure with a 12-month time
horizon to ensure a sustainable maturity structure of assets and liabilities, is still pending. Therefore, our calculation of NSFR is
based on our current interpretation and understanding of the Basel Committee NSFR guidance, which may differ in future periods
depending on completion of the European calibration and further implementation guidance from regulators. At both December
31,2019 and 2018, HSBC USA's estimated NSFR exceeded 100 percent. A NSFR of 100 percent or more reflects an available
stable funding balance from liabilities and capital over the next 12 months that is equal to or exceeds the required amount of
funding for assets and off-balance sheet exposures. In April 2016, U.S. regulators issued for public comment a proposal to implement
the NSFR in the United States, applicable to certain large banking organizations, including HSBC North America and HSBC Bank
USA. At both December 31, 2019 and 2018, HSBC Bank USA's estimated NSFR, based on our current interpretation and
understanding of the proposed U.S. NSFR rule, exceeded 100 percent.

As discussed further in Part 1, "Regulation and Competition - Regulatory Capital and Liquidity Requirements," in this Form 10-
K, the Tailoring Rules reduced the regulatory LCR requirement for HSBC North America and HSBC Bank USA from 100 to 85
percent beginning January 1,2020. The Tailoring Rules also indicate that an 85 percent NSFR would apply to HSBC North America
and HSBC Bank USA once the NSFR rule is finalized.

HSBC North America and HSBC Bank USA maintain their liquidity profiles to support compliance with these rules. HSBC North
America and HSBC Bank USA may need to make further changes to their liquidity profiles to support compliance with any future
rules.

ALCO also maintains a liquidity management and contingency funding plan ("Contingency Funding Plan"), which identifies
certain potential early warning indicators of liquidity problems, and actions that can be taken both initially and in the event of a
liquidity crisis, to minimize the long-term impact on our businesses and customer relationships. The Contingency Funding Plan
is reviewed annually and approved by the Risk Committee of our Board of Directors. We recognize a liquidity crisis can either be
specific to us, relating to our ability to meet our obligations in a timely manner, or market-wide, caused by a macro 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. At the onset of a
crisis, liquidity needs would be satisfied primarily with unsecured wholesale market funding. If the crisis escalates, 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 a liquidity crisis.

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 and funding risk
management framework through challenge and review of existing processes and recommending areas that need improvement to
the RMM. LRM serves as an advisory function to senior management to ensure front line units with 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 processes including stress testing
and ratio calculations.

Our liquidity and funding risk management approach includes deposits, supplemented by wholesale borrowing to fund our balance
sheet, and using security sales or secured borrowings for liquidity stress situations in our liquidity contingency plans. In addition,
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 ability to regularly attract wholesale funds at a competitive cost is enhanced by strong ratings from the major credit ratings
agencies. The following table reflects the short and long-term credit ratings of HSBC USA and HSBC Bank USA at December
31,2019:

Moody's S&P Fitch
HSBC USA:
Short-term DOTTOWINES. .....cveieieieiieiieieieeiteere ettt P-1 A-1 F1+
Long-term/senior debt ..........cccccveiririiiniiiiinine e A2 A A+
HSBC Bank USA:
Short-term DOITOWINGS. ... .cveeeieieiieiieiieiieteee ettt eee e P-1 A-1+ F1+
Long-term/senior debt ..........ccccoueiiireriririninene ettt Aa3 AA- A+
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Rating agencies continue to evaluate economic and geopolitical trends, regulatory developments, future profitability, risk
management practices and legal matters, all of which could lead to adverse ratings actions.

During the fourth quarter of 2019, S&P and Moody's both changed their rating outlooks for HSBC USA and HSBC Bank USA to
negative from stable following similar changes in outlook to negative from stable for HSBC. The outlook changes came after
HSBC announced that it no longer expected to reach its 2020 return on tangible equity target and was planning potentially significant
restructuring. The negative outlooks reflect the implementation challenges of the planned restructuring in the context of a weakening
external environment. While the outlooks changed, S&P and Moody's both affirmed their long- and short-term issuer credit ratings
for HSBC USA and HSBC Bank USA.

In addition, during the fourth quarter of 2019, Fitch downgraded the long-term debt ratings of both HSBC USA and HSBC Bank
USA by one notch to A+ and maintained a negative rating watch following a similar rating action for HSBC. The rating downgrade
reflects a downward revision by Fitch of the HSBC Group's business model, execution and earnings viability scores which came
after HSBC announced that it had lowered its return targets and was planning potentially significant restructuring as discussed
above. Fitch believes this announcement highlights weakness in the stability of the HSBC Group's business model and the earnings
capacity of its geographic footprint. As part of this review, the short-term ratings of both HSBC USA and HSBC Bank USA were
re-affirmed.

While these rating actions by S&P, Moody's and Fitch did not have a material impact on our borrowing costs or liquidity, any
future actions could have such an impact. Although we closely monitor and strive to manage factors influencing our credit ratings,
there is no assurance that our credit ratings will not change in the future. At December 31, 2019, 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.

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

Cash resources, short-term investments and a trading asset portfolio are available to provide highly liquid funding for us. Additional
liquidity is provided by available-for-sale and held-to-maturity debt securities. Approximately $2,762 million of the debt securities
in these portfolios at December 31, 2019 are expected to mature in 2020. The remaining $46,194 million of debt securities not
expected to mature in 2020 are available to 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. In 2019, we did not sell or
securitize any residential mortgage loan portfolios other than the normal sales of agency-eligible mortgage loan originations.

It is the 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, the remaining availability of our debt issuance programs and our funding
strategy.

Pension risk is a component of capital and liquidity risk and represents the risk of increased costs from offering post-employment
benefit plans to our employees. Certain employees are eligible to participate in the HSBC North America qualified defined benefit
pension plan which has been frozen. While plan assets were higher than projected plan liabilities resulting in an over-funded status
of approximately $65 million at December 31, 2019, changes in market conditions could result in an under-funded status occurring
in future periods. Because these obligations relate to the HSBC North America pension plan, only a portion of any 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 any 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 21, "Pension and Other Postretirement Benefits," in the accompanying consolidated financial statements for further
information concerning the HSBC North America defined benefit plan.

Market Risk Management Exposure to market risk is separated into two portfolios:
*  Trading portfolios comprise positions arising from market-making and warehousing of client-derived positions.
*  Non-trading portfolios comprise positions that primarily arise from the interest rate management of our retail and
commercial banking assets and liabilities and financial investments classified as available-for-sale and held-to-maturity.

We apply similar risk management policies and measurement techniques to both trading and non-trading portfolios. Our objective
is to manage and control market risk exposures to optimize return on risk while maintaining a market profile consistent with our
established risk appetite.
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The nature of the hedging and risk mitigation strategies performed corresponds to the market risk management instruments available.
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
Directors and the RMM, as well as the 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 America which 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 a daily 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 ensure that they remain within our risk appetite and business plans. We are committed to the ongoing development
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 portfolios is based on a policy of restricting operations to trading within
a list of permissible instruments ultimately approved by HSBC Group Risk as well as enforcing new product approval procedures
through a dedicated committee.

Market risk measures We use a range 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 the impact of a one basis point change in the yield curve. We use sensitivity analysis to 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 factors in determining the level of limits set.

Value at Risk ("VaR") VaR is a technique for estimating potential losses on risk positions as a result of movements in market rates
and prices over a specified time horizon and to a given level of confidence. The use of VaR is integrated into market risk management
and calculated for all trading positions regardless of how we capitalize them. In addition, we calculate VaR for non-trading portfolios
to have a complete picture of risk. Where we do not calculate VaR explicitly, we use alternative 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 rates and prices are calculated with reference to foreign exchange rates, commodity prices, interest rates
and the associated volatilities;

»  potential market movements utilized for VaR are calculated with reference to data from the past two years;
» scenario profit and losses are calculated utilizing the market scenarios for all relevant risk factors; and

*  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 a valuable guide to risk, VaR should always be viewed in the context of its limitations. For example:

» theuse of historical data as a proxy for estimating future events may not encompass all potential events, particularly those
which are extreme in nature;

» the use of a holding 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 all positions fully;

» theuse ofa99 percent confidence level does not take into account losses that might occur beyond this level of confidence;
and

*  VaR s calculated on the basis of exposures outstanding at the close of business and therefore does not necessarily reflect
intra-day exposures.

The risks 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 a regular 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 potential 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 a one-day holding period based on a one year historical period that is
calibrated to the most volatile period for the trading portfolio.

Stress testing Stress testing is an important procedure that is integrated into our market risk management framework to evaluate
the potential impact on portfolio values of more extreme, although plausible, events or movements in 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. The risk appetite around potential stress losses is set and monitored against corresponding limits.

The process is governed by the Stress Testing Review Group forum which, in conjunction with regional risk management, determines
the scenarios to be applied. Main scenario types are as follows:

» single risk factor stress scenarios that are unlikely to be captured within the VaR models, such as the break of a currency
peg;

» technical scenarios that incorporate the largest move in each risk factor independent from any underlying market
correlation;

* hypothetical scenarios are mainly built on potential macroeconomic events, for example, the slowdown in mainland China
and the potential effects of a sovereign debt default, including its wider contagion effects, curves steepening or flattening
scenarios; and

» 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 a fixed loss. The stress testing process identifies which
scenarios lead to this loss. The rationale behind the reverse stress test is to understand scenarios 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 2019 The global market environment was characterized by slowing global economic conditions, trade tensions
between the United States and China, and other geopolitical events.

Global economic growth slowed as trade tensions between the United States and China impacted global trade growth and eroded
further confidence in the global economy. The FRB took a policy easing stance in 2019 as they cut interest rates three times during
the year. In mid-September, a sudden spike in short term repurchase agreement funding rates resulted in FRB intervention via the
establishment of overnight and term repurchase agreement facilities and U.S. Treasury buybacks.

In 2019, we observed material volatility in Latin America, driven by changes in the political establishment and social unrest. These
geopolitical events eroded investor confidence and led to a reduction in client risk appetite in those regions.

However, in the fourth quarter of 2019, the announcement of a trade deal between the United States and China drove overall "risk-
on" sentiment by investors for developed markets. Further, in Latin America, we observed easing of social unrest close to year-
end, which reduced local market volatility. Ongoing strength regarding the U.S. labor market and low unemployment remained
through the year and the S&P 500 index hit a record high to close out 2019. A focus on global economic indicators with a backdrop
of political uncertainty, as the United States enters a presidential election year, will be a significant theme in 2020.

Trading Portfolios Trading VaR generates from the Global Markets unit of the GB&M business segment. Portfolios are mainly
comprised of foreign exchange products, interest rate swaps, credit default swaps and precious metals (i.e., gold, silver, platinum)
in both North America and emerging markets

Trading VaR at December 31, 2019 was relatively flat as compared with December 31, 2018 as the Global Markets business in
the United States continued to focus on customer facilitation and interest rate derivative markets. Interest rate risk is the main
driver of exposure.
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The following graph summarizes daily VaR for our trading portfolios at a 99 percent confidence level (in millions):
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The following table summarizes our trading VaR for 2019 and 2018:

Foreign
exchange and Portfolio
commodity Interest rate Credit Spread diversification Total®
(in millions)

At December 31,2019...............ccocoovviienennnn. $ 1 $ 6 $ 1 3 2) 3 6
Full Year 2019

AVETAZE ..ottt 2 6 1 A3

MaAXIMUM ... 5 8 2

Minimum —

At December 31,2018..............ccooevviieiiens $ 23 6 $ 1 $ 3) 3 6
Full Year 2018

AVETAZE ..ottt 2 6 1 3) 6
MAXIMUM ... 5 11 2 10
MINIMUI o — 3 — 4

M Portfolio diversification is the market risk dispersion effect of holding a portfolio containing different risk types. It represents the reduction in unsystematic

market risk that occurs when combining a number of different risk types, for example, foreign exchange, interest rate and credit spread, together in one
portfolio. It is measured as the difference between the sum of the VaR by individual risk type and the combined total VaR. A negative number represents the
benefit of portfolio diversification. As the maximum and minimum occur on different days for different risk types, it is not meaningful to calculate a portfolio
diversification benefit for these measures.

@ The total VaR is non-additive across risk types due to diversification effects. For presentation purposes, portfolio diversification of the VaR for trading

portfolios includes VaR-based risk-not-in-VaR.

Back-testing We routinely validate the accuracy of our VaR models by back-testing them against hypothetical profit and loss that
excludes non-modeled items such as fees, commissions and revenues of intra-day transactions from the actual reported profit and
loss. We would expect, on average, to see two or three profits and two or three losses in excess of VaR at the 99 percent confidence
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 is important
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 2019, we experienced three profit and two loss back-testing exceptions. A profit exception in March and a loss exception in
April were mainly driven by precious metal future and spot price movements. A loss exception in June was primarily driven by
market volatility in emerging market currencies and rates. A profit exception in July was driven by a large drop in market yields
outside of historical distribution and a profit exception in August was driven by Argentina market volatility.

Non-trading Portfolios Non-trading VaR predominantly relates to Balance Sheet Management 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 higher at December 31, 2019 as compared with December 31, 2018 due primarily to increased volatility in
the historical VaR time series. Investment portfolio overall size and asset allocation were stable during the year.
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The following table summarizes our non-trading VaR for 2019 and 2018:

Portfolio
Interest rate Credit Spread diversification® Total®

(in millions)

AtDecember 31,2019 ... $ 37§ 48 3 as) $ 67
Full Year 2019

AVETAZE ..ottt ettt sttt 32 31 (18) 45
MAXIMUIN ...ttt e e et e et e e e aeeeeveeeeaaeeans 48 53 70
Minimum 20 18 33
At December 31, 2018 ..........cccooooiiiiiiiiccecee e $ 2 % 18§ ©) $ 34
Full Year 2018

AVETAZE ..ottt ettt sttt 55 20 17) 58
MAXIMUIN ..ottt e e et e e eaaeeeaeeeaeeeeaneeans 80 22 79
IMIIDUITIUITY et e e e e e e e e e e e e e e eeeeeeseseeeeeeeenaeeeaees 22 16 34

M Refer to the Trading VaR table above for additional information.

Non-trading VaR also includes the interest rate risk of non-trading financial assets and liabilities held by the global businesses and
transfer priced into Balance Sheet Management which has the mandate to centrally manage and hedge it. Interest rate swaps used
by Balance Sheet Management ("BSM") to hedge the interest rate risk of the investment portfolio and transfer price risk from the
banking book are typically classified as either a fair value hedge or a cash flow hedge and included within our non-traded VaR.
In case there is residual market risk that cannot be efficiently and conveniently hedged by BSM they are managed by ALCO in
segregated ALCO books. See below for a broader discussion on how interest rate risk is managed.

Stressed VaR The following table reflects stressed VaR at December 31, 2019 and 2018:

At December 31, 2019 2018

(in millions)

Stressed VaR (1-day eqUIVAIENT) .........ccveirieiiieriiriietiietii ettt st s e be e enns $ 17§ 27

Stressed VaR at December 31, 2019 was lower as compared with December 31, 2018 driven by a reduction of inventory in rates
and foreign exchange products as well as the impact of lower market rates during the stressed period.

Interest rate risk is the potential reduction of net interest income due to mismatched pricing between assets and liabilities as well
as losses in value due to interest rate movements. We are subject to interest rate risk associated with the repricing characteristics
of our balance sheet assets and liabilities. Specifically, as interest rates change, amounts of interest earning assets and liabilities
fluctuate, and interest earning assets reprice at intervals that do not correspond to the maturities or repricing patterns of interest
bearing liabilities. This mismatch between assets and liabilities in repricing sensitivity results in 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 as interest rate swaps, options,
futures and forwards as hedges to modify the repricing characteristics of specific assets, liabilities, forecasted transactions or firm
commitments. Analysis of this risk is complicated by having to make assumptions on embedded optionality within certain product
areas such as 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 BSM.

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.

In addition, we have a considerable number of contracts referencing LIBOR. The process of adopting new reference rates may
expose us to an increased level of financial risks, such as potential earnings volatility. See "Executive Overview" in this MD&A
for a full discussion of our LIBOR transition.

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
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appropriate action. This combination of techniques, with some focusing on the impact of interest rate movements on the valuation
of the balance sheet (e.g. EVE, present value of a basis point ("PVBP"), repricing gap analysis, VaR) and others focusing on the
impact of interest rate movements on earnings (e.g. net interest income simulation modeling, basis risk analysis) allows for
comprehensive analyses from different perspectives. During 2019, we began managing our net interest rate risk sensitivities to a
static balance sheet. As a result, we have revised prior year amounts in the net interest income simulation modeling table below
in order to conform to the current year presentation.

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 response to large movements in market rates, but do not change behavior appreciably for smaller changes in 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
changes in rates.

The assessment techniques discussed below act as a guide for managing interest rate risk associated with balance sheet composition
and off-balance sheet hedging strategy (the risk position). Calculated values within limit ranges reflect an acceptable risk position,
although possible future unfavorable trends may prompt adjustments to 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 represents the present value of the banking book cash flows that could be provided to our
equity holder under a managed run-off scenario. An EVE sensitivity represents the change in EVE due to a defined movement in
interest rates. We manage to an immediate parallel upward shock of 200 basis points and an immediate parallel downward shock
of 200 basis points to the market implied interest rates. At both December 31, 2019 and 2018, our EVE remained within risk
appetite for the up 200 and down 200 basis point interest rate shock scenarios.

Repricing gap analysis The following table shows the repricing structure of our assets and liabilities at December 31, 2019. For
assets and liabilities whose cash flows are subject to change due to movements in interest rates, such as the sensitivity of mortgage
loans to prepayments, data is reported based on the earlier of expected repricing or maturity and reflects anticipated prepayments
based on the current rate environment. The resulting "gaps" are reviewed to assess the potential sensitivity to earnings with respect
to the direction, magnitude and timing of changes in market interest rates. Data shown is as of year-end, and one-day figures can
be distorted by temporary swings in assets or liabilities. The repricing structure of our assets and liabilities may be impacted by
the implementation of our business strategy, which is described under the heading "Executive Overview - 2020 Business Update."

After One After Five After
Within But Within But Within Ten
December 31, 2019 One Year Five Years Ten Years Years Total
(in millions)

Commercial 10aNS ......ccvovvieviiiieiieeceeee et $ 47300 $ 913 § 145 % 65 $§ 48,423
Residential mortgages and home equity mortgages............... 4,924 7,596 3,748 2,463 18,731
Credit card receivables..........cccooooviiieiiiieiieeeeeeeeeeeee e 1,405 — — — 1,405
Other conSUMEr 10aNS .......cceevveriecierieieseeie e 260 17 5 1 283

Total 10ans™" ... 53,889 8,526 3,898 2,529 68,842
Securities available-for-sale and securities held-to-maturity. 8,551 15,356 15,196 9,853 48,956
(1 1 1<) g 1Ty SRR 55,687 1,890 — — 57,577

TOtAl @SSCLS.....eeviivieiiitieie ettt ettt ettt 118,127 25,772 19,094 12,382 175,375
Domestic deposits:

Savings and demand............cccoceevieieniicienieiee e 57,075 18,807 11,130 — 87,012

TIMe dEPOSIES....eeieeeeiieieiieiieieeiiee et 27,703 180 3 — 27,886
Long-term debt.........coccveieriieiiieieceee e 17,056 4,450 3,500 1,691 26,697
Other lHabilitieS/@qUILY ......cceeeveriereerieie e 21,132 12,529 119 — 33,780

Total liabilities and eqQUILY .......cceeveeeerieieieieeeeee e 122,966 35,966 14,752 1,691 175,375

Total balance sheet gap.........ccoecveviecieriecenieeeee e (4,839) (10,194) 4,342 10,691 —
Effect of derivative contracts........ccoceevveveerierceenieneeneeiennenns (12,483) 11,082 3,213 (1,812) —

Total gap POSITION ......cvvveveveveeeeceeee ettt $ (17,322) $ 888 $§ 7555 $§ 83879 $ —

M Includes loans held for sale.
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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 a number of interest rate scenarios
for their impact on projected net interest income. These techniques simulate the impact on projected net interest income under
various scenarios, such as rate shock scenarios which assume immediate market rate movements by 100 basis points, as well as
scenarios in which rates gradually rise or fall by 100 basis points over a twelve month period. In the gradual scenarios, 25 percent
of the interest rate movement occurs at the beginning of each quarter. The following table reflects the impact on our projected net
interest income of the scenarios utilized by these modeling techniques:

December 31, 2019 December 31, 2018

Amount % Amount %

(dollars are in millions)

Estimated increase (decrease) in projected net interest income (reflects projected rate
movements on January 1, 2020 and 2019, respectively):

Resulting from a gradual 100 basis point increase in the yield curve............cccceeveueneee. $ (18) @M% $ 104 4%
Resulting from a gradual 100 basis point decrease in the yield curve..........c.ccocevenenee 25 @ (136) (5)

Other significant scenarios monitored (reflects projected rate movements on January 1,
2020 and 2019, respectively):

Resulting from an immediate 100 basis point increase in the yield curve...................... (70 3 134 5
Resulting from an immediate 100 basis point decrease in the yield curve..................... S/ ) (262) )

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 all 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 consideration possible complicating factors such as the effect of changes in interest rates
on the credit quality, size and composition of the balance sheet. Therefore, although this provides a reasonable estimate of interest
rate sensitivity, actual results will differ from these estimates, possibly by significant amounts.

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 businesses to BSM.

Behavioralization is applied in three key areas:

»  the assessed re-pricing frequency of managed rate balances;

» the assessed 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 policies have to be formulated in line with the HSBC Group's behavioralization policies and approved
at least annually by ALCO and global Asset, Liability and Capital Management, in conjunction with local, regional and HSBC
Group risk monitoring teams.
The extent to which balances can be behavioralized is driven by:

» the amount 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
the use of fixed rate government bonds or interest rate derivatives, and for derivatives the availability of cash flow hedging
capacity.

Capital risk/sensitivity of accumulated other comprehensive loss Large movements of interest rates could directly affect some
reported capital balances and ratios. The mark-to-market valuation of available-for-sale securities is recorded on a tax effected
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basis to accumulated other comprehensive loss. This valuation mark is included in two important accounting based capital ratios:
common equity Tier 1 capital to risk-weighted assets and total equity to total assets. At December 31, 2019, we had an available-
for-sale securities portfolio of approximately $35,663 million with a negative mark-to-market adjustment of $69 million. An
increase of 25 basis points in interest rates of all maturities would lower the mark-to-market by approximately $342 million to a
net loss of $411 million with the following results on our capital ratios:

December 31, 2019 December 31, 2018
Actual Proforma'” Actual Proforma'”
Common equity Tier 1 capital to risk-weighted assets..........ccccecevverirennenn 13.1% 12.9% 13.6% 13.5%
Total equity t0 tOtal ASSELS.....c.eeruireierieierie ettt 10.4 10.3 11.9 11.8

M Proforma percentages reflect a 25 basis point increase in interest rates.

Resilience Risk Management Resilience risk arises from failures or inadequacies in processes, people, systems or external events.
These may be driven by rapid technological innovation, changing behaviors of our consumers, cyber threats, cross-border
dependencies and third-party relationships.

In 2019, in line with our simplified risk taxonomy, we formed a new Resilience Risk sub-function to ensure our operations continue
functioning when an operational disturbance occurs. Our resilience strategy is focused on the establishment of robust back-up
plans, detailed response methods, alternative delivery channels and recovery options. Resilience risk was formed to simplify the
way we interact with our stakeholders and to deliver clear, consistent and credible responses across the organization. The new sub-
function consolidates personnel from several previously independent risk functions into a single Resilience Risk sub-function.
These personnel have deep roots in the organization, across the following risk areas: Information and Security Resilience, Protective
Security, Business Continuity and Incident Management, Third-party, and Systems, Data Integrity and Transaction Processing.
We also adopted a new organizational structure that allows us to more efficiently deliver our strengths and expertise across the six
resilience risk lenses discussed below.

Resilience Risk provides guidance and stewardship to our businesses and global functions about how we can prevent, adapt, and
learn from resilience-related threats when something goes wrong. We view resilience through six lenses: strategic change and
emerging threats; third-party risk; information and data resilience; payments and processing resilience; systems and cyber resilience;
and protective security risk.

The HSBC Group Resilience Risk Executive Committee oversees resilience risk and has accountability to the HSBC Global Risk
Management Board. The HSBC Group Resilience Risk Executive Committee is supported by its subcommittees that provide
oversight over each of the respective Resilience Risk sub-teams. The HSBC Group Resilience Risk Governance Meeting ensures
that resilience risk is managed within its defined risk appetite. It is jointly chaired by the Global Head of Operational Resilience
and the HSBC Group Chief Information Officer. The HSBC Group Resilience Risk Governance Meeting has accountability into
the HSBC Group Non-Financial Risk Management Board, and escalates issues to the HSBC Group Risk Committee.

Operational resilience is our ability to adapt operations to continue functioning when an operational disturbance occurs. We measure
resilience in terms of the maximum disruption period or their impact tolerance that we are willing to accept for a business service.
Resilience risk cannot be managed down to zero, so we concentrate on critical business and strategic change programs that have
the highest potential to threaten our ability to provide continued service to our customers. Our resilience strategy is focused on
the establishment of robust back-up plans, detailed response methods, alternative delivery channels and recovery options. The
Resilience Risk team oversees the identification, management and control of resilience risks.

Systems and Cyber Resilience The security of our information and technology infrastructure is crucial 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 in financial loss or the loss of customer data or other sensitive information which could
undermine both our reputation and our ability to attract and retain our customers. We experienced cyberattacks in 2019, none of
which resulted in material financial loss. We continue to mature our cyber intelligence capabilities as the cyber threat landscape
evolves. These intelligence monitoring capabilities increase our agility and ability to respond with increased detection and response
capabilities reducing potential exposure to cyber threats. Regulators have listed cybersecurity as their top concern in 2019.
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, etc.) 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.
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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
compliance risk is measured by reference to identified metrics, key risk indicators, testing of controls by the three lines 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 Directors through the reporting of RAS metrics and the Regulatory
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 financial markets and
achieving our strategic objectives. Any actual or potential regulatory breaches require prompt identification and escalation to the
Regulatory Compliance function or other applicable risk stewards. Any major breaches, gaps, issues and emerging risks are escalated
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 as the Second LoD risk steward. As a Board 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 below.

Fiduciary Risk is a component of regulatory compliance risk and represents the risk of breaching fiduciary duties where we act in
a fiduciary capacity as trustee, investment manager or as mandated by law or regulation. It is the risk associated with failing to
offer services honestly and properly to clients in 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 and Fraud Risk Management Financial crime and fraud 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 Compliance function ("FCC") is led by the U.S. Head of FCC, who reports to the CEO and the HSBC Global
Head of FCC and Group Money Laundering Reporting Officer. FCC provides oversight to enable us to build on our achievements
in managing financial crime risk effectively and to continue to strengthen financial crime detection, and anti-money laundering
("AML"), sanctions, fraud, tax evasion 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 financial crime and fraud risk management.
Line of Business Financial Crime Risk Management Committees ("LOB FCRMCs") are established to support the effective
management of financial crime risk at the lines of business. The LoB FCRMC:s are chaired by the respective line of business CEOs.
We use a Financial Crime Risk Management Information Dashboard ("FCR MI Dashboard") to monitor risk and performance
indicators of financial crime, including trends and potential gaps in the management of financial crime risk that require attention.
Separate FCR MI Dashboards are produced monthly for each of the lines of business and for HSBC North America overall.

FCC is a sub-function of the Compliance function, which also includes Regulatory Compliance, Financial Crime Threat Mitigation
("FCTM"), Regulatory Affairs, Assurance, and Chief Operating Office. FCTM is a global 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 technology solutions, and support a culture of compliance needed to effectively manage financial crime risk including
the enterprise wide compliance risk management program.

Strategic Risk Management Strategic risk may be mitigated by consideration of the potential opportunities and challenges through
the strategic planning process. Thisrisk is also a function of the compatibility of our strategic goals, the business strategies developed
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
changes in 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.

Reputational risk is a component of strategic risk and represents the risk 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 financial or non-financial impacts, loss of
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confidence or other consequences. The safeguarding of our reputation is of paramount importance to our continued prosperity and
is the responsibility of every member of our staff. Reputational risk can arise from social, ethical or environmental issues, or as a
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 relates to 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.

We tolerate a limited degree of reputational risk arising from business activities or association where foreseeable reputational risk
has been escalated to the appropriate level of management, carefully considered and/or mitigated and is determined to fall to
acceptable 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 is considered and assessed by the HSBC Group Management Board, the HSBC 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 form the basis for operational procedures, as well as
consideration of reputational risk in areas 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 several 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 a full 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 via their RRCSC. The RRCSCs are chaired by a senior executive and are comprised
of senior members from the business, risk, legal, financial crime and compliance departments and other invited parties. The RRCSCs
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 businesses.

Model Risk Management In order to manage the risk of inappropriate or incorrect business decisions (e.g. customer conduct,
financial crime, pricing, profit & loss and balance sheet and capital reporting, etc.) arising from models that have been inadequately
designed, implemented or used; or that models do not perform in line with expectations and predictions, a comprehensive model
risk management framework has been established that provides oversight and challenge to all models across HSBC North America.
The framework includes a Model Standards Policy that aligns with model risk management regulations. A model inventory is
maintained and updated on a semi-annual basis. In addition, a model risk measurement framework is used to measure, mitigate
and monitor model risk. Model risk is managed on an ongoing basis as part of a Model Risk Committee, which is chaired by the
CRO with representation from businesses and functions. The Independent Model Review ("IMR") team, which is part of the Model
Risk Management function, is responsible for providing effective challenge to models and critical processes implemented for use
within HSBC North America. Validations are conducted in-line with supervisory guidance on model risk management issued by
the OCC and FRB as well as other applicable internal guidelines. IMR activities are segregated from the model development
process to ensure that incentives are aligned with the function's role to challenge models and identify model limitations. The IMR
process assesses model development, implementation, use, validation, and governance.
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GLOSSARY OF TERMS

Balance Sheet Management — 1s responsible for managing our liquidity and funding. Balance Sheet Management ("BSM") also
manages our structural interest rate position within a limit structure.

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

CDS — Credit Default Swap.

Contractual Delinquency — A method of determining aging of past due accounts based on the past due status of payments under
the loan. Delinquency status may be affected by customer account management policies and practices such as the re-age of accounts
or modification arrangements.

Delinquency Ratio — Two-months-and-over contractual delinquency expressed as a percentage of loans at a given 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 accountable and responsible for their day to day activities, processes and 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 principal 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 billion 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
accounting and reporting policies which apply International Financial Reporting Standards as issued by the International 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 parties to exchange interest payments on a stated principal amount (notional principal)
for a specified period. Typically, one party makes fixed rate payments, while the other party makes payments using a variable rate.

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

Liquidity — A measure of how quickly we can convert assets to cash or raise additional cash 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 loan balance plus the senior lien amount at origination expressed as a percentage of the current property
value.

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 the right, but not the obligation, to buy or sell a specified item at a fixed price for a specified
period.

Portfolio Seasoning — Relates to the aging of origination vintages. Loss patterns emerge slowly over time as new accounts are
booked.

Rate of Return on Common Equity — Net income (loss), reduced by preferred dividends, divided by average common equity for a
given period.
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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 a given 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, whose role as risk stewards is
to 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.

TDR Loans — Troubled debt restructurings, which are loans 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 is comprised 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 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.

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

The following table summarizes the year-to-date average daily balances of the principal components of assets, liabilities and equity
together with their respective interest amounts and rates earned or paid. Net interest margin is calculated by dividing net interest
income by the average interest earning assets from which interest income is earned. Loan interest for the years ended December
31,2019, 2018 and 2017 included fees of $77 million, $72 million and $74 million, respectively.

2019 2018 2017

Average Average Average
Balance Interest Rate Balance Interest Rate Balance Interest Rate

(dollars are in millions)

Assets:
Interest bearing deposits with banks .............. $ 13,850 §$ 347 251% $ 21,868 $ 440 201% $ 38811 § 447 1.15%
Federal funds sold and securities purchased
under resale agreements............ccooerveeenenns 6,372 226 3.55 6,309 205 3.25 7,263 222 3.06
Trading SECUIItES ....c.covvvevererireererinieieiirieieienens 21,707 291 1.34 13,369 213 1.59 10,646 209 1.96
SECULILIES ..ot 49,625 1,188 2.39 45,433 1,131 2.49 47,492 952 2.01
Loans:
Commercial .......ccooovvvviiiiiieieiieeeeeee e 51,296 2,089 4.07 47,826 1,840 3.85 50,474 1,511 2.99
Consumer:
Residential mortgages ..........ccccevvvueuenne 17,563 622 3.54 17,416 604 3.47 17,418 583 3.35
Home equity mortgages...........cccoeeveuencne 909 45 4.95 1,084 50 4.61 1,289 50 3.88
Credit cards.......ccooeveveveereieicieieeieeiees 1,172 77 6.57 845 69 8.17 658 70 10.64
Other CONSUMET ......c.covveveenreeeeninienenens 259 23 8.88 362 26 7.18 451 27 5.99
Total CONSUMET ......veveieieiieieieieieieieieeeias 19,903 767 3.85 19,707 749 3.80 19,816 730 3.68
Total I0ANS .....eveeiireieseeeee s 71,199 2,856 4.01 67,533 2,589 3.83 70,290 2,241 3.19
OthET s 3,722 82 2.20 3,797 77 2.03 2,997 52 1.74
Total interest earning assets...........cccocvveveuenne $ 166,475 $ 4,990 3.00% $ 158309 $ 4,655 2.94% $ 177,499 $ 4,123 2.32%
Allowance for credit 10SS€S ..........coeveevenenen. (609) (573) (888)
Cash and due from banks ............cccocevveveenene 1,251 1,140 1,112
Other assets . 11,912 19,167 20,820
Total assets $ 179,029 $ 178,043 $ 198,543
Liabilities and Equity - - -
Domestic deposits:
Savings deposits ........cceoeeueueeeeeeieeeenens $ 47,652 $ 461 97% $ 48,153 $§ 319 66% $ 49,635 $ 237 48%
Time deposits......cceeveurueuereieieieieieieieieeieieas 26,833 743 2.77 22,372 557 2.49 22,709 357 1.57
Other interest bearing deposits.................... 11,615 231 1.99 10,248 157 1.53 11,023 53 48
Foreign deposits:
Foreign banks deposits.........coceecereuecrennne 4,215 28 .66 4,304 19 44 6,302 36 57
Other interest bearing deposits.................... 796 12 1.51 1,434 19 1.32 3,144 19 .60
Deposits held for sale .........cooeernecnncenne 1 — 59 149 1 .57 228 1 .53
Total interest bearing deposits.. . 91,112 1,475 1.62 86,660 1,072 1.24 93,041 703 76
Short-term borrowings .........c.coceeveereveeceennene 7,808 231 2.96 6,292 172 2.73 9,465 124 1.31
Long-term debt ........ccovvevernrnnrrrrseae 30,102 1,137 3.78 31,433 1,123 3.57 37,155 998 2.69
Total interest bearing deposits and debt ......... 129,022 2,843 2.20 124,385 2,367 1.90 139,661 1,825 1.31
Tax liabilities and other . 985 35 3.55 1,347 36 2.67 1,284 25 1.95
Total interest bearing liabilities $ 130,007 $ 2,878 221% $ 125732 § 2,403 191% $ 140,945 $ 1,850 1.31%
Net interest income/Interest rate spread......... $ 2,112 79% $ 27252 1.03% $ 2,273 1.01%
Noninterest bearing deposits ...............ccooo...... 23,002 — 25651 29686
Other liabilities . 7,176 6,695 7,149
Total €qUILY ....ovoveveeeieieieieieieieeee e 18,744 19,965 20,763
Total liabilities and equity ......................... $ 179,029 $ 178,043 $ 198,543
Net interest margin on average earning - - -
ASSELS .t 1.27% 1.42% 1.28%
Net interest income to average total assets..... 1.18% 1.26% 1.14%
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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 caption "Market Risk Management."

Item 8. Financial Statements and Supplementary Data

Our 2019 Financial Statements meet the requirements of Regulation S-X. The 2019 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

We have audited the accompanying consolidated balance sheets of HSBC USA Inc. and its subsidiaries (the "Company")
as of December 31,2019 and 2018, and the related consolidated statements of income (loss), of comprehensive income
(loss), of changes in equity and of cash flows for each of the three years in the period ended December 31, 2019,
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, 2019 and 2018, and the results of its operations and its cash flows for each of the three years in the
period ended December 31, 2019 in conformity with accounting principles generally accepted in the United States of
America.

Change in Accounting Principle

As discussed in Note 16 to the consolidated financial statements, the Company changed the manner in which it 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 is to
express an opinion on the Company's consolidated financial statements based on our audits. We are a public 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.
Those standards require that we plan and perform the audits to obtain reasonable assurance 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 its internal 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's internal 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 a reasonable basis for our opinion.

/s/ PricewaterhouseCoopers LLP
New York, New York
February 18, 2020

We have served as the Company's auditor since 2015.
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CONSOLIDATED STATEMENT OF INCOME (LOSS)

Year Ended December 31, 2019 2018 2017
(in millions)
Interest income:
LLOAIIS <. ettt ettt ettt ettt et e et et et et e et et et et et eaeeneene e 2,856 $ 2589 $§ 2,241
SECUITLIES «vvvveeeieeieieee ettt e e e ettt e e e e ettt eeeeee st eeeseseaseeeesssaaeeeesssssaaeeessssnasseessensnsaeeesesannraeeas 1,188 1,131 952
TTAAING SECULILICS ...evvevieeiiitieiietieieeeeieete e etesteestesteesbesseesseeseessesseeseessessesssesseessesseessensenns 291 213 209
ShOTt-term INVESTMENLS .......eecveiuiiriiiietieieieeeesre ettt eseesreesaesreesesseessessaesseessessesssesseessesseenes 573 645 669
(011 1< PSPPSR 82 77 52
TOLAL INLEFEST INCOME ......................cooceeeeeeeeeeeeeeeeeeeeee et e et e e e e eaae e e s e saaaeeeeeean 4,990 4,655 4,123
Interest expense:
DIEPOSIES ..vevreeieeeieieeiiet et ettt et e et e te et estesseesseesae st ense et e e s seeseenseeste st entenneenteeseenseeseensenraans 1,475 1,072 703
ShOTt-tEITN DOTTOWINES .. .vevievieriieieriieieeeieiietesteetesteeseesseesaesseessesseessessaessesssessesssensesssensennes 231 172 124
LONG-EIM AEDt....cuiiiiiiieiiiieceeeee ettt et sre e ae e beeaaens 1,137 1,123 998
ORI ..ttt et ettt et et e st e e tb et e e b e te s b e e te et e ett e beereeeteeabesteenbesteenrenreens 35 36 25
TOtAL INLETESE EXPEISE ...t eeteeee et e ettt e s ve e teesebeestaessbe e beeesaeesseessseenseasssen 2,878 2,403 1,850
INEt INTEIEST INCOINE ...t eteee e et e e eee e e e e e et e e eeaaeeeeareeeereeeeseeeeenneeeenseeeenneeeennas 2,112 2,252 2,273
Provision fOr Credit LOSSES ......eoveriirieiieiertieie sttt ettt et e eeenaesseenaesseensessaensensnens 195 (73) (165)
Net interest income after provision for credit I0SSes ....................ccocevveveevieceenieceneecreneannns 1,917 2,325 2,438
Other revenues:
Credit Card FEES, MET....ciiieeiiiii ittt e e et e e e e et e e e e e e e e aareeeesesnateeeeseannees 67 50 46
Trust and investment Management fEES ...........cocerruerieierieiieiee et 132 135 156
Other fees and COMMUSSIONS..........uiciuiiiirieiieeteeteerte et esreesteeseeebeeseseebeesebeebeeseseesaessseenses 619 684 669
TTAAING TEVEIUC......ecuvetieiieiieieeteeteeteteete e ete st este st eesbesseesseeseenseeseenseessesseensesseansesseensensenns 591 625 354
Other SECUTIHIES ZAINS, TNICL ....eeuvieeieiieieieeiereetesieetesteetesteebeeteessesseesseeseesseessesseessesseessensanns 88 24 52
Servicing and other fees from HSBC affiliates...........cccoevevviiieniiiiiiecieieceeeeeeeeeeen 354 356 348
Gain (loss) on instruments designated at fair value and related derivatives.............cc.cc...... 13) 19 43
(0111153 g 11 e ) 1 4 L= RSP USR 16 6 334
TOtAL OLREE FEVERUES .....................ooceeeeeeeeeeeeeee et eee et e e e e e e e e eneeean 1,854 1,899 2,002
Operating expenses:
Salaries and employee DENETIS ........ccevviviiriieieiieieee e 822 830 1,077
Support services from HSBC affiliates ..........ccccvevierieiiiieiiiecic e 1,638 1,603 1,549
OCCUPANCY EXPEINSE, NET ..euieuietienieetieieeiierteeitesteeetesteentesteenteetee bt ebeenteeseesseemeesbeensesbeensesseans 197 185 202
Goodwill impairment (INOTE 9) ......c.oeuieriiiieieeie ettt s eeeens 365 — —
ONET EXPEIISES ....cevevieiriiterientistentet ettt ettt et ettt ettt be st ettt esa oot ebe e bt et sae b be e 479 1,020 563
Total OPErating EXPENSES .................cccueecueeeeeecreeeeeeiteesieeeiteesteeeeteeeeeeereesaaesreesaaesseesseesseensee e 3,501 3,638 3,391
INCOME DEOrE INCOMIE TAX .. .vviiieeiieiceiieeceee ettt eae e e eaae e e enaeeeenaeeesenaeeeenreeean 270 586 1,049
TNCOIME tAX EXPEIISE ..eeuvveeerieiieeieeieeeieesetesteeseteeteestreebeesseesnbeesssesnseessseanseessseenseenssesnseesnsesnseesns 157 266 1,228
INEETHCOME (LOSS) ...ttt e e et e e teeeae e e e eeaeeenren 113 § 320 §  (179)

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,

2019 2018 2017

INELIRCOME (L0SS) ...ttt e e e e e e e e e ereeeeeraee e

Net change in unrealized gains (losses), net of tax:

INVESLMENT SECUTTTIES ...veuveutentenieiieiteiceteeteeie sttt ettt ettt et s be e st
Fair value option liabilities attributable to our own credit spread.............cccecvevveeerennen.
Derivatives designated as cash flow hedges .........cccooeeviiiiiiniiiinie
Pension and post-retirement benefit plans ...........ccocoveiiiiiiiineie e
Total other compreRensive INCOME ......................ccooecueeceieceeeiieirieeieeeeesee e e sveeeeesae s
Comprehensive INCOME (L0SS) .................cccuoecueeecueecreeiieecieeeeeeeee et e saeeeveesaeeereesaneans

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, 2019 2018

(in millions, except share data)
Assets™
Cash and dUE fTOM DANKS...........cciiiiiiiiiiieciece ettt ettt ettt et e eete e e te e ae e teeebeebeesseenseeaseeaseessesanenseas $ 1,744 § 1,514
Interest bearing deposits with banks 2,038 15,700
Federal funds sold and securities purchased under agreements to resell .............coceoiineoineniiincinencceee 17,838 10,168
Trading assets (includes $336 million and $2.5 billion pledged to creditors at December 31, 2019 and 2018,

FESPECHIVELY ). .ottt ettt s et a et s et et s s s e e s e s e et et sa e st et s s e et et s e e et na e e et en e a et en et et en e 28,452 21,978
Securities available-for-sale (includes nil and $822 million pledged to creditors at December 31, 2019 and

2018, TESPECHVELY).....veceeveceeeceereceeeeeteeesteeeeteeeetesae s sae s stes et eesesensesesaesasaessssesassesessesassenses s sessnesssssensssenasseneesansenas 35,663 31,379
Securities held-to-maturity (fair value of $13.4 billion and $14.4 billion at December 31, 2019 and 2018,

FESPECHIVELY) ..ottt ettt s ettt sttt et a et et s s e s e s e e st et s asa et et s s e et et s e e e et e e e e e s s e et n et tn e 13,293 14,670
LLOAIMS ..ttt b e ekt h e e st h et h et b et b e bt b et b b 68,553 68,978
Less — allowance for credit losses .... 637 541

0 1 1 TN 1 (=1 AU 67,916 68,437
Loans held for sale (includes $178 million and $109 million designated under fair value option at December

31,2019 and 2018, TESPECHIVELY)......veevvrrereireeeeeeeeeeeeeeeeee et ses et et s e s sesssassesessesaes s saesesesananeesans 289 512
Properties and EqUIPIMENT, TIEL ........ccvecveiierieiierieriereeeeeetete e etet et e st e stesteesesseeseessessensesessessesseaseensessensensansensensenes 177 158
GOOAWILL ...tttk a et b et s bt e bt et s e b e e e bt et e st e b et eseebe st ebe et eseanennas 1,242 1,607
(01 11 W ST, £SO 6,723 6,325
TOLAL ASSELS ...t e et e e ettt e e e et e e e ettt e e e ettt e e e ettt e e e ettt e e e ettt e e e ettt eeseaaaaeaaas $ 175,375 $ 172,448
Liabilities'"”

Debt:
Domestic deposits:
NONINEEIEST DEATING .....vvevveveerieieieetietieteietestetestestestesteeteessessessessessessessesseessessessensessesseaseaseessessessassessansense $ 24,132 § 25,639
Interest bearing (includes $7.2 billion and $8.2 billion designated under fair value option at December
31,2019 and 2018, TESPECHIVELY) ......ovvveiereerereeceeeeteeeeeete ettt s ettt ettt es e s sesnaeeesans 90,766 78,830
Foreign deposits:
INONINEETEST DEATIIIZ ......cnevereiieieieiirteet ettt ettt ettt b bbbttt ettt ettt et et b bt et tene 137 202
INEETEST DEATING.....vevieeieeieieieieeieete et ettt ettt et e st e et e eteesee st e st e s e se b e st e et eesaesaessensessessessessesseassassessensensensensas 4,658 6,274
Deposits NELd fOr SALE .......cuiieiiieeiiieii ettt b ettt b et n bt n et be s — 10
TOTAL AEPOSIES. ..ottt ettt s bbbt b e s et et st e st e s bt e bt eb e e st et et et e b e e bt e bt ebe e st et e b et e nae e 119,693 110,955
Short-term borrowings (includes $373 million and $560 million designated under fair value option at
December 31, 2019 and 2018, TESPECTIVELY) .....vuvuvvvereeeeeeeeeeeeeeeeee e sesee e ses e sess e enseesesesesaseesenenes 3,659 4,180
Long-term debt (includes $10.3 billion and $11.2 billion designated under fair value option at December
31,2019 and 2018, TESPECHIVELY) ..vvvurrieirrieceeeeteeceeie ettt sttt sa et ae s sae s b s et s e sesans 26,697 30,628
TOLAL AEDE ...ttt ettt ettt ettt et e st et et et e s e st et e s e es e e s ent e b e s e s e esen e ek e b ene b e st s e b eneebe st ene s eneenannan 150,049 145,763
Trading liabilities..........ccccevereenennen. 3,235 3,643
Interest, taxes and Other LHADIIITIES ...........ccoviiiiiiiiiii et ee e e e e eeaeeeaeeeeaeeeenneeeaeeas 3,835 2,536
TOIALLIADIIILIES ........................cceeoeeeeeeeeeeeeeeeee et e et e st e et s e eaeeseae e e enaesenseesaseeeensesenneeseneeesnnes 157,119 151,942
Equity
Preferred stock (no par value; 40,999,000 shares authorized; 1,265 shares issued and outstanding at both
December 31, 2019 and 2018).......c.cueuiveeieieeieeeeeeeeeeeeeeee e eeeeae et s ettt s et s et n st enanes 1,265 1,265
Common equity:
Common stock ($5 par; 150,000,000 shares authorized; 714 shares issued and outstanding at both
December 31, 2019 and 2018) ....eouieuieieieieieieeeeie ettt ettt ettt b e s sb et a ettt nae st — —
Additional paid-in capital . 15,736 18,136
REtAINEA CATMINES .....eeutiiiiieiieiietieeet ettt e et e b e e bt e et e st estestesbessesbesbeebeeneeneeneensensensensassenee 1,534 1,471
Accumulated other COMPIENENSIVE 10SS......eiviiiriiieieieieieieee ettt et sa e e sbestesae e 279) (366)
TOtAl COMIMON EQUILY ..vvvevvenririetierieteetetetestetestesteseesseeseeseestessessessessessessassassesssessessensenseseseaseaseessessessensansassensanss 16,991 19,241
TOUAL @QUILY...............o.oeeeeeeeeeeeetee ettt ettt et et et et et e bt e se e st e st e s s e b e beebeeteets et s essess e s b e beebeeaeeseeseentensententebetan 18,256 20,506
Total liabilities AN @QUILY......................cccoeeeeeeeeieeieeeie et eie et ete st s e teeste e teebeesbeesseasaesssesseesssesseessaeseeseenseanes S 175,375 $ 172,448

(]

The following table summarizes assets and liabilities related to our consolidated variable interest entities ("VIEs") at December 31, 2019 and 2018. Assets

and liabilities exclude intercompany balances that eliminate in consolidation. See Note 26, "Variable Interest Entities," for additional information.
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At December 31, 2019 2018
(in millions)
Assets
ONET @SSEES. ...v ettt ettt sttt ettt ettt ettt st e st e b b et es et e st es e e st e s enees e b et en e e e et e st ene s et e st b e s et en e ete st eneeneneeneeneane 98 $§ 112
TOLAL ASSELS..... ettt 98 $ 112
Liabilities
LONGAEIT AEDE ...ttt — 3 66
Interest, taxes and Other HADIIILIES ..........cevieieiitiieeitiee ettt ettt ettt sb s seebesbe s eseebessessesesseseesenne 38 37
Total liabilities 38 § 103

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, 2019 2018 2017
(in millions, except share data)
Preferred stock
Balance at beginning and end Of PETIOQ ........cocvevirieiriiieiiieiiteeeee ettt nas 1,265 $ 1,265 $ 1,265
Common stock
Balance at beginning and end of Period ..........ccoioeiiiirireieee e — — —
Additional paid-in capital
Balance at beginning Of PETIOE .....cc.eeuveiiiirietieteeteeee ettt b ettt et e e et ste e e 18,136 18,130 18,148
Return of capital to PATEIL..........ccverieriireiieeeeeee ettt ettt sttt ettt besae b enes (2,400) — —
EMPIoyee Denetit PLANS........ccvecveiiriiiictieiieieteteet ettt ettt et se e e e s et e sensessesseenean — 6 (18)
Balance at end OF PETIOQ .....ccvevuieieieiiieieieseseeee ettt a et et e sbesbeeseeseeseeseensensansenseeseesas 15,736 18,136 18,130
Retained earnings
Balance at be@inning of PEriod ........c.ceieriiriiriiiiieeeee ettt 1,471 1,130 1,560
Cumulative effect adjustment to initially apply new accounting guidance for leases to recognize the
previously deferred gain on the sale and leaseback of property, net of taX ........ccecveevevvevievererennne 27 — —
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 ... — @) —
Cumulative effect adjustment to initially apply new accounting guidance for equity investments
which were previously measured at cost, NEt OF taX .......coevviririirieieieieeeee et — 10 —
Reclassification from accumulated other comprehensive loss of cumulative effect adjustment to
initially apply new accounting guidance for stranded tax effects resulting from the Tax Cuts and
JobS Act ("Tax Le@iSIation") ......ccuecierieriiieeieieeieeetet ettt ettt sb e eveeseesee s essensensessessenes — 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
OPHION, NMEE OF TAX ...ttt ettt ettt et e st e b b e s e ebe e ese s eseabene — — (174)
Balance at beginning of period, adjusted.... 1,498 1,227 1,386
NEt INCOME (LOSS) -..veuvimrtintiiiitiieitrtet ettt ettt ettt ettt b et st b et b s et be bbbt sbe s b nnene 113 320 (179)
Cash dividends declared on preferred StOCK ........ooviriereriririeieieieieeee et 77) (76) 77)
Balance at end of period 1,534 1,471 1,130
Accumulated other comprehensive loss
Balance at be@inning of PEriod ........c.ceiiiiiriiriiiirineeeee ettt (366) (431) (618)
Reclassification to retained earnings of cumulative effect adjustment to initially apply new
accounting guidance for equity investments which were previously classified as available-for-
SALE, MEE OF TAX ..eiitiiiitie ittt e e e et e e et e e et eeeteeeetaeeeaeeeteeeeaaeeeaeeeteeeeraeeeaaaeens — 4 —
Reclassification to retained earnings of cumulative effect adjustment to initially apply new
accounting guidance for stranded tax effects resulting from Tax Legislation ..........ccccccevevienennenne. — o1 —
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, adjusted.... (366) (518) (444)
Other comprehensive INCOME, NEt OF tAX .....c.evuiiiiiiriirieriereree et 87 152 13
Balance at end Of PEIIOQ ... .ooviiuiriiiiieiieieee ettt b ettt ettt nae e (279) (366) (431)
Total COMMON EQUILY ....................c.couooeeiiiiiiiieiiieieteetete ettt ettt sttt sttt saenee 16,991 19,241 18,829
TOUAL @QUILY ...ttt ettt ettt b st et et se b ese e s e s se e b et et e s e s e b e s s e b eneese s eseenene 18,256 $ 20,506 $ 20,094
Shares of preferred stock
Number of shares at beginning and end of Period...........ccceviririririiiienireeeee e 1,265 1,265 1,265
Shares of common stock
Number of shares at beginning and end of Period...........ccceviriririiieieriierieeeee e 714 714 714

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

Year Ended December 31, 2019 2018 2017
(in millions)
Cash flows from operating activities
INEE TNCOMME (JOSS) +.vveurenteierterierteet ettt ettt ettt ettt et et st e sttt e et e e bt est e st e te b e st e ebe e bt ebeeaeeneensenbebeneenee 113 320 S (179)
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Depreciation and amOTtIZAtION ..........eeeevirieierieieiertesteste e eteeeeeeeetestestessessesseeseeseeseessensesessessessene 164 (80) (112)
GOOAWII] IMPAITTNENL ......cviiiieieieiesieeeeeeeetet et et st e e e e e e e aesaessessessessessesseeseeseessessessessessessensanen 365 — —
ProviSion fOr CIEAIt LOSSES .....cviriiriiriiriiitieietieietet ettt st te e e te e e e b et e ssessessessesseeseeseessessessessassassenes 195 (73) (165)
Deferred INCOME taX PrOVISION. ...cuerteriertirteriieiieietetetest ettt ettt et et ettt be bbbt et et et enbenbenaenee 109 151 303
Net realized gains on securities available-for-sale (88) (24) (52)
Net change in other assets and HabIIIES .......c.cccevveireriiiniciiiiic et 1,846 (1,830) (462)
Net change in loans held for sale:
Originations and purchases of loans held for sale ... (3,364) (2,399) (2,360)
Sales and collections of 10ans held fOr SALE ..........cooviiiiiiiiiicieeeeeee e 3,271 2,850 2,522
Net change in trading assets and Habilities ...........couerierireriririnreeeeeeeeee e (6,882) (7,076) 671
Lower of amortized cost or fair value adjustments on loans held for sale ...........ccceceviiieiincninee (€)) 5) (18)
Loss (gain) on instruments designated at fair value and related derivatives ...........ccceceevvevierenennenne 13 (19) (43)
Net cash provided by (used in) Operating aCtiVItICS ........ccerverrerererereeiierieiesieriesteeseeseeseeseesessessessessenes (4,259) (8,185) 105
Cash flows from investing activities
Net change in federal funds sold and securities purchased under agreements to resell.............cccccceeeeee. (7,670) 22,450 (2,596)
Securities available-for-sale:
Purchases of securities available-for-8ale ...........ceoerieririinininiieeeeee e (24,829) (10,540) (9,229)
Proceeds from sales of securities available-for-sale..... 12,878 5,169 14,196
Proceeds from maturities of securities available-for-sale...........c.coecveniincininnncneecee 9,121 4,224 1,800
Securities held-to-maturity:
Purchases of securities held-to-maturity (1,468) (3,007) (3,722)
Proceeds from maturities of securities held-to-maturity 2,803 2,276 2,512
Change in loans:
Originations, NEt OF COIIECTIONS .......cc.eiruirieiiriiiiiiieirtctet ettt (532) 2,527 (19)
L0ans S01d t0 third Parties.........ceeerereririeieieieieiest ettt e et e st stessessesaesseeseeseeseensensensensessanes 1,209 758 2,183
Net cash used for acquisitions of properties and eqUIPMENt ..........ccoecvevverierierierenerereeeeeeeeieseesae e (61) 17) (36)
Net inflows (outflows) related to the sale of a portion of our Private Banking business............cc.c....... 1 (515) (320)
OBRET, M ....eiieiiieeie ettt et e ettt e e et e e et e e eteeeeaeeeeateeeeteeeeteeeassesenseseeseeeessaeanseeensesenseseannes 119 50 549
Net cash provided by (used in) iNVEStING ACTIVILIES. .....c.eerverrerierierierieriieieieieerte sttt e e ee (8,429) 23,375 5,318
Cash flows from financing activities
NEt Change 1N AEPOSIES......ccviriiriiiieieieieierert ettt et et et estestesteere e st eseestesaesessesseeseeseeseensensensensensenes 8,287 (6,928) (10,290)
Debt:
Net change in Short-term DOTTOWINGS ........ceiveiriirieiirieieiereei ettt (535) (469) (449)
Issuance of long-term debt 4,686 11,923 5,158
Repayment of long-term debt (10,705) (14,704) (8,948)
Return of capital t0 PATEIIL.........ccveiiieieieriecieeee ettt ettt st sttt ettt et b b eaas (2,400) — —
Other increases (decreases) in Capital SUIPIUS.......ccecveieriereririririeteiee ettt saense e — 6 (18)
DiIVIAENAS PAI....euriieiieiiiieiieteteeet ettt ettt et e et et et e st e s sessesteeseeseessessessassesseeseeseesaessessessensensesesens an (76) a7
Net cash used in fiNaNCING ACHIVILIES .......e.viuiieiiiieieieieire ettt b e ebeneas (744) (10,248) (14,624)
Net change in cash and due from banks and interest bearing deposits with banks.........c..ccccccevenennne. (13,432) 4,942 (9,201)
Cash and due from banks and interest bearing deposits with banks at beginning of period................... 17,214 12,272 21,473
Cash and due from banks and interest bearing deposits with banks at end of period ........................ 3,782 $ 17,214 $§ 12,272

109




HSBC USA Inc.

CONSOLIDATED STATEMENT OF CASH FLOWS (Continued)
Year Ended December 31, 2019 2018 2017

(in millions)
Supplemental disclosure of cash flow information
Interest paid during the PEriod ...........cccoeoiviiiiiniini ettt $ 2921 § 2350 $ 1,816
Net income taxes paid during the Period..........ceeieieierierieniereseeeeeetet et ss et eee 159 348 783
Supplemental disclosure of non-cash investing activities

Transfer of loans to held for sale, net..........coooveviviiiiiiciiicie e 1,209 1,042 1,253
16 11 12

Fair value of properties added to real estate owned upon foreclosure

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
I Organization .............eceeveeeerveeeenuenseessessnessennnns 111 17 INCOME TAXES ..eevvievrerieeieiieeienieeiesieeieeeeeienenns 155
2 Summary of Significant Accounting Policies 112 18 Preferred Stock .......cccovieiiiiiiiiiiieeeeeee 157

and New Accounting Pronouncements .........
3 Trading Assets and Liabilities.........ccccoceeveruenene 121 19 Accumulated Other Comprehensive Loss......... 158
4 SECUTTHIES. ccuveveeneereieieriieieeieeieeeee e 122 20 Share-Based Plans ........cc.ccocceveiiininieninncneen. 159
S LOANS. ..ttt 127 21 Pension and Other Postretirement Benefits....... 159
6 Allowance for Credit LosSes ........cceceevuervennne 138 22 Fee Income from Contracts with Customers.... 161
7 Loans Held for Sale .......cccccoevvvienenieieiee, 139 23 Related Party Transactions ...........ccceeevrveeennen. 163
8 Properties and Equipment, Net...........ccccveennenee 140 24 Business SegMeNnts. .......cccceeverveeruereerueneenuenieens 166
9 GOoOdWIlL ..ot 140 25 Retained Earnings and Regulatory Capital 172
Requirements ..........cceeeeveeveneeneeieneeieene
1O LeaSES .eveveeeieieieieieie et 141 26 Variable Interest Entities.........ccccoceecenvenencnnenne. 173
11 Sale of Certain Private Banking Client 142 27 Guarantee Arrangements, Pledged Assets and 175
Relationships......c.cccveeveeveeciieieniieieiceiesieennn Repurchase Agreements.............cccevvveeeenenen.
12 DEPOSILS .vveuveeienieeiieiieeieie et eee e reeeeseens 143 28 Fair Value Measurements .............ccceevvrvenennen. 180
13 Short-Term Borrowings..........ccccceevevvereervennnnns 144 29 Litigation and Regulatory Matters.................... 194
14 Long-Term Debt .........cccoovriinieiiiieecieeiee 145 30 Financial Statements of HSBC USA Inc. 203
(Parent) .....c.occeeeieeiieeieeee e
15 Derivative Financial Instruments...................... 146 31 Subsequent Event.........ccocvevevievierieenienieieeinnns 205
16 Fair Value Option.........ccoecveeeneerieneenenieeneeee 152

1. Organization

HSBC USA Inc. ("HSBC USA"), incorporated under the laws of Maryland, is a New York State based bank holding company and
a wholly-owned subsidiary of HSBC North America Holdings Inc. ("HSBC North America"), which is an indirect wholly-owned
subsidiary of HSBC Holdings plc ("HSBC" and, together with its subsidiaries, "HSBC Group"). HSBC USA (together with its

subsidiaries, "HUSI") may also be referred to in these notes to the consolidated financial statements as "we,

nn

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, is a national banking association with branch offices and representative offices across the United States. In addition to
our domestic offices, we maintain foreign branch offices, subsidiaries and/or representative offices in Europe, Asia and Latin
America. HSBC Bank USA s 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 statements include the accounts of HSBC USA and all subsidiaries in 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 ownership is at least 20 percent but not more
than 50 percent, are accounted for under the equity method and reported as equity method investments in other assets. All significant
intercompany accounts and transactions have been eliminated.

We assess whether an entity is a VIE and, if so, whether we are its 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 a)
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 losses, 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 activities of a VIE
that most significantly impact its economic performance and the obligation to absorb losses of, or the right to receive benefits
from, the VIE that could potentially be significant to the VIE.

The preparation of financial statements in conformity with accounting principles generally accepted in the 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 25, "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 16, "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 agreements is reported as
interest expense. We offset resale and repurchase agreements executed with the same counterparty under legally enforceable netting
agreements that meet the applicable netting criteria as permitted by generally accepted accounting principles.

Repurchase agreements may require us to deposit cash or other collateral with the lender. In connection with resale agreements,
it is our policy to obtain possession of collateral, which may include the securities purchased, with market value in excess of the
principal amount loaned. The market value of the collateral subject to the resale and repurchase agreements is regularly monitored,
and additional collateral is obtained or provided when appropriate, to ensure appropriate collateral coverage of these secured
financing transactions.

Trading Assets and Liabilities Financial 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 value is determined by reference to quotes provided by multiple independent 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. Beginning
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January 1, 2019, premiums for non-contingently callable debt securities are amortized to the earliest call date, rather than the
contractual maturity date.

All other debt securities are classified as available-for-sale ("AFS") and carried at fair value, with unrealized gains and losses, 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 basis and are reported in other securities gains, net. When the fair value of a security has declined below its amortized
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 decline in
fair value below the security's amortized cost is deemed to be other than temporary and we recognize an other-than-temporary
impairment loss in earnings equal to the difference between the security's amortized cost and its fair value. For a debt security that
we do not intend to sell and for which it is not more likely than not that we will be required to sell prior to recovery of its amortized
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 loss as an other-than-temporary
impairment in earnings and the remaining portion of the decline as an other-than-temporary impairment in other comprehensive
income. For these debt securities, a new cost basis is established, which reflects the amount of the other-than-temporary impairment
loss recognized in earnings.

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 other income. Equity securities that 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 or, for equity securities without readily determinable fair values, carried
at amortized cost less impairment in other assets.

Investments in Federal Home Loan Bank stock and Federal Reserve Bank stock are recorded at cost less impairment.

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 loans represents their amortized cost reduced by the allowance
for credit losses.

Premiums and discounts and purchase accounting fair value adjustments are recognized as adjustments to 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
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. Interest on TDR Loans is 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 changes in 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
in which the related service is provided. This includes fees associated with loan commitments, revolving credit facilities, standby
letters of credit, loan syndication and other transaction based fees. Loan 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 facilities and standby letters of credit are recognized on a straight-line basis over the period the service is performed.
In the event a loan commitment or standby letter of credit is exercised, the remaining unamortized fee is recognized as an adjustment
to yield over the loan term. For additional information, as well as a full discussion of how revenue associated with all of our various
fee-based activities is recognized, see Note 22, "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 commercial 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:
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*  an analysis of individual exposures where applicable;
»  current and historical loss experience;
*  changes in the overall size and composition of the portfolio; and

»  specific 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 loans individually evaluated for impairment, we conduct a periodic assessment on a loan-by-loan basis of losses
we believe to be inherent in the loan portfolio. When it is deemed probable, based upon known facts and circumstances, that full
contractual interest and principal on an individual loan will not be collected in accordance with its contractual terms, the loan is
considered impaired. An impairment reserve is established 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
loans in nonaccruing status, loans which have been assigned a specific allowance for credit losses, loans which have been partially
charged off, and TDR Loans. Problem commercial loans are assigned various obligor grades, which are used in the allowance for
credit losses methodology. In assigning the obligor ratings to a particular loan, among the risk factors considered are the obligor's
debt capacity and financial position, the level of earnings, the amount and sources for repayment, the level of contingencies,
management strength and the industry or geography in which the obligor operates.

Formula-based reserves are also established against commercial loans when, 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 loss emergence period (estimate of the period of time between a loss 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 losses associated with off-balance sheet exposures, including unfunded lending commitments such as
letters of credit, guarantees to extend credit and financial guarantees, is also maintained which is recorded 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 loss
rates or factors, derived from a migration analysis which considers net charge-off experience by loan and industry type in 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 a roll rate migration analysis that estimates the likelihood that a loan 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. This analysis also 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 trends which are updated monthly based on a rolling
average of several months' data using the most recently available information.

In addition, loss reserves on consumer and commercial loans are maintained to reflect our judgment of portfolio risk factors which
may not be fully reflected in the statistical calculations or when historical trends are not reflective of current inherent losses in 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 allowance 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 the loan is collateral dependent or, for commercial loans, the observable market price if the loan is traded
in the market. TDR Loans are considered to be impaired loans. Interest income on TDR Loans is recognized in the same manner
as loans which are not TDR Loans. For consumer loans, once a loan is classified as a TDR Loan, it continues to be reported as
such until it is paid off or charged-off. For commercial loans, if a TDR Loan subsequently performs in accordance with the new
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terms and such terms represent current market rates at the time of restructure, such loan will be no longer be reported as a TDR
Loan beginning in the year after restructure.

Charge-Off and Nonaccrual Policies and Practices Our charge-off and nonaccrual policies differ by product and are summarized

below:

Product

Charge-off Policies and Practices

Nonaccrual Policies and Practices

Commercial 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 the time all or a portion of the
balance is deemed uncollectible.

Carrying amounts in excess of fair
value less costs to sell are generally
charged off at the time foreclosure is
initiated or when settlement is reached
with the borrower, but not to exceed the
end of the month in which the account
becomes six months contractually
delinquent. If foreclosure is not pursued
and there is no reasonable expectation
for recovery, the account is generally
charged off no later than the end of the
month in which the account becomes six
months contractually delinquent.”

Loan balances are generally charged off
by the end of the month in which the
account becomes six months
contractually delinquent.

Loan balances are generally charged off
by the end of the month in which the
account becomes four months
contractually delinquent.

Loans are generally categorized as
nonaccruing when contractually
delinquent for more than three months
or 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.

M 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 a geographic basis and 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 as well as an independent broker price opinion or appraisal. A valuation is determined from this information within 90 days and any additional write-
downs required are recorded through charge-off at that time. In determining the appropriate amounts to charge-off when a property is acquired in exchange
for a loan, 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.

Delinquency status for loans is determined using the contractual method which is based on the 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
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terms. Delinquency status may be affected by customer account management policies and practices such as the restructure, re-age
or modification of accounts.

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 Loans are classified as held for sale when they are not expected to be held for the foreseeable 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 16, "Fair Value 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 basis while commercial loans are generally valued on an individual loan basis. The fair value
estimates of consumer loans are determined primarily using either observed market prices of instruments with similar characteristics
or the discounted cash flow method with estimated inputs in prepayment rates, default rates, loss severity, and market rate of return.
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. For loans other
than those classified as nonaccrual, interest income is determined by applying each loan's contractual rate to the loan'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 in the consolidated statement of income (loss).

Transfers of Financial Assets Transfers of financial assets in which we have surrendered control over the transferred assets are
accounted for as sales. In assessing whether control has been surrendered, we consider whether the transferee would be a consolidated
affiliate, the existence and extent of any continuing involvement in the transferred financial assets and the impact 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.

Ifthe sale criteria are met, the transferred financial assets are removed from our balance sheet and a gain or loss on sale is recognized.
If the sale criteria are 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 as in connection with complex transactions or where we have continuing
involvement such as servicing responsibilities, we generally obtain a legal opinion as part of evaluating whether the transfer results
in a sale.

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.
Leasehold improvements are depreciated over the shorter of the useful life of the improvement or the term of the lease. The costs
of maintenance and repairs are expensed as incurred. Impairment testing is performed whenever events or changes in circumstances
indicate that the carrying amount of the asset may not be recoverable.

Leases Beginning January 1, 2019, lease right-of-use ("ROU") assets and lease liabilities for operating leases are recognized at
commencement date based on the present value of lease payments over the lease term, discounted using our incremental borrowing
rate at the effective commencement date of each lease. Operating lease ROU assets are recorded in other assets while operating
lease liabilities are recorded in interest, taxes and other liabilities. We have not entered into any finance leases.

Options to renew or terminate the lease are recognized as part of our ROU assets and liabilities when it is reasonably certain the
options will be exercised. We have lease agreements that contain both lease and non-lease components, such as maintenance costs,
which are accounted for separately. Operating lease expense for fixed lease payments is recognized on a straight-line basis over
the lease term. Variable lease payments for real estate taxes, insurance, maintenance and utilities, which are generally based on
our pro rata share of the total property, are not included in the measurement of the ROU assets or lease liabilities and are expensed
as incurred. In addition, we do not recognize ROU assets or lease liabilities for short-term leases with a term of 12 months or less,
which are also expensed as incurred. Prior to January 1, 2019, operating leases were not recognized on balance sheet.

Goodwill Goodwill, representing the excess of purchase price over the fair value of identifiable net assets acquired, results from
business combinations. Goodwill is not amortized, but is reviewed for impairment at a minimum on an annual basis at the reporting
unit level using discounted cash flow and market approaches. The market approach focuses on valuation 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 rates that we believe adequately reflect the risk 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 a reporting unit by applying to the reporting unit's risk-weighted assets
a capital 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. Reporting units were identified based upon an analysis of each of
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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. 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 a loan is initially 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 ("REQO"), we do not consider the losses on past sales of foreclosed properties when determining the fair value of any
collateral during the period it is held in REO. Any subsequent declines in fair value less estimated costs to sell are recorded through
a valuation allowance. Recoveries in fair value less estimated costs to sell are recognized as a reduction of the valuation allowance
but not in excess of cumulative losses previously recognized subsequent to the date of repossession. Adjustments to the valuation
allowance, costs of holding repossessed collateral, and any gain or loss 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 financial 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 sheet.

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 we resell the
collateral, we recognize the proceeds and a liability to return the collateral.

The market value of collateral we have accepted or pledged is regularly monitored and additional collateral is obtained or provided
as necessary to ensure appropriate collateral coverage in these transactions.

Derivative Financial Instruments Derivative financial 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:

* aqualifying hedge of the fair value of a recognized asset or liability or of an unrecognized firm commitment (fair value
hedge);

* aqualifying hedge of the variability of cash flows to be received or paid related to a recognized asset, liability or forecasted
transaction (cash flow hedge); or

* atrading instrument or a non-qualifying (economic) hedge.

Changes in the fair value of a derivative designated as a fair 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 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. 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 as its risk management objective and strategy for undertaking various hedge transactions, the nature of the
hedged risk, and how hedge effectiveness will be assessed. This process includes linking 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 derivatives that are used in hedging
transactions are highly effective in offsetting changes in 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 requirements in accordance with accounting principles generally accepted in the United States ("U.S. GAAP")
as well as from the hedge ineffectiveness associated with the qualifying hedges.

Embedded Derivatives We may acquire or originate a financial instrument that contains a derivative 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., the host contract) and whether a separate instrument with the same terms as the embedded instrument would meet the definition
of a derivative 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) a separate instrument with the same terms would qualify as a derivative
instrument, the embedded derivative is either separated from the host contract (bifurcated), carried at fair value, and designated
as a trading instrument or the entire financial instrument is carried at fair value with all changes in fair value recorded to current
period earnings. If bifurcation is elected, the consideration for the hybrid financial instrument that is allocated to the bifurcated
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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:

» the derivative 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;

»  the derivative expires or is sold, terminated, or exercised,;
» itis unlikely that a forecasted transaction will occur;
*  the hedged firm commitment no longer meets the definition of a firm commitment; or

* the designation 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 changes in fair value recognized in current period earnings.

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 changes in fair value of the hedging derivative will no longer be recorded in other comprehensive income.
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
amounts recorded in accumulated other comprehensive loss are immediately reclassified to current period earnings.

In the case of a cash flow hedge, if the previously hedged item is sold or extinguished, the basis adjustment to the underlying asset
or liability or any remaining unamortized accumulated other comprehensive loss balance will be reclassified 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
on the loan is set prior to funding (rate lock commitments). The interest rate lock commitments on residential mortgage loans that
are classified as held for sale are considered to be derivatives and are recorded at fair value in other assets or other liabilities in
the consolidated balance sheet. Changes in fair value are recorded as a component of other income in the consolidated statement
of income (loss).

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
is incorporated into the model consistent with historical observable data.

All excess tax benefits and tax deficiencies for share-based payment awards are recorded within income tax expense in the
consolidated statement of income (loss).

Pension and Other Postretirement Benefits We recognize the funded status of the postretirement benefit plans on the consolidated
balance sheet. Net postretirement benefit cost charged to current earnings related to these plans is based on various actuarial
assumptions regarding expected future experience.

Certain 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 is included in HSBC North America's consolidated Federal income tax return and in various combined
State income tax returns. As such, we have entered into a tax allocation agreement with HSBC North America and its subsidiary
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entities (the "HNAH Group") which governs the current amount of taxes to be paid or received by the various entities included in
the consolidated return filings. Generally, such agreements allocate taxes to 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.

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 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 be realized. 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 assets is 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
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 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.

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 a manner that is systematic, rational and consistent with the broad
principles of accounting for income taxes. The methodology generally allocates the valuation allowance to the principal subsidiaries
based primarily on the entity's relative contribution to the HNAH Group's consolidated deferred tax asset against which the valuation
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.

We recognize accrued interest related to uncertain tax positions in interest expense in the consolidated statement of income (loss)
and recognize penalties, if any, related to uncertain tax positions as a component of other expenses in the consolidated statement
of income (loss).

Transactions with Related Parties In the normal course of business, we enter into transactions with HSBC and its subsidiaries.
These transactions occur at prevailing market rates and terms and include funding arrangements, 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, 2019:

*  Leases In February 2016, the Financial Accounting Standards Board ("FASB") issued an Accounting Standard Update
("ASU") which requires a lessee to recognize a lease liability and a ROU asset on its balance sheet for all leases, including
operating leases. Lease classification is still performed, with any lease classified as a finance lease reported as a financing
transaction. The ASU does not substantially change lessor accounting. Additionally, the ASU makes several other targeted
amendments including 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 as for property taxes or insurance; b) requiring seller-lessees in a
sale-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 disclosures to provide quantitative and qualitative information about lease
transactions. The adoption of this guidance resulted in a gross-up of our balance sheet of approximately $780 million as a
result of recognizing lease liabilities and corresponding ROU assets for operating leases upon adoption as of January 1,
2019. In accordance with the new guidance, we elected the short-term lease exemption for all leases with a term of 12
months or less and, therefore, do not recognize ROU assets or lease liabilities for short-term leases. 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 did not result in material changes to the recognition
of operating lease expense. See Note 10, "Leases," for the new disclosures required by this standard.

e 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 option is
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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 adoption of this guidance did not have a material impact on our consolidated financial
statements.

Derivatives and Hedging - Targeted Improvements to Accounting for Hedging Activities In August 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 effectiveness testing
and hedge documentation. The ASU eliminates the requirement to separately measure and report hedge ineffectiveness and
generally requires the entire change in the fair value of a hedging instrument to be presented in the same income statement
line as the hedged item. The ASU also requires expanded disclosures. The adoption of this guidance did not have a material
impact on our consolidated financial statements. See Note 15, "Derivative Financial Instruments," for additional information,
including the new disclosures required by this standard.

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 exceeds its fair value. Any resulting impairment is
limited to the carrying amount of goodwill. We elected to early adopt this guidance in conjunction with completing our
annual impairment test of goodwill during the third quarter of 2019. See Note 9, "Goodwill," for a discussion of the results
of our annual goodwill impairment testing.

Disclosure Framework - Changes to the Disclosure Requirements for Fair Value Measurement (Excluding Eliminated
and Amended Disclosures) In August 2018, the FASB issued an ASU that adds certain disclosure requirements for fair
value measurements. We elected to early adopt the new guidance during the third quarter of 2019. While adoption of this
guidance resulted in changes to our existing disclosures, it did not have any additional impact on our consolidated financial
statements. See Note 28, "Fair Value Measurements," for the new disclosures required by this standard. We previously
elected to early adopt the new guidance related to the eliminated and amended disclosure requirements in the fourth quarter
of 2018.

The following are accounting pronouncements which will be adopted in future periods:

Financial Instruments - Credit Impairment In June 2016, the FASB issued an ASU that will significantly change
measurement of credit losses. The ASU requires recognition of lifetime expected credit losses for loans, securities held-to-
maturity, off-balance sheet credit exposures and certain other financial assets reported at amortized cost. In addition, the
new guidance requires inclusion of expected recoveries of amounts previously written off, limited to the cumulative amount
of prior write-offs, when estimating the allowance for credit losses for in scope financial assets (including collateral-
dependent assets). For available-for-sale debt securities where fair value is less than cost, the ASU requires that credit-
related impairment, if any, be recognized through an allowance for credit losses and adjusted each period for changes in
credit risk. Modeling and economic forecasting requirements of the ASU are new and extensive, and the ASU's requirements
differ significantly from the IFRS credit loss reporting that we implemented in 2018 for reporting to HSBC. Beginning in
2020, we will estimate lifetime expected credit losses over a two-year reasonable and supportable forecast period using the
weighted-average of three forward-looking economic scenarios, and will revert to long term historical averages to cover
the remaining contractual life of a product. The ASU is effective beginning January 1, 2020. The adoption of this guidance
requires a cumulative effect adjustment to retained earnings as of January 1, 2020, which we currently anticipate will result
in the following approximate impacts:

o adecrease in our allowance for credit losses on funded loans of $167 million;
o anincrease in our liability for off-balance sheet credit exposures of $54 million; and

o including but not limited to the items above, an increase in retained earnings of $82 million, net of tax.

The decrease in our allowance for credit losses on loans was driven by a decrease of approximately $124 million for
commercial loans reflecting the impact of their short contractual maturities and the benign credit environment as well as a
decrease of approximately $43 million for consumer loans as the impact of their lifetime losses was more than offset by
expected recoveries of previous charge-offs of collateral-dependent residential mortgages. The liability for off-balance sheet
credit exposures increased reflecting the inclusion of lifetime losses for expected funding over the remaining life of the
exposures. The allowance for credit losses established on other financial assets was not material. The impact of the adoption
of the ASU is an estimate and is subject to change.

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

3. Trading Assets and Liabilities

Trading assets and liabilities consisted of the following:

At December 31, 2019 2018

(in millions)
Trading assets:

LS. TIEASUIY ...ttt et et et a e e s ae e ne s a e e s e s b e eane b e e s e sseeaneeneenns $ 6,763 $ 5,368
U.S. Government agency issued Or gUATanteed...........cceereririirirerienenenenteiete e eee et 18 111
U.S. Government Sponsored ENtEIPIISES.........cuevueuirveuirreririeuirieiirieeerieeesieeeereeenesenesnese s ssesesnenesnens 20 41
ASSEt-baCKEd SECUTTLIES. ......uuiuiiiiiiiiicic e 168 208
Corporate and foreign BONAS ............occoiiiiiiiii e 10,826 10,562
EQUILY SECUTTHIES .. .cveveteuiiienieteietet ettt ettt sttt sttt ettt ettt et e et se e st sa et sa et ete e eteneetenee 5,693 751
PreCious METALS ....o..ieiieeieieeeeee ettt ettt ettt st e st ettt n e et et et et eneenes 1,909 1,889
DIEIIVATIVES, TIET....cviiiuiietie et et ettt e ettt eeteeeeeeeteeeteeeteeeaveeeteeeaseeetseeaseeeteeeseeasaeeaseessseeaseessseeseenseeans 3,055 3,048
TOtAl trAdING ASSELS .....veueeuieuieuietietiriert ettt ettt ettt ettt ettt ettt sae ettt et ettt ean et eneebeebeeresaea $ 28452 § 21,978
Trading liabilities:
Securities s0ld, N0t yet PUrchased...........ccccoererierierieniiieiiere et $ 1,182 §$ 738
Payables for precious MELals ..........cccoecireiriiiriiniineictrceereeere ettt 124 215
DICIIVALIVES, TIET....etieeeiiiiieetiette et eette ettt et e etteebeeebeessaesabeessaasaseassaaassaesseessseassaesssaessassseesseasseenseeans 1,929 2,690
Total trading HADIIILIES .......cccveviieriieiieiieeeee ettt ettt et e e s e s teesaeeseessesseessesssessesssessensnans $ 3,235 § 3,643

AtDecember 31,2019 and 2018, the fair value of derivatives included in trading assets is net of $2,538 million and $2,013 million,

respectively, relating to amounts recognized for the obligation to return cash collateral received under master netting agreements
with derivative counterparties.

At December 31, 2019 and 2018, the fair value of derivatives included in trading liabilities is net of $4,351 million and $3,458

million, respectively, relating to amounts recognized for the right to reclaim cash collateral paid under master netting agreements
with derivative counterparties.

See Note 15, "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
December 31, 2019 Cost

Unrealized Unrealized
Gains Losses

Fair
Value

Securities available-for-sale:
ULS. TIEASULY ..ottt sttt s s $ 16,219

U.S. Government sponsored enterprises:

(in millions)

$ 128 § (269) $ 16,078

Mortgage-backed SECUTITHIES .......ccuervirierieerieriieie et 3,358 57 (13) 3,402
Collateralized mortgage obligations ...........cccecveveereeieenenenienenenenenenes 345 3 1 347
Direct agency obligations..........cecueveeiiireenienierie et 1,382 21 — 1,403
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTILIES .......cueruiruirierierieieieieieeeee e 10,009 29 (41) 9,997
Collateralized mortgage obligations ...........cccecveveeeeieeneneniencnenereneenes 741 10 “) 747
Direct agency obligations..........ccccverviruerienienieienieieieeeeeeeese e 254 6 — 260
Asset-backed securities collateralized by:
HOME @QUILY -.eveeniiiieteeieeeee et 34 — ?2) 32
OBRET ...ttt 108 3 — 111
Foreign debt SECUTTHIES ™ oo 3,282 — 3,286
Total available-for-sale SECUTILIES .........eeveruerieieieieieiieieceeeescseee e $ 35732 $ 261 $ (330) $ 35,663
Securities held-to-maturity: -
U.S. Government sponsored enterprises:
Mortgage-backed SECUTTLIES ........cvevevivirieierieiieiereecceeteee e $ 1,632 $ 22 8 1) $ 1,653
Collateralized mortgage obligations ...........ccceeveveeieieenenieniencneneneneenes 1,418 40 “) 1,454
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTILIES .......cerueruirierienienieieieieieceicei e 3,004 17 — 3,021
Collateralized mortgage obligations ..........cccccevereereiienenienenieeeieee 7,227 85 (22) 7,290
Obligations of U.S. states and political subdiviSions........c..ccccecererverereneennee 10 1 — 11
Asset-backed securities collateralized by residential mortgages................... 2 — — 2
Total held-to-maturity SECUTTHIES .....c..evverreruerieieieieieieteceeei et $ 13293 $ 165 $ (27) $ 13,431
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Amortized  Unrealized Unrealized Fair
December 31, 2018 Cost Gains Losses Value

(in millions)

Securities available-for-sale:

ULS. TICASULY .ttt sttt ettt st sttt et $ 13,549 §$ 106 $ (365) $ 13,290
U.S. Government sponsored enterprises:
Mortgage-backed SECUIILIES .......oervervirrereieieiieieieerere et 5,541 6 (154) 5,393
Collateralized mortgage obligations ..........cccveveeeeeereniineneneneneereenes 686 1 (35) 652
Direct agency obligations .........ccceeererierienieieiiieieinereseee e 2,831 37 (2) 2,866
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUITLIES .......c.evververreieieieieieieere et 4,442 1 (171) 4,272
Collateralized mortgage obligations ..........cccveveeeeeereniineneneneneereenes 1,140 9 (29) 1,120
Direct agency obligations .........ccceeererierienieieiiieieinereseee e 295 9 — 304
Asset-backed securities collateralized by:
HOME EQUILY....cuveuiiiiiiiiieiieere ettt s 44 — 2) 42
OBRET ...ttt ettt 102 5 — 107
Foreign debt SECUTTHES ! ............oveeeeeeeeee e 3,330 3 — 3,333
Total available-for-sale SECUTIHES. ........ovrveveeririereeriieieieeeeteteieee ettt eaeeenas $ 31,960 $ 177§ (758) $ 31,379

Securities held-to-maturity:

U.S. Government sponsored enterprises:

Mortgage-backed SECUIILIES .......ovevververieieieieiieieieieere st $ 1812 §$ 1 3 (34) $ 1,779
Collateralized mortgage obligations ..........cccveeveeeeeinerineneneneneereenes 1,878 34 (26) 1,886

U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTIIES .......c.evvereirierieieieieeeeee e 2,104 2 (63) 2,043
Collateralized mortgage obligations ........c..cccecveevevererienicninienenenenrenenee 8,863 35 (176) 8,722
Obligations of U.S. states and political Subdivisions ............cccecceveerreennennn 11 — — 11
Asset-backed securities collateralized by residential mortgages................... 2 — — 2
Total held-to-Maturity SECUTTIES ......evevirrevereerriiereteeiieeeiereeeeeretees st eseeenas $ 14,670 $ 72 8 (299) $ 14,443

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

Net unrealized losses improved within the available-for-sale portfolio as compared with December 31, 2018 due primarily to
decreasing yields on U.S. Government sponsored mortgage-backed, U.S. Government agency 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, 2019 and 2018 classified as to
the length of time the losses have existed:

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

(dollars are in millions)

Securities available-for-sale:

U.S. TIeaSUTY ...eoveeeneieieieiieeee e 22 $ 61) $ 4,034 28 8 (208 $ 4,962
U.S. Government sponsored enterprises...... 18 ) 772 83 6) 672
U.S. Government agency issued or
UArANteed ......ooveveieieieieeeeeee e 27 “@) 1,961 50 (41) 2,508
Asset-backed securities..........ccoovvererevennennen. — — — 5 ?2) 33
Foreign debt securities.........cccecevverirenennene 11 — 1,238 5 — 292
Securities available-for-sale...........ccccoccvenuennenn. 78 $ (73) $ 8,005 171 § (257) § 8,467
Securities held-to-maturity:
U.S. Government sponsored enterprises...... 15 $ — 3 63 76 S S 3 522
U.S. Government agency issued or
UAranteed ........cocevvevenieieieirereee e 46 3) 887 274 (19) 1,705
Obligations of U.S. states and political
SUDAIVISIONS ..o 1 — — 1 — —
Securities held-to-maturity ...........ccccecvevereennen. 62 $ 3) S 950 351 $ (24) $ 2,227
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. TI€ASULY ...ceevevieiieiiieiciccreenreeeieneane 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
gUATANteed .......ccovveuirieinieieeceeeeee 8 2) 106 72 (198) 4,825
Asset-backed securities.........cccceceeerercnnenne. 1 — — 4 2) 42
Foreign debt securities.........ccceceverercnennene 16 — 1,724 — — —
Securities available-for-sale...........c.cocecvovninnnne. 88 § (20) $ 3,381 276§  (738) § 17,393
Securities held-to-maturity: -
U.S. Government sponsored enterprises...... 103§ ®) $ 684 511 $ (52) $ 1,739
U.S. Government agency issued or
guaranteed ... 111 (14) 769 491 (225) 7,372
Obligations of U.S. states and political
SUDAIVISIONS ...covenveneciieiceciiececececsc e 1 — — 1 — —
Securities held-to-maturity ...........c..cccceevnnnee. 215 $ 22) $ 1,453 1,003 $ (277) $ 9,111

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 decline in fair value may be caused by, among other things, the illiquidity of the
market. We have reviewed the securities for which there is an unrealized loss for other-than-temporary impairment in accordance
with our accounting policies, discussed further below. At December 31,2019 and 2018, 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, even if that equates to holding securities until their individual maturities.
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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. An impairment is also considered other-than-temporary if a credit loss exists (i.e., the present value of the expected future
cash flows is less than the amortized cost basis of the debt security). In the event a credit loss exists, the credit loss 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 loss is recognized, net of tax, in other comprehensive income.

For all securities held in the available-for-sale 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 loss exists and the period over which the
debt security is expected to recover, we considered the following factors:

*  The length 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;

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

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

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

During 2019, 2018 and 2017, none of our debt securities were 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, 2019 2018 2017

(in millions)
GTOSS TEAIIZEA GAINS.....cueeuieiieiieiietiei ettt ettt ettt e e te et e et e sbesse s enbe s aneenseneeneeneas $ 148 $ 54 $ 65
GroSS T€ALIZEA L0SSES.....euveuiieiiieiiiciiitcertcetc ettt sttt (60) (30) (13)
Nt TEAlIZEA ZAINS ....ovvvveieiicietccet ettt ettt ettt s et sesessss s s sesens $ 88 § 24§ 52
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Contractual Maturities and Yields The following table summarizes the amortized cost and fair values of securities available-for-
sale and securities held-to-maturity at December 31, 2019 by contractual maturity. Expected maturities differ from contractual
maturities because borrowers have the right to prepay obligations without prepayment penalties in certain cases. The table below
also reflects the distribution of maturities of debt securities held at December 31, 2019, together with the approximate yield of the
portfolio. The yields shown are calculated by dividing annualized interest income, including the accretion of discounts and the
amortization of premiums, by the amortized cost of securities outstanding at December 31, 2019.

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

Amount Yield Amount Yield Amount Yield Amount Yield

(dollars are in millions)

Available-for-sale:

U.S. Treasury .....occceveeneereeneeneennene $ — —% $ 5,695 187% $ 7,199 1.60% $ 3,325 2.62%
U.S. Government sponsored
ENLETPTISES .vovveeverrerienieseeienieeeeeeeereeenes 725  2.82 168  3.12 1,953 2.74 2,239 290
U.S. Government agency issued or
guaranteed........coceveveeeienieieinenceene, — — 79  2.18 — — 10,925  2.63
Asset-backed securities ...........cccceenenne. — — — — 58 5.19 84 3.71
Foreign debt securities..........c.ccceeceruennene 2,032 .50 1,250  2.17 — — — —
Total amortized COSt ......cceevvevieniinieiine $ 2,757 1.11% $ 7,192 1.96% $ 9,210 1.86% $ 16,573 2.67%
Total fair VAlUe.......oeeeveeeeeeeeeeereeeeeerseeeeene $ 2762 $ 7,234 $ 9,122 $ 16,545

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

ENLETPIISES wevvvevererrererrererereeereeeeennaes $ — —% $ 482 266% $ 551 230% $ 2,017 3.16%
U.S. Government agency issued or
guaranteed........cocooveveeeieneeiieinenceenne. — — 13 3.74 19 348 10,199 2.63
Obligations of U.S. states and political
SUDAIVISIONS ..cevenvenieicieiecciiniceiceiene — — 6 3.50 4 445 — —
Asset-backed securities ...........cccevennee — — — — — — 2 7.50
Total amortized COSt......oovevreerreririieienes $ — —% $ 501 2.69% $ 574 2.35% $ 12,218 2.72%
Total fair value......cccoeeeeeeeeeeeeeeeeeee, $ — $ 506 $ 577 $ 12,348

Equity Securities Equity securities that are not classified as trading and are included in other assets consisted of the following:

At December 31, 2019 2018

(in millions)
Equity securities carried at fair ValUE..........o.ccovuiiiiiiiiiiiieccccec s $ 283 $ 278
Equity securities without readily determinable fair values..........c..cccoeoevecinecnininineincinecnecnne 12 7

On a quarterly basis, we perform an assessment to determine whether any equity securities without readily determinable fair values
are impaired. In the event an equity security is deemed impaired, the security is written down to fair value with impairment recorded
in earnings. At December 31,2019 and 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
$110 million and $559 million, respectively, at December 31,2019 and $156 million and $63 1 million, respectively, at December 31,
2018.
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5. Loans

Loans consisted of the following:

At December 31, 2019 2018

(in millions)

Commercial loans:

Real estate, including CONSIUCTION. ........eiuierieriieieeiieie ettt esee e seeeneens $ 11,501 § 11,344
Business and corporate DanKing ...........ccceeererieieiieieieieeeieeiese sttt 13,479 13,066
GIODAL DANKING™ ... 17,915 20,167
Other commercial:
ATFIHALES® ..ottt ettt e et et e e et e e et e ee e e et ee e ee e eeeneeenenes 2,343 2,274
ONET ..ttt ettt et e st e et e s ee et e e te e b e et b esbeets e s e esb e beesaeeaeenbeeaeenseereenbeentenseernans 2,973 2,491
Total Other COMMETCTIAL........ccvvviiiiiiiiiiiiee ettt e et e s et e e e e e esaaeeeesssnaseeeessnnnes 5,316 4,765
Total COMMEICIAL........ccvieiiiiieiiiieieee ettt ettt e et e esaesteessesseessesseessesssessensnens 48,211 49,342
Consumer loans:
Residential MOTEZAZES .....cc.evuiruiriiitiitirtetee ettt ettt ettt ettt ettt ettt eaeese b ebeenes 17,801 17,383
HOME eqUItY MOTEZAZES ..c..evverviririieieteietetetet ettt ettt sttt se et ettt seeaeebeebe b enes 853 982
CIEAIE CATAS ..vvivieniieiieieetet ettt ettt ettt et e et eae s bt et e e ta e b e esbesbeessesseessaseessesseessesseessesssessesssessenssens 1,405 1,019
(0151 70711 1111 TSRS 283 252
TOAL COMSUIMET .....uviuvieuiieieiieeieete et e ete et e et etesteesaesseesbeessesseessesseessasseessasseessesseessesseessesseessesssesenssens 20,342 19,636
0] 1 B o 1 TSRS $ 68553 § 68,978

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

@ See Note 23, "Related Party Transactions," for additional information regarding loans to HSBC affiliates.

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 comparable 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, 2019 or 2018.

Net deferred origination costs totaled $79 million and $77 million at December 31, 2019 and 2018, respectively. At December 31,
2019 and 2018, we had a net unamortized premium on our loans of $3 million and $11 million, respectively.
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Aging Analysis of Past Due Loans The following table summarizes the past due status of our loans at December 31, 2019 and
2018. The aging of past due amounts is determined based on the contractual delinquency status of payments under the loan. An
account is generally considered to be contractually delinquent when payments have not been made in accordance with the loan
terms. Delinquency status is affected by customer account management policies and practices such as re-age, which results in the
re-setting of the contractual delinquency status to current.

Past Due Total Past Due
At December 31, 2019 30-89Days 90+ Days 30 Daysor More Current”  Total Loans
(in millions)
Commercial loans:
Real estate, including construction............ceceeeeeerceeeenene. $ 7 8 1 S 8 § 11,493 § 11,501
Business and corporate banking ..............cceeveeverieiieneennnns 60 35 95 13,384 13,479
Global banking............ccceeverieiinieniienceereeeeeeee e — — — 17,915 17,915
Other commErcial ..........oocvvvieriieieieiee e 22 — 22 5,294 5,316
Total commercial ..........ccvevveeiiieniieiieeie e 89 36 125 48,086 48,211
Consumer loans:
Residential mortgages........coceevveveieniinieninieneeieneeeeseeene 342 272 614 17,187 17,801
Home equity mortgages. ........cccceeverenenienenienieieneeeeennenne 10 24 34 819 853
Credit CardS ...uuviiiiiiieeiie e 24 24 48 1,357 1,405
Other CONSUIMET .......eeveriieieeiieieeeieie et eee e eee e eeeseeeneens 5 5 10 273 283
Total CONSUMET ........cociieiieeiieiie it 381 325 706 19,636 20,342
TOtal 10ANS ....cviieiieiiiciecee e $ 470 $ 361 § 831 §$ 67,722 $ 68,553
Past Due Total Past Due
At December 31, 2018 30-89Days 90+ Days 30 Days or More  Current” Total Loans
(in millions)
Commercial loans:
Real estate, including construction............coeceeeeeveereneennene $ 76 $ 3 8 79 $ 11265 $ 11,344
Business and corporate banking ..............cccoevveeeerieriereennnns 79 38 117 12,949 13,066
Global banking............ccceeeirierinienieere et — — — 20,167 20,167
Other coOmMMETCial .......cceeevieiieiieieiieiee e 15 — 15 4,750 4,765
Total commercial .........coceeevieciieriieieeie e 170 41 211 49,131 49,342
Consumer loans:
Residential mOrtgages........coovevveeeeenieieneeiereeereee e 469 254 723 16,660 17,383
Home equity mortgages. ........coceeereruervenienenienieieceeeennenne 14 27 41 941 982
Credit Cards.......cuvevieeieeiieeieeee et 13 14 27 992 1,019
Other CONSUMET .......cccveriieieetieiieeiereeeenteeee e eee e eeesseeneens 5 5 10 242 252
Total CONSUIMET ........oeeieiiieeiiee e 501 300 801 18,835 19,636
TOAl LOANS ...vvevvivieerecteetecte ettt ettt et ae e e $ 671 $ 341 $ 1,012 § 67,966 $ 68,978
m

Loans less than 30 days past due are presented as current.
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Contractual Maturities Contractual maturities of loans outstanding at December 31, 2019 were as follows:

2020 2021 2022 2023 2024 Thereafter Total

(in millions)

Commercial loans:
Real estate, including construction....... $ 4517 $ 1676 $ 1,712 § 1,609 $ 1,515 § 472 § 11,501

Business and corporate banking........... 5,293 1,964 2,006 1,885 1,775 556 13,479
Global banking ..........cccceceeererenenenenns 7,157 2,610 2,667 2,506 2,238 737 17,915
Other commercial.........ccccoceverinenennns 2,088 775 791 744 700 218 5,316
Consumer loans:
Residential mortgages .........cccceeuveneeee. 393 504 501 509 518 15,376 17,801
Home equity mortgages'” ................... 356 189 114 70 45 79 853
Credit cards® .........cccoooovveeeeeieeeeenn. — 1,405 — — — — 1,405
Other CONSUMET ........cceevveeereerereeieennnens 110 133 16 9 6 9 283
Total....coovieiieeieeeeceee e $ 19914 § 9256 $ 7807 $ 7332 $ 6,797 $ 17,447 $ 68,553

M Home equity mortgage maturities reflect estimates based on historical payment patterns.

@ As credit card receivables do not have stated maturities, the table reflects an average estimate based on historical payment patterns.

As a substantial portion of consumer loans, based on our experience, will be renewed or repaid prior to contractual maturity, the
above maturity schedule should not be regarded as a forecast of future cash collections. The following table summarizes contractual
maturities of loans outstanding at December 31, 2019 due after one year by repricing characteristic:

After One But
December 31, 2019 Within Five Years After Five Years
(in millions)
Receivables at predetermined INtEreSt TALES ..........ccevereririerierierienierieieieeeeecet et $ 1,733  § 4,929
Receivables at floating or adjustable rates ...........ccocevvererinieneneneniicceeceeee e 29,459 12,518
TORALL .ttt bbbttt ettt b e bbbt bbb e $ 31,192 $ 17,447
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Nonperforming Loans Nonperforming loans, including nonaccrual loans and accruing loans 90 days or more delinquent, consisted
of the following:

At December 31, 2019 2018

(in millions)

Nonaccrual loans:

Commercial:
Real estate, including CONSTUCTION. .....c.eivuiiriiiieiiiieee ettt $ 6 § 7
Business and corporate DANKING ...........ccoevererieierieieeieeeiee ettt 82 70
G1ODAL DANKING ......vivieiieiieiieiecie ettt ettt sttt et e e ta et e essesseesseeseessesseessesseensesssessesssensenssens 149 65
Other COMIMETCIAL......eetiitieiieiiee ettt ettt et sae e sbeete bt enbesbeenaeeaeens — 1
TOtal COMIMETCIAL.....c.viiiiiiiiieeii ettt sttt et e e b e e tee st e e seesebeessseesseesaeesseeseesssaeseenasens 237 143
Consumer:
Residential mortgages' @) e 381 341
Home equity MOTtZAZEs® ... ... 46 55
TOTAL COMSUIMET ...ttt ettt b ettt b e bt e bbbt e et et et et e bt ebeebeebeebeanes 427 396
Total NONACCIUING J0AMS...........ooiiiiiiieiieiieeeee et re et e te et esebeesaeeesbeesseeenseenees 664 539
Accruing loans contractually past due 90 days or more:
Commercial:
Business and corporate DANKING ...........cocvveriiiieriiiieriieieie ettt ere e ereeeeereessesseesseesaesseesnens 1 1
Total COMMETCIAL..... oottt ettt et eaeetesaeenae s st enaeennens 1 1
Consumer:
CIEAIL CATAS ..vveeietieiieie ettt ettt b et b s bt stk b e st et e et e e et ene e st e st eneeseeneeseanes 24 14
(0131 103113 1111 1<) USRS 5 6
TOLAL COMSUITIET ...ttt ettt ettt st et se ettt ettt et e bt ebeebeebeebeenes 29 20
Total accruing loans contractually past due 90 days or more.................cccoocoevvirvieniiieneecienieenns 30 21
Total NoNPerforming LOANS .................ccoocviiiiiiiiiiicceeee ettt et e a e eeneas $ 694 § 560
m

At both December 31, 2019 and 2018, nonaccrual consumer mortgage loans include $289 million 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 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, 2019 2018 2017

(in millions)

Interest income that would have been recorded if the nonaccrual loans had been
current in accordance with contractual terms during the period............cccceoceeririenennen. $ 35 $ 46 $ 68

Interest income that was recorded on nonaccrual loans and included in interest income
AUIING the PETIOA ......eiiieiiii ettt ettt ettt s ee e eaeenees 15 31 24
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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 terms that are less than what we would be willing to accept for new loans with comparable risk because of deterioration in the
borrower's financial condition.

Modifications for consumer or commercial loans may include changes to one or more terms of the loan, including, but not limited
to, a change in interest rate, extension of the amortization period, reduction in payment amount and partial forgiveness or deferment
of principal, accrued interest or other loan covenants. A substantial amount of our modifications involve interest rate reductions
on consumer loans, which lower the amount of interest income we are contractually entitled to receive in future periods. Through
lowering the interest rate and other loan term changes, we believe we are able to increase the amount of cash flow that will ultimately
be collected from the loan, given the borrower's financial condition. 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 collateral 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 commercial loans, if subsequent performance
is in accordance with the new terms and such terms reflect current market rates at the time of restructure, they will no longer be
reported as a TDR Loan beginning in the year after restructuring. During 2019, a $12 million commercial loan met this criterion
and was removed from TDR Loan classification. There were no loans removed from TDR Loan classification during 2018 and
2017.

The following table presents information about loans which were modified during 2019, 2018 and 2017 and as a result of this
action became classified as TDR Loans:

Year Ended December 31, 2019 2018 2017

(in millions)

Commercial loans:

Business and corporate banking ...............ecceveervieiriieriieriierieeeseee et ereeeas $ — 3 6 3 40
G1ODAl DANKING........eeiieiieiieiieiieiete ettt ettt eaesbeessesseesaesseessesaeensesnnes — — 160
Total COMMETCIAL ........iitiiiieiiei e s — 6 200

Consumer loans:

Residential mortgages 8 26 34
Home equity MOTtZAZES ... .eoueeeieieiieieeit ettt ettt sae e seeas 1 5 9
CrEdit CATAS ....eeueeuieiirieeieeieet ettt sttt ettt b ettt be e se s 3 4 4
TOLAl COMSUIMET ........euiiiitiitiite ettt ettt sttt ettt be bttt ebesbeseenes 12 35 47
TOTAL..ceeeteeeeeeeet ettt ettt eb et et s et e ettt s st es st st et sn et ebeteenn s $ 12 41 8 247

The weighted-average contractual rate reduction for consumer loans which became classified as TDR Loans during 2019, 2018
and 2017 was 2.18 percent, 1.93 percent and 1.91 percent, respectively. The weighted-average contractual rate reduction for
commercial 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, 2019 December 31, 2018
Unpaid Unpaid
Carrying  Principal Carrying Principal
Value Balance Value Balance

(in millions)

TDR Loans:"*®
Commercial loans:
Business and corporate Banking ...........c.cceevererienieieinienieeeencsesese e $ 36 § 61 $ 68 $ 86
G1ODAl DANKING. .....eveeiteiieiiieieieteet ettt 68 78 113 119
Total COMMETCIAl® ...t 104 139 181 205
Consumer loans:
Residential mortgages™ .............cooovvivveeoeeeeeeeeeeeee e 580 663 640 730
Home equity mor‘cgages(4) ..................................................................................... 32 60 35 65
CrEAIt CATAS .vovvieeiiiieiieciieie ettt ettt ettt et e st eae st e b e etae b e essenseesaeseesaesseenseses 4 4 3 4
TOtAl COMSUIMET........ueeeiiieiieeieeieecte ettt et e et e ebeesbeebeesebeebeesabeesbaessseesseesssaenseens 616 727 678 799
Total TDR LOANS® ..ottt $§ 720 $ 866 $ 859 $ 1,004

Allowance for credit losses for TDR Loans:®

Commercial loans:

Business and corporate banking ............ccecceeieviiirieniereeeeeeeee e $ 1 $ 12
G1ODAl DANKING........ecvieiieiieiieiieieie ettt beeee e b e eseesbeesaesseesseneas — —
Total COMMETCIAL .....cuviiiiieeiieiie ettt ee et ev e e be e abeebeessaeeareeas —1 —12
Consumer loans: - -
Residential MOTtZaZES. ... .c.eeueeuirieriieierie ettt 4 3
HOme eqUIty MOTZAZES .....ecvverieeieiieeierieeie et eie st eae s ere et ebe et esseeseesseesaesseesseseas 1 1
CTEAit CATAS ...veiviieiieeiie ettt ettt et e e e e et e e s b e ebeestbeesbeesaseesbaesssaenseens 1 1
TOAl CONSUIMET ... c.ueevieieerietietieetesteeete e eseesteesaesteessesseesseessesseessesseessanseessesseesseses 6 5
Total allowance for credit losses for TDR Loans ............ccccoeeeveeeeiiceeiieeeieeeee e $ 7 $ 17

™ TDR Loans are considered to be impaired loans. For commercial loans, impaired loans include other loans in addition to TDR Loans which totaled $164
million and $54 million at December 31, 2019 and 2018, respectively.

@ The carrying value of TDR Loans includes basis adjustments on the loans, such as partial charge-offs.

®  Additional commitments to lend to commercial borrowers whose loans have been modified in TDR Loans totaled $222 million and $151 million at
December 31, 2019 and 2018, respectively.

@ At December 31, 2019 and 2018, the carrying value of consumer mortgage TDR Loans includes $557 million and $615 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, 2019 and 2018, the carrying value of TDR Loans includes $230 million and $286 million, respectively, of loans which are classified as
nonaccrual.

(6)

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, 2019 2018 2017

(in millions)

Average balance of TDR Loans:
Commercial loans:

Real estate, including CONSIUCHON .........ccoeievieiiriiriciieieteiee et $ — $ — $ 19
Business and corporate banking...........ccocceeeeiieiiiieiiieeeeeee e 55 122 246
(€2 e] 021 I 0T 115 1 =R 81 124 154
Total COMMETCIAL ..ottt 136 246 419
Consumer loans:
Residential MOTtZAZES .....ccvevveveieiiieiiriiriereeteete sttt 608 660 704
HOME ©qQUILY MOTTZALZES ..cuvveevvieeieeiieriieeieeieeeteeteesreesteesebeeseeessseesseessseenseesssessseenns 33 35 31
CTEAIt CATAS ..eouvvieiieiiietieeie ettt ettt e et et e et e s b e e bt esebeesteesabeesbeessseenseesssennseenes 4 4 4
TOtAl COMSUIMET .....c..eteiitiieieteit ettt ettt ettt ettt ettt 645 699 739
Total average balance of TDR LOANS ........ccevrieririerieieisieieieieieieesieesieee e $ 781 $ 945 § 1,158

Interest income recognized on TDR Loans:
Commercial loans:

Business and corporate banking..............ecueeirieieierieenieeneeneeeeeee e $ 2 5 12§ 7
(€3 0] oF21 0T 115 1 =TSR 2 3 2
Total COMMETICIAL ....c.cooouiiiiiiiiiiiice e 4 15 9

Consumer loans:

Residential MOTtEAZES .......ecueeuieeieieeieierte ettt st eneas 26 27 28
Home equity MOItZAZES ...cveeveeiieeieiieierieeieeeete st eie et ete et e seessesseesaesseesaessaensesenes 2 2 2
TOtAl CONSUIMIET .....c.viriiiiiiiieietcet ettt et 28 29 30
Total interest income recognized on TDR L0ans ........ccocveieeieniieieniesieeeeceee e $ 32 3 44 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, 2019, 2018 and 2017:

Year Ended December 31, 2019 2018 2017

(in millions)

Consumer loans:

Residential MOTTZAZES.......cocvievierieeiteteieeete ettt ettt ettt ettt e e eaeeae e eteeteeaeerenas $ 3 5 8 9
HOmE eqUIty MOITZAZES ... eeueeeieeieeieieete ettt ettt ettt et e s eneesee e e sneenesnean — 2 2
TOAL COMSUIMET ... cuiuivteeieiieteteeetetetetesttetesese s bete st betese e s esesese st esesese e esesesenssesesans $ 3 8 10 § 11

During the years ended December 31,2019, 2018 and 2017, there were no commercial TDR Loans which were classified as TDR
Loans during the previous 12 months which subsequently became 90 days or greater contractually delinquent.
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Impaired commercial loans The following table presents information about impaired commercial loans and the related impairment
reserve:

Amount Amount
with without Total Impaired Unpaid
Impairment Impairment Commercial Impairment Principal
Reserves®™ Reserves®™ Loans"® Reserve Balance
(in millions)
At December 31, 2019
Real estate, including construction...........cccceceeeeerenene $ 2 3 3 9 5 9 — 3 5
Business and corporate banking ..........c.cccceceeeeeerencnnns 57 33 920 23 109
Global banking .........coccceveereereeneinecneineeeeneeeees 32 141 173 15 183
Total commercial..........cccoeeveeeieeeeieeeeeeeeee e $ 91 § 177 $ 268 $ 38 $ 297
At December 31, 2018 -
Real estate, including construction.............cceceveeruennees $ 33 33 6 $ 1 $ 6
Business and corporate banking ............cccceceeceeerinennens 58 37 95 18 109
Global banking ...........ccceveverieriesieieieieeeeeieeee e — 133 133 — 140
Other cOMMETCial .........coveieviieiiniieieeieie e — 1 1 — 1
Total commercial.......ccc.oeeviiieiiiiiiiiiiiieeeeeeee e, $ 61 $ 174 $ 235 $ 19 $ 256
m

Reflects the carrying value of impaired commercial loans and includes basis adjustments on the loans, such as partial charge-offs.

@ Includes impaired commercial loans that are also considered TDR Loans which totaled $104 million and $181 million at December 31, 2019 and 2018,

respectively.

The following table presents information about average impaired commercial loans and interest income recognized on impaired
commercial loans:

Year Ended December 31, 2019 2018 2017

(in millions)

Average balance of impaired commercial loans:

Real estate, including CONSTIUCHON ..........cvevivieiiiieteiiieeereteece et $ 58 9 % 32
Business and corporate Danking ............ccecevveieiieneiierieeee e e 111 200 304
G1ODAl DANKING........eeiieiiiiieiietieiee ettt sttt ettt sa et e essesseesaesaeessesaeensesenes 127 239 554
Other COMMETCIAL .......oouiiiiitieiieee ettt — — 4
Total average balance of impaired commercial 10ans...............oceeeeerireeeinirieeererennens $ 243 $ 448 $ 894
Interest income recognized on impaired commercial loans: -
Business and corporate DanKing ............cccceceeieieieineniiniese et $ 4 3 15 8 9
(€2 e) 021 0T 11 1 =SSR 3 7 2
Total interest income recognized on impaired commercial loans...........c..ccceevereenenen. $ 7 9 22 3 11
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Commercial Loan Credit Quality Indicators The following credit quality indicators are monitored for our commercial loan
portfolio:

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

Special Mention  Substandard Doubtful Total
(in millions)
At December 31, 2019
Real estate, including construction .............ccceeveevevieceeeeinenennennnn $ 516 $ 203 $ — S 719
Business and corporate banking..........cccccecevirveninneninnencnnenn. 467 386 23 876
Global BanKING ......cccccveeririririnireneteretetetee et 184 196 15 395
Other commercial.........coccviiviieeieiiiiecieeeeeeee e 11 — — 11
Total cOMMEICIal......ccccceruiriririinierientetececeeee e $ 1,178 $ 785 $ 38 $ 2,001
At December 31, 2018 -
Real estate, including cONStruCtion ...........ccoeeveeeeveeriereenieneeneenen. $ 452  $ 93 $ 4 $ 549
Business and corporate banking...........ccoceoeeeveeieneeinincnenenenenes 193 314 15 522
Global banking...........occoveiviiiniiiiircreree e 262 277 — 539
Other COMMETCIAL.........cceerviiierieieiieiee e — 1 — 1
Total COMMETCIAL......oeeiieieeeeeeeeeeeeeeeeeeeeeeeeee e $ 907 $ 685 $ 19 $ 1,611

Nonperforming The following table summarizes the status of our commercial loan portfolio:

Accruing Loans

Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total
(in millions)
At December 31, 2019
Real estate, including construction............ccceeeeeerieeeenene. $ 11,495 § 6 $ — 8 11,501
Business and corporate banking ...........c.ccoceveervenienieinennnn 13,396 82 1 13,479
Global banking............ccceeeirierinienieere et 17,766 149 — 17,915
Other commercial .........cccceevirinenenineneneeeeeeeeee 5,316 — — 5,316
Total commercial ..........ccocevieiieieiiiee e $ 47973 $ 237 $ 1 3 48,211
At December 31, 2018
Real estate, including construction..............ccveveveveerievennnen. $ 11,337 $ 7 % — § 11,344
Business and corporate banking .............cocceeveeverienierennnnns 12,995 70 1 13,066
Global banking............ccceevevieiinienineneeereeeeeeee e 20,102 65 — 20,167
Other commErcial ..........cocvvvvieriieieieiee e 4,764 1 — 4,765
Total COMMETCIAL ..vveeeeeeeee et $ 49,198 $ 143§ 1 $ 49,342
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Credit risk profile The following table shows the credit risk profile of our commercial loan portfolio:

Non-

Investment  Jpvestment
Grade” Grade Total
(in millions)
At December 31, 2019
Real estate, including CONSLIUCTION .......c.eeieiiiiiitieiiie et $ 6332 $ 5169 $ 11,501
Business and corporate Banking ...........c.coceceeverereneneninenenenecieteceteeeeeese e 6,029 7,450 13,479
G1ODAL DANKING. .......eetiiietieteite ettt ettt ettt sttt ettt s st ae b ebesaeseeean 12,981 4,934 17,915
Other COMMETCIAL ......co.eriiiiriiriiieiect ettt ettt nes 4,649 667 5,316
Total COMMETCIAL .....cueiiiieiieeiiecte ettt e e et esebeebeessbeenseensee s $ 29991 §$ 18,220 $ 48,211
At December 31, 2018 -
Real estate, including CONStIUCTION .......c.eeieieiiiiiiiie e $ 6769 $ 4575 $ 11,344
Business and corporate Banking ...........cccccceceevererinenenineneneneieteeeeeeee e 5,674 7,392 13,066
G1ODAl DANKING........eevieiieiiieiieiieeete ettt sttt ettt e et e et e sseesaesseessesaeensesnees 14,764 5,403 20,167
Other COMMETCIAL ....c..eiiiiiciieciiecee ettt e e e eb e s beesbeessbeebeensee s 3,990 775 4,765
Total COMMETCIAL .....c.ocvieievieietieetieeteee ettt ettt ettt ee et st et eae et aeereenerenea $ 31,197 $ 18,145 $ 49,342

M 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 ("delinquency ratio") for our consumer loan portfolio:

December 31, 2019 December 31, 2018
Delinquent  Delinquency  Delinquent  Delinquency
Loans Ratio Loans Ratio

(dollars are in millions)

Residential mortgages ™ ...........cooiviieeeeeeeeeeeeeeeeee e $ 350 1.96% $ 347 1.99%
Home equity mort@ages'™™@ ..........c.ooviiiiioeeeeeeeeeeeee e 25 2.93 30 3.05
Credit CATAS .oveiiieeieiee ettt e e e r e e s e et e e e e e ennnaes 34 2.42 20 1.96
Other CONSUMET .......ccuvvieeeeee e et e e eee e et e e et e e eeaeeeeeareeeeneeeas 7 2.47 8 2.62
TOtAl CONSUIMIET ..ottt ettt e et e et e s eateeseaeeeenaneeennneeeas $ 416 2.04% $ 405 2.05%

M At December 31,2019 and 2018, consumer mortgage loan delinquency includes $256 million and $254 million, respectively, of loans that are carried at the
lower of amortized cost or fair value of the collateral less cost to sell.

@ At December 31, 2019 and 2018, consumer mortgage loans include $142 million and $125 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:

Accruing Loans
Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total

(in millions)

At December 31, 2019
Residential MOTtZages ......ceevvieveevvierieiieienieeieeie e $ 17,420 $ 381 $ — $ 17,801
Home equity mortgages. .......c.ceceeerervenenenenenienenieneeeeenennes 807 46 — 853
Credit CATAS .ottt e e e e e e eeeaeees 1,381 — 24 1,405
Other CONSUMET .....cvevieuieieiiiiiniencrestese ettt 278 — 5 283
TOtal CONSUIMET ..oeeeeiiiieeeeiieeeee et $ 19,886 $ 427 $ 29 § 20,342

At December 31, 2018 - -
Residential MOTtgages .........ccceeeeerirenerieneneneneeeeeeeeeee $ 17,042 $ 341 $ — $ 17,383
Home equity mOrtgages. .......c.coueererinerenenenieneeneeeeeeeenennes 927 55 — 982
Credit CardS......ooveveriereeieieeeeee et 1,005 — 14 1,019
Other CONSUIMET ....eouvevieiietieiieiieieeece ettt ee e 246 — 6 252
TOtal CONSUIMET ......vovieiveveiieiiereeeeceeeeeteieees bt es s sesns $ 19220 $ 396 § 20 § 19,636

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

Concentration of Credit Risk At December 31,2019 and 2018, our loan portfolios included interest-only residential mortgage and
home equity mortgage loans totaling $3,362 million and $3,208 million, respectively. An interest-only residential mortgage loan
allows a customer to pay the interest-only portion of the monthly payment for a period of time which results in lower payments
during the initial loan period. However, subsequent events affecting a customer's financial position could affect the ability of
customers to repay the loan in the future when the principal payments are required which increases the credit risk of this loan type.
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6. Allowance for Credit Losses

The following table summarizes the changes in the allowance for credit losses by product and the related loan balance by product
or line of business during the years ended December 31, 2019, 2018 and 2017:

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, 2019

Allowance for credit losses — beginning

OF PEriod ..o $ 116 $ 219 §$ 108 $ 15 $ 13 8 7 8§ 58 §$ 5 8 541
Provision charged (credited) to income..... 37 62 1 6) A3 2) 101 5 195
Charge-offS.......cccovveevenncinnccceenes — 45) A3) — (€)) ) (60) 5) (125)
Recoveries — 3 — — 10 5 6 2 26
Net (charge-offs) recoveries — (42) A3) — 2 1 (54) A3) 99)
Allowance for credit losses — end of
PEIOA s $ 153 $ 239§ 106 $ 9 $ 12 8 6 $ 105 $ 7 $ 637
Ending balance: collectively evaluated -
for impairment .........c.coeeevvecrcnnneenene. $ 153§ 216 $ 91 $§ 9 $ 8 3 5 % 104 $ 7 $§ 593
Ending balance: individually evaluated
for impairment — 23 15 — 4 1 1 — 44
Total allowance for credit losses............... $ 153 $ 239 $ 106 $ 9 § 12§ 6 $ 105 $ 7 $ 637
Loans:
Collectively evaluated for impairment”... § 11,496 $ 13,389 $ 17,742 $ 5316 $ 16955 $ 798 $1401 $ 283  $67,380
Individually evaluated for impairment® .. 5 90 173 — 51 4 4 — 327
Loans carried at lower of amortized cost
or fair value less cost to sell.................. — — — — 795 51 — — 846
Total 10ans ........cccoevvevevenrreinneecnrcceee $ 11,501 $ 13479 $ 17915 $ 5316 $ 17,801 $ 853 $1405 $ 283 $68,553
Year Ended December 31, 2018
Allowance for credit losses — beginning
Of PEriod......cccvvvveininieiiiniccrccce $ 82 % 244§ 264 $ 18 8 25§ 1 $ 32 3 5 $§ 681
Provision charged (credited) to income..... 34 31) (109) 3) (18) 3) 55 2 (73)
Charge-offS .....cccoeoveeieeeree e — 41 (48) — (@) (7) (35) “ (142)
RECOVETIS .. — 47 1 — 13 6 6 2 75
Net (charge-offs) recoveries..................... — 6 47) — 6 (1) (29) 2) (67)
Allowance for credit losses — end of
PELiOd e $ 116 $ 219 % 108 $ 15§ 13§ 7 $ 58 § 5 $ 541
Ending balance: collectively evaluated -
for iImpairment ............ococeevevereeeerenennne $ 115 $ 201 $ 108 §$ 15 3 10 $ 6 $§ 57 % 5 $ 517
Ending balance: individually evaluated
for impairment .............ccocceeueieenenennnnn. 1 18 — — 3 1 1 — 24
Total allowance for credit losses................ $ 116 $ 219  $ 108 $ 15 $ 13 $ 7 S 58 § 5 $ 541
Loans:
Collectively evaluated for impairment™... § 11,338 § 12,971 § 20,034 §$ 4764 $ 1648 $ 919 $1,016 S 252 $67,780
Individually evaluated for impairment® ... 6 95 133 1 56 4 3 — 298
Loans carried at lower of amortized cost
or fair value less cost to sell. — — — — 841 59 — — 900
Total 10ans ........cccevveveenneinreccreecenee $ 11,344 § 13,066 $ 20,167 $ 4,765 $ 17,383 $ 982 $1,019 § 252 $68,978
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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, 2017

Allowance for credit losses — beginning

of period.......cccccviviviviniiininiiiiie $ 922 $ 317 $ 508 § 13 8 26 $ 20 $ 34§ 7 $ 1,017
Provision charged (credited) to income..... 3) (59) (116) 6 (@) ®) 22 — (165)
Charge-offs @) 37 (141) (1 “) (6) 30) “ (230)
RECOVETIES .. — 23 13 10 5 6 2 59
Net (charge-offs) recoveries..................... @) 14 (128) 1) 6 (1) (24) 2 $ a7y
Allowance for credit losses — end of
Period ..o $ 82 3 244 $ 264 $ 18 $ 25 § 11 $ 32 3 5 § 681
Ending balance: collectively evaluated -
for IMpairment ... $ 82 $ 199§ 182§ 18 $ 18 $ 10 $ 31 8§ 5 $ 545
Ending balance: individually evaluated
for impairment .............ccccceeverereerenennne. — 45 82 7 1 1 — 136
Total allowance for credit losses................ $ 82 $ 244 $ 264 $ 18 § 25 $ 11 $ 32 5 $§ 681
Loans:
Collectively evaluated for impairment”... § 10,522 § 12254 $ 19,651 $ 9910 $ 16308 $ 1,121 $ 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 sell.................. — — — 908 66 — — 974

$ 10,533 $ 12,504 $ 20,088 $ 9910 $ 17,273 $ 1,191 § 721 $ 343 $72,563

Total loans

@ Other commercial includes loans to HSBC affiliates totaling $2,343 million, $2,274 million and $6,750 million at December 31, 2019, 2018 and 2017,
respectively, for which we do not carry an associated allowance for credit losses.

2 . . . . .
@ For consumer loans and certain small business loans, these amounts represent TDR Loans for which we evaluate reserves using a discounted cash flow

methodology. Each loan is individually identified as a TDR Loan and then grouped together with other TDR Loans with similar characteristics. The discounted
cash flow analysis is then applied to these groups of TDR Loans. Loans individually evaluated for impairment exclude TDR Loans that are carried at the
lower of amortized cost or fair value of the collateral less cost to sell which totaled $557 million, $615 million and $655 million at December 31, 2019,
2018 and 2017, respectively.

7. Loans Held for Sale

Loans held for sale consisted of the following:

At December 31, 2019 2018

(in millions)

Commercial loans:

Real estate, INCIUAING CONSIIUCTION. ........coieriiiieiieiieieeiete ettt e e e reeaesreessesseeseesaesseesnens $ 83 $ 27
Business and corporate Danking...........ccccoevvevieierieinininininene ettt 35 —
G1ODAL DANKING ....c.vivieiieiieiieiieie ettt ettt ettt e e bt eess e beessesseessesseesseeseessesssessesssessensnens 94 367
TOtal COMIMETCIAL.......viiiiiiiiieeiii ettt ste e et e et e e b e e teesebeessaeesseesseesseeseeensaaseennrens 212 394
Consumer loans:
Residential MOTEZAZES ......verveeuiereieieeti ettt ettt e et e e et eneesneesesseesesneenseennens 77 65
OthET COMSUITIET .....viviiiieiietieiteete et ete et e e teete st esbesteesbeetsesseessesseessasseessasseessesseessesseessesssessesssessensaans — 53
TOLAl CONMSUIMET .....evieiiiieiieiieeie ettt ettt ettt e et e e steeeabeebeesabeeseessbeessseesseessessseeseesssaeseennsens 77 118
Total 10aNS NELA TOI SALE ....cvvviiieiii ittt e e st e e s enaeeeenaeeesnnes $ 289 § 512

Commercial Loans Included in commercial loans held for sale are certain loans that we have elected to designate under the fair
value option which consists of loans that we originate in connection with our participation in a number of syndicated credit facilities
with the intent of selling them to unaffiliated third parties as well as loans that we purchase from the secondary market and hold
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as hedges against our exposure to certain total return swaps. The fair value of these loans totaled $178 million and $109 million
at December 31, 2019 and 2018, respectively. See Note 16, "Fair Value Option," for additional information.

Commercial loans held for sale also includes certain loans that we no longer intend to hold for investment and were transferred
to held for sale which totaled $34 million and $285 million at December 31,2019 and 2018, respectively. During 2019, we recorded
no lower of amortized cost or fair value adjustments on commercial loans held for sale. During both 2018 and 2017, we reversed
$5 million of the lower of amortized cost or fair value adjustments previously recorded on commercial loans held for sale as a
component of other income in the consolidated statement of income (loss) as a result of an increase in fair value due to improved
pricing.

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

During the first quarter of 2019, we transferred $53 million of student loans that were previously classified as other consumer
loans held for sale to held for investment as we now intend to hold these loans for the foreseeable future.

Loans held for sale are subject to market risk, liquidity risk and interest rate risk, in that their value will fluctuate as a result of
changes in market conditions, as well as the credit environment. Beginning with 2018 applications, interest rate risk for agency-
eligible residential mortgage loans held for sale is partially mitigated through an economic hedging program to offset changes in
the fair value of these mortgage loans held for sale, from the time of commitment to sale, attributable to changes in market interest
rates. Revenue associated with this economic hedging program, which is reflected as a component of other income in the
consolidated statement of income (loss), was a loss of $1 million during both 2019 and 2018, respectively. Prior to 2018 applications,
PHH Mortgage Corporation ("PHH Mortgage") was obligated to purchase agency-eligible residential mortgage loans from us
directly upon origination and, as such, we retained none of the risk of market changes in mortgage rates for these loans purchased
by PHH Mortgage.

Valuation Allowances Excluding the commercial loans designated under the fair value option discussed above, loans held for sale
are recorded at the lower of amortized cost or fair value, with adjustments to fair value being recorded as a valuation allowance
through other revenues. The valuation allowance on consumer loans held for sale was $2 million and $4 million at December 31,
2019 and 2018, respectively. The valuation allowance on commercial loans held for sale was nil and $3 million at December 31,
2019 and 2018, respectively.

8. Properties and Equipment, Net

Properties and equipment, net is summarized in the following table:

At December 31, 2019 2018
(in millions)

572 s U« TR PRORRRRRPRRRRRRRRE $ 8 $ 8
Buildings and IMPrOVEMEINTS ........cceeouirieriirieiiiiee ettt ettt et st e e seee e sbeenbeseeenbesinens 642 619
Furniture and eqUIPIMENL ........cceeiiiiirtirerine ettt ettt ettt et eb e ebe s 151 145
TOAL ...ttt bbb ettt et et ea e eaeeae e 801 772
Accumulated depreciation and amOTtIZALION. ..........c.cerueiriiiriiirieieeeeeee e (624) (614)
Properties and eqUIPMENt, NMEL.........cooiiiiiiriiete ettt sttt st e et e e e et eseeaeeaeeaea $ 177 $ 158

Depreciation and amortization expense totaled $43 million, $44 million and $51 million in 2019, 2018 and 2017, respectively.

9. Goodwill

As discussed further in Note 2, "Summary of Significant Accounting Policies and New Accounting Pronouncements," during the
third quarter of 2019, we adopted new accounting guidance and removed the second step 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. As a result, goodwill
impairment is now measured at the amount by which a reporting unit's carrying amount exceeds its fair value, with any impairment
charge limited to the carrying amount of goodwill.

Goodwill was $1,242 million and $1,607 million at December 31, 2019 and 2018, respectively. Goodwill for these periods reflects
accumulated impairment losses of $1,035 million and $670 million, respectively.
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We evaluated our goodwill for impairment during the third quarter of 2019 in connection with our annual review. As part of this
review, we assessed the changes in circumstances that began to impact our businesses during the quarter and in particular changes
to the interest rate environment where rates in the prior year had been expected to increase and are now expected to decline for
the foreseeable future as a result of slowing economic growth along with various revenue headwinds such as increased competition
for deposits and a shift in customer demand to lower fee wealth products. We concluded that these developments were significant
and should be reflected in our internal financial forecasts.

In September 2019, in connection with the development of its 2020 five-year operating plan, HSBC USA prepared updated cash
flow projections, resulting in a reduction in the long-term forecasts of profitability as compared to prior forecasts. These projections
were reviewed by senior management in early October in connection with the preparation of our third quarter financial statements
and it was determined that these forecasts represented our best estimate of future profitability and would be used to conduct our
annual goodwill impairment test. We completed our annual impairment test of goodwill utilizing cash flow projections based on
these forecasts under a present value approach and, in conjunction with valuation estimates determined under a market approach,
concluded that the fair value of our Commercial Banking and Private Banking reporting units exceeded or approximated their
carrying values, including goodwill. However, the cash flow projections for our Retail Banking and Wealth Management reporting
unit were significantly lower for the reasons discussed above as well as higher levels of allocated capital and, in conjunction with
valuation estimates determined under a market approach, resulted in a fair value that was significantly lower than its book value,
including goodwill. As a result, we recorded a non-cash impairment charge of $365 million in the third quarter of2019, representing
a portion of the $737 million of goodwill previously allocated to this reporting unit.

During the fourth quarter of 2019, there were no events or changes in circumstances to indicate that it is more likely than not the
fair values of any of our reporting units have reduced below their respective carrying amounts.

10. Leases

We have entered into operating leases for premises and equipment. As discussed more fully in Note 2, "Summary of Significant
Accounting Policies and New Accounting Pronouncements," beginning January 1, 2019, lease ROU assets and lease liabilities for
operating leases are recognized at effective commencement date based on the present value of lease payments over the lease term.

The following table summarizes the components of total operating lease costs, net and provides supplemental cash flow information
related to leases:

Year Ended
December 31,
2019

(in millions)
OPETALING LEASE COSE ..vuvieuiirieeiiitieteittete st erte st eteettesteeseseessesseessesseessessaessesssesseessesseessanssessesseessesssensesseesseessessesnsessees $ 136
VATTADIE 1EASE COST...eeuviiiuiiiiiiiiietieeie et et e et e et e et e st e e e e teeebeesseeeabeessaeesseessseasseessseassaesseesssaanseessseessseasseensseassensenas 63
SROTE-TEIMN IEASE COSE ...c.vetitietiitertiet ettt ettt ettt e bt sttt b e sttt e b et et e st e st eseeb e eb e ebeebeebe e bt sbe et e besbe st ensenee 4
SUDIEASE INCOME! .......oo oo (60)
Total OPerating [EASE COSES, MEL.....cuiiuieriiiiieriiiieteeteste et et et et et e steebesteesbessaesseesbesseessesseessesseessesssessesseesseessesseessenses $—143
Supplemental disclosure of cash flow information:
Cash paid for amounts included in the measurement of operating lease liabilities ...........cceeceerverceerieciereeciereeienenn $ 126
ROU assets recognized for new operating lease Habilities .........c..ccvevuiiiiriiiiiiieieeeieceee e 132

(" We have entered into agreements to sublease certain office space, including agreements to receive rental income from our affiliates for rent. As owner or

lessee of the properties, we have entered into agreements with these affiliates to charge them rent based on the office space utilized by their employees
during the period. See Note 23, "Related Party Transactions," for further disclosure.

In addition to the operating lease costs reflected in the table above, during the fourth quarter of 2019, we began a review of the
scope of our retail branch network and determined that we would exit approximately 20 branches. As a result, we recorded
impairment charges of $13 million in the fourth quarter of 2019 to write down the lease ROU assets associated with these branches
based on their estimated remaining useful lives. These impairment charges are reflected in occupancy expense, net in the
consolidated statement of income (loss) and were reported in our Corporate Center business segment for segment reporting purposes.
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The following table presents information about our operating lease ROU assets and liabilities:

December 31, 2019
(dollars are in millions)
Operating 1ease ROU @SSETs!)............coo.iviiieeieeoeeeeeee oo ee oo $ 719
Operating [€aSe HHADILILIES ......eouertirtiriiitiietet ettt ettt ettt et eb e sbe bbb e 783
Weighted-average remaining 18aSe tEIMN........cc.evuiviirieriirienieieieieteeeere ettt er e e 7.2 years
Weighted-average diSCOUNTE TALE.........couirtirierterieieieteiiei ettt ettt ettt ebe et sbe bbb e 3.1%

M Reported net of level lease adjustments, exit cost obligations and accumulated impairment losses.

The following table presents a maturity analysis of our operating lease liabilities at December 31, 2019:

Year Ending December 31,

(in millions)

2020 ettt a e h bbbt h e bt ke h e 4ot et e s et e Rt eh s ea e e bt eh e e bt bt ekt h e bt e e b et et ea b e st et e bt e bt e bt bbb e $ 133
202 L ettt ettt a e ea e ea e st ekt eh e eRe ke ek e Ao A e ket et eateRten e eR e eh e eheeh e ekt bt ehe et et e se s enben s et enteneeneeaeebeeaees 138
2022 ettt ettt ettt et et et et et eateatent Rt et e eR e Rt Rt R e R e s enteasensentententententeRe Rt eReeRe s e s e bensensensensententeneeneeneeseerene 135
2023 ettt h e h e bbbt btk h e b E et e et e Rt eh s eh e bt eh e e bt btk h e bt b et et ea b ea b et e bt bt e bt bbb e 130
2024 ettt a et et st ekt bt Rt oAt eh e et e Aot eat et e a s eR e ea e eR e eh e eRe Rt ekt bt ehe et et e se s enben s et enteneeneeaeeaeeaeee 124
10313 T 3 TSP 228
Total future Operating 1€aSE PAYIMCILS .........ceeruerierierieriieierteeteeteete st estesteseseeesessseseessesseessenseassesseensesseensesssensesnees 888
LSS = TMPULEA INEETESE ... eeiuveeeieeiieiieeie ettt et et e et eetteebeesteeesbeesteeesseesseessseessseenseesssaenseessseenseenssesnsaesssesnseesssesnseesssen (105)
Total operating 1€aSe HHADIIILIES .........ecuiruieieieiee ettt ettt este st etees et e ens et e eneeeseenseeneenseeneenseeneas $ 783

At December 31, 2019, we had $15 million of additional operating leases for premises that have not yet commenced and are not
reflected in the table above.

For comparative periods prior to the adoption of the new accounting guidance on January 1, 2019, we have retained the following
disclosures as previously reported. Net rental expense under operating leases, which did not include certain variable lease costs,
was $103 million and $94 million in 2018 and 2017, respectively.

Future net minimum lease commitments under noncancellable operating lease arrangements at December 31, 2018, which did not
include renewals, were as follows:

Minimum Minimum
Lease Sublease
Year Ending December 31, Payments Income Net
(in millions)
2019 1o ee ettt e et es e seeee e ee st es e es e eeeeeeeeeer e $ 136 $ (58) $ 78
2020 e e 125 2) 123
D021 oo et e e s e et s s e e s eee e 115 (1) 114
2022 .t a e st ne s e ne s 103 — 103
2023 bbb 91 — 91
TREICATTET ...ttt ettt ettt b ettt eesaesaeesaesaeessesreesbeesaennens 182 ) 181
Net minimum lease COMMIMENTS..........c.ccieviiirieriiiiereee ettt ere et e ere e e $ 752 $ ©2) $ 690

11. 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 Wealth Management Americas ("UBS") for a period of two years, which concluded during the third quarter of 2019. Under
the terms of the agreement, we facilitated the referral of these client relationships to UBS, including the transfer of client assets
as well as the transfer of the relationship managers and client service employees that supported 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
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sheet). Loans associated with these client relationships were not included in the agreement. UBS paid us a fee of 0.5 percent of
the aggregate client assets transferred during the two year period which, based on completed transfers of approximately $1.5 billion
of client investments and $0.8 billion of client deposits, resulted in total consideration of $12 million, all of which has been received.
The consideration we received was 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. In 2017, as a result of entering into the agreement, we
recorded the contingent consideration expected to be received at the time of $15 million as a receivable 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. In 2018, we reduced the contingent consideration receivable to $12 million and recognized a $3 million loss in other
income as a result of a decline in estimated fair value based on a revised estimate of the amount of client assets that we expected
would be transferred.

12. Deposits

Total deposits was $119,693 million and $110,955 million at December 31, 2019 and 2018, respectively, of which $7,209 million
and $8,154 million, respectively, were carried at fair value.

The following table presents the aggregate amount of time deposit accounts exceeding $250,000 at December 31,2019 and 2018:

At December 31, 2019 2018

(in millions)
DOMESTIC AEPOSIES ...evvivieeiietietietietieteste et e st et e ste et e steesbesteesbeeseesseeseesseeseesseessessesssesseessesseessessenssenseans $ 19,645 § 12,560
0 (S a4 I (5] T T USRS 545 516
TOTAL ..ttt ettt et et ettt e e te e e ae e eteeeteeetee e beeeaaeereeetaeeteeetreeteeenreenrs $ 20,190 $ 13,076

The scheduled maturities of all time deposits at December 31, 2019 are summarized in the following table:

Domestic Foreign
Deposits Deposits Total
(in millions)
2020:
0-90 AYS.......orveeeeeeeeeeeeeeeeeeeeeeeeee e eeee e eee e ee s esee e ee s e s eees s eeeeee $ 11,507 $ 438§ 11,945
O1-180 AAYS. ettt ettt 6,368 124 6,492
I81-3605 daAYS..uieuiiiiiiiiieiieiereteeeeeee et 3,430 — 3,430
21,305 562 21,867
2021 e e ettt et 1,367 — 1,367
022 oo s ee s ee s e er e 1,253 — 1,253
2023 e e ettt ettt 896 — 896
2024 .. ettt ettt sttt sae e saeeane 814 — 814
TRETEATTET ...ttt eae s 2,251 — 2,251
$ 27,886 $ 562 § 28,448

Overdraft deposits, which are classified as loans, were approximately $222 million and $453 million at December 31, 2019 and
2018, 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 $24 million, $135 million and $138 million in 2019, 2018 and 2017, respectively.
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13. Short-Term Borrowings

Short-term borrowings consisted of the following:

December 31,

2019 Rate 2018 Rate 2017 Rate
(dollars are in millions)
Securities sold under repurchase
AGreements' .........cceeveveveeereeerenan. $ 1,072 1.75% $ 1,466 4.16% $ 3,365 2.10%
Average during year...........c.cccceeen.e. $ 4,130 3.28 $ 4,189 2.86 $ 8,100 1.28
Maximum month-end balance......... 8,569 5,829 11,351
Commercial paper.........cccceeeeveevennenne 2,476 2.21 2,532 2.70 1,154 1.56
Other .....ooveviieicicecccee 111 182 131
Total short-term borrowings .............. $ 3,659 $4,_180 W
" The following table presents the quarter end and average quarterly balances of securities sold under repurchase agreements:
2019 2018 2017
Fourth Third Second First Fourth Third Second First Fourth Third Second First
(in millions)
Quarter end
balance ............ $ 1,072 $ 5568 $ 3553 $ 3,714 § 1466 $ 2471 $ 2,743 $ 2,792 $ 3365 $ 6,494 §$ 7,558 $ 4,069
Average quarterly
5,182 5,457 12,566 9,272 5,050

balance ............ 1,483 8,432 3,433

3,142

3,045

3,550 5,008

During the third quarter of 2019, we recorded a loss of $14 million on extinguishment of certain repurchase agreements.
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14. Long-Term Debt

The composition of long-term debt is presented in the following table. Interest rates on floating rate notes are 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 dates in effect at December 31, 2019 are shown in the below table.

At December 31,
Interest Rate
Maturity Date Interest Rate Weighted
Range Range Average 2019 2018
(in millions)
Issued or acquired by HSBC USA:
Senior debt:
FiXed-Tate NOLES ....oovieveieieeeeeeieeeeeeeee et 2020-2025  2.35% - 4.20% 3.20% $ 6231 $ 7,886
Floating-rate NOteS .......c.evuevueruenieieieieieieeeeeieeiese s — 350
Structured NOLES ........oeieeieieieeeeee e 2020-2045  1.74% - 4.21% 2.49% 7,995 8,850
Total senior debt.........cccvecierieiierieieeiee e 14,226 17,086
Subordinated debt:
Fixed-rate NOteS ......ceevvveeerieerieeiiecre ettt 2020-2097  5.00% - 9.30% 6.16% 1,172 1,170
Floating-rate NOtES .......covevvevverveieieieieeeeeeeeeieeiesieenees 2025 4.12% 4.12% 850 850
Total subordinated debt ...........cccoeveviirieniicieiiiees 2,022 2,020
Mark-to-market adjustment on fair value option debt..... 1,195 (243)
Total issued or acquired by HSBC USA ........ccooovvvveirnne 17,443 18,863
Issued or acquired by HSBC Bank USA and its
subsidiaries:
Senior debt:
FiXed-Tate NOLES ...oeovvvveiiieeeeeeie e 2021-2026  3.67% - 4.37% 3.89% 5,124 4,927
Floating-rate NOteS .......coceevevvervenverieieieieeeeeeeienenecenens 2036-2040  1.71% - 1.88% 1.73% 29 31
Structured NOES ....cvveveeerieierieeiecie e 2020-2027  1.76% - 3.04% 2.93% 192 769
FHLB advances - floating-rate .............cccceeevevereeruennnnns 2036 1.97% 1.97% 1,000 2,100
Total senior debt .........cccvveviivieiiinieiiceec e, 6,345 7,827
Subordinated fixed-rate NOtes ..........ceeceeeerieeeenreeeneenee. 2020-2039  4.88% - 7.00% 5.67% 2,685 3,676
Long-term debt issued by VIE - fixed-rate..................... — 66
Mark-to-market adjustment on fair value option debt..... 224 196
Total issued or acquired by HSBC Bank USA and its
SUDSIAIATIES ....vvveeeeveieeieee e e 9,254 11,765
Total long-term debt ..........ccccereriiinieeeeeeeee $ 26,697 $ 30,628

AtDecember 31,2019 and 2018, we had structured notes totaling $9,388 million and $9,314 million, respectively, and subordinated
debttotaling $959 million and $1,935 million, respectively, for which we have elected fair value option accounting and are therefore
carried at fair value. See Note 16, "Fair Value Option," for further details. During the fourth quarter of 2019, HSBC Bank USA
repurchased $1,269 million of its outstanding subordinated debt that was designated under fair value option and recorded a net
pre-tax gain on extinguishment of $84 million.

As amember of the FHLB and the Federal Reserve Bank of New York, we have secured borrowing facilities which are collateralized
by loans and investment securities. At December 31, 2019 and 2018, borrowings from the FHLB facility totaled $1,000 million
and $2,100 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 $13,701 million at December 31, 2019.
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Maturities of long-term debt at December 31, 2019 were as follows:

(in millions)

2020 1.ttt ettt ettt ettt ettt e et et et et et et ete et ete et ete et ets et ess et eet et eat et eat et et ete b ete et ete et etsetete et eas et essetene et ersete s etetetea $ 7,259
2021 ettt ettt ettt ettt et ea e et ettt eae et eat et et et et et et ete et ete et ete et eteeteasetereetensetensetes et eseteeteteanerea 6,025
2022 1ttt ettt ettt ettt ettt et a et et et ket ket ke b ete s ete b et e b eetebestebes s et eat ek est ek et et e b ete b ete et eseebeseebeseebessebestetetetea 2,230
1,150
1,484
8,549
TOTAL ...ttt ettt ettt a e ettt eaa e et e ettt e e et et e e et e et e e eaae et e e eate et e e eate et e e st e eteeerreeaeenaeas $ 26,697

15. Derivative Financial Instruments

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

The following table presents the fair value of derivative contracts by major product type on a gross basis. Gross fair values exclude
the effects of both counterparty netting as well as collateral, and therefore are not representative of our exposure. The table below
also presents the amounts of counterparty netting and cash collateral that have been offset in the consolidated balance sheet, as
well as cash and securities collateral posted and received under enforceable master netting agreements that do not meet the criteria
for netting. Derivative assets and liabilities which are not subject to an enforceable master netting agreement, or are subject to a
netting agreement where an appropriate legal opinion to determine such agreements are enforceable has not been either sought or
obtained, have not been netted in the following table. Where we have received or posted collateral under netting agreements where
an appropriate legal opinion to determine such agreements are enforceable has not been either sought or obtained, the related
collateral also has not been netted in the following table.
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December 31, 2019 December 31, 2018
Derivative Derivative Derivative Derivative
Assets Liabilities Assets Liabilities

(in millions)

Derivatives accounted for as fair value hedges”

OTC-CLeared® ... $ — 8 18 6 $ —
— 164 — 117
— 165 6 117
Derivatives accounted for as cash flow hedges""
Foreign exchange contracts - bilateral OTC® ... 16 20 11 32
Interest rate contracts - bilateral OTC®....................ccooovimiireeereeeeeeeeceeeeceeeeeeeeeeeseene — 1 — 13
Total derivatives accounted for as hedges ...................c.ccoocovveieieviiiicieeeeeeeeeeee e 16 186 17 162
Trading derivatives not accounted for as hedges®
EXChan@e-traded® .............oooecoeeeeeeeeeeeeeeeeeee e eeeeeee e see e eeee e s es s r s 110 3 2 45
OTC-ClEArEd® ... 167 29 50 14
BilAteral OTC® ........oooooeoieeeeeeeceeeeeessss e essscessssssss s 11,990 13,324 9,866 10,780
Interest rate COMEIACES .............c.ccoviiuiiiriiiiiiieiiire ettt 12,267 13,356 9,918 10,839
Exchange-traded(2> ............................................................................................................... 80 — — 15
Bilateral OTC® .......oooooooiiiiiieieseeseeeeessssessee st 16,440 15,786 15,897 15,684
Foreign exchange CONtracts ....................ccccooiiiiiiiiiiicieeeeeeeee et 16,520 15,786 15,897 15,699
Equity contracts - bilateral OTC® ..................coooooiiioioroeeeceeeeeeeeeeeeeeeeeee e 3,753 3,993 2,034 2,061
EXChANEE-ATAACAD ... e ee e ee e s eees e s s e eereese e 71 80 16 274
Bilateral OTC? ............ . 1,087 1,309 829 626
Precious metals contracts.. . 1,158 1,389 845 900
OTC-CLeared® ...t 1 — 125 107
Bilateral OTC® .......ooouuuoiieeeeeeceeeeeeessss e ssesesssssss s 1,138 1,024 825 831
Credit COMETACES ...........ocoiiiiiii ettt et e e e et e e eae e 1,139 1,024 950 938
Other non-qualifying derivatives not accounted for as hedges™
Interest rate contracts - bilateral OTC®....................ccooovoimiiieeereeeeeeeeeeeeee e 128 51 133 216
Foreign exchange contracts - bilateral OTCP oo — — 13 2
Equity contracts - bilateral OTC® ............co...coovvoriioomeeeoeeeees e eeeeeseeeeeeseeeeseeeseseessesee 1,354 75 512 805
Credit contracts - bilateral OTC® _...................c.ccccoooiiriomerceeeeeeeeeeseeee e — 44 6 9
Other contracts - bilateral OTC®® ..o, 10 85 5 40
Total deriVAtiVES............c.ccoiiiiiiiiie ettt nn 36,345 35,989 30,330 31,671
Less: Gross amounts of receivable / payable subject to enforceable master netting
agreements™ ) e 29,510 29,510 25,172 25,172
Less: Gross amounts of cash collateral received / posted subject to enforceable master
netting agreements®” s 3,683 4,390 2,020 3,675
Net amounts of derivative assets / liabilities presented in the balance sheet ..................... 3,152 2,089 3,138 2,824
Less: Gross amounts of financial instrument collateral received / posted subject to
enforceable master netting agreements but not offset in the consolidated balance
SREEE ...ttt nea 891 553 832 568
Net amounts of derivative assets / liabilities .............................coooiiviiiiiii e, $ 2,261 $ 1,536 $ 2,306 $ 2,256

(O]

)

3)
“)
®)
©)
(@]

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

Over-the-counter ("OTC") derivatives include derivatives executed and settled bilaterally with counterparties without the use of an organized exchange or
central clearing house. The credit risk associated with bilateral OTC derivatives is managed through obtaining collateral and enforceable master netting
agreements. OTC-cleared derivatives are executed bilaterally in the OTC market but then novated to a central clearing counterparty, whereby the central
clearing counterparty becomes the counterparty to each of the original counterparties. Exchange traded derivatives are executed directly on an organized
exchange. Credit risk is minimized for OTC-cleared derivatives and exchange traded derivatives through daily margining requirements. In addition, OTC-
cleared interest rate and, beginning in the third quarter of 2019, credit derivatives with certain central clearing counterparties are settled daily.

Trading related derivative assets / liabilities are recorded in trading assets / trading liabilities on the consolidated balance sheet.
Consists of swap agreements entered into in conjunction with the sales of Visa Inc. ("Visa") Class B common shares ("Class B Shares").
Represents the netting of derivative receivable and payable balances for the same counterparty under enforceable netting agreements.
Represents the netting of cash collateral posted and received by counterparty under enforceable netting agreements.

Netting is performed at a counterparty level in cases where enforceable master netting agreements are in place, regardless of the type of derivative instrument.
Therefore, we have not allocated netting to the different types of derivative instruments shown in the table above.
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See Note 27, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements," for further information on offsetting related
to resale and repurchase agreements.

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

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

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

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

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

Carrying Amount of
Hedged Items” Active Discontinued Total
(in millions)
At December 31, 2019
Securities available-for-sale ("AFS")..ccccoovvvveriniinieeeenee, $ 7277 S 554 $ 428 $ 982
Long-term debt.........cccooeeiriiirinineneeeeeeeececee 10,975 285 32) 253

(" The carrying amount of securities AFS represents the amortized cost basis.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments and the hedged items in fair value hedges and their locations on the consolidated statement of income (loss):

Net Ineffective
Gain (Loss
Gain (Loss) on Derivatives" Gain (Loss) on Hedged Items Recognized”
Net Interest Net Interest
Income Other Income Income Other Income Other Income
(in millions)
Year Ended December 31, 2019
Interest rate contracts / Securities AFS .............. $ (776) $ — S 1,086 $ — 9 —
Interest rate contracts / Long-term debt ............. 235 — (703) — —
TOtAL i $ (541) $ — 3 383 § — 3 —
Year Ended December 31, 2018
Interest rate contracts / Securities AFS .............. $ “41n $ 322§ 362 S 309) § 13
Interest rate contracts / Long-term debt ............. (58) 74 (233) (74) —
TOtAL i $ 99) $ 396 $ 129 $ (383) $ 13
Year Ended December 31, 2017
Interest rate contracts / Securities AFS .............. $ (121) $ 33§ 367 $ 35 $ 2)
Interest rate contracts / Long-term debt ............. 12 (24) (257) 29 5
TOtal. e $ (109) $ 9 % 110 § 6) $ 3

M Asaresult of adopting new accounting guidance discussed in Note 2, "Summary of Significant Accounting Policies and New Accounting Pronouncements,"
beginning January 1, 2019, we report gains and losses on the derivatives and the hedged items in fair value hedges in net interest income. Prior to January
1, 2019, fair value hedge ineffectiveness was separately measured and reported in other income.

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

At December 31, 2019, active cash flow hedge relationships extend or mature through June 2031. During 2019, $35 million of
losses related to discontinued cash flow hedge relationships were amortized to earnings from AOCI compared with losses of $23
million and $17 million during 2018 and 2017, respectively. During the next twelve months, we expect to amortize $31 million
of remaining losses to earnings resulting from these discontinued cash flow hedges. The interest accrual related to the hedging
instruments is recognized in net interest income.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments in cash flow hedges (including amounts recognized in AOCI from discontinued cash flow hedges) and their locations
on the consolidated statement of income (loss):

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

AOCI on Derivatives®” Location of Gain AOCI into Income'
(Loss) Reclassified from
2019 2018 2017 AOCI into Income® 2019 2018 2017
(in millions)

Year Ended December 31,

Foreign exchange contracts........... $ 3 9 2 $ 1 Net interest income $ — 3 — $ —
Interest rate contracts ................... 27 31 (30) Net interest income 35) (23) 17
Total....ccoooeviieiieeceeeeece e $ 29 29 $ (29 $ G35 %$ 2% a7

M As aresult of adopting new accounting guidance discussed in Note 2, "Summary of Significant Accounting Policies and New Accounting Pronouncements,"
beginning January 1, 2019, gains and losses on the derivatives in cash flow hedges are initially reported in AOCI and then reclassified into earnings in the
same accounting period in which the designated forecasted transaction or hedged item affects earnings. Prior to January 1,2019, cash flow hedge ineftectiveness
was separately measured and reported immediately in other income. Cash flow hedge ineffectiveness was immaterial during 2018 and 2017.

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

Our non-qualifying hedging and other activities include:

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

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

»  Swap agreements entered into in conjunction with the sales of Visa Class B Shares to a third party to retain the litigation
risk associated with the Class B Shares sold until the related litigation is settled and the Class B Shares can be converted
into Class A common shares ("Class A Shares"). See Note 27, "Guarantee Arrangements, Pledged Assets and Repurchase
Agreements," for additional information.

*  Beginning in 2018, forward purchases or sales of to-be-announced ("TBA") securities used to economically hedge changes
in the fair value of agency-eligible residential mortgage loans held for sale attributable to changes in market interest rates.
Changes in the fair value of TBA positions, which are considered derivatives, are recorded in other income. 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
profitand loss. Realized and unrealized gains and losses on economic hedges are recognized in gain (loss) on instruments designated
at fair value and related derivatives or other income while the derivative asset or liability positions are reflected as other assets or
other liabilities.
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The following table presents information on gains and losses on derivative instruments held for trading purposes and their locations
on the consolidated statement of income (loss):

Amount of Gain (Loss) Recognized in
Income on Derivatives

Location of Gain (Loss) Year Ended December 31,
Recognized in Income on Derivatives 2019 2018 2017
(in millions)
Interest rate contracts.................... Trading revenue $ 389 $ 303§ (209)
Foreign exchange contracts .......... Trading revenue 310 105 192
Equity contracts .........cccceceeeeuenene Trading revenue (496) 100 2
Precious metals contracts.............. Trading revenue 312 376 220
Credit contracts.........c.occeecverveeennne. Trading revenue (445) (52) (110)
Total ..o $ (408) § 832 § 95

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

Amount of Gain (Loss) Recognized in
Income on Derivatives

Location of Gain (Loss) Year Ended December 31,
Recognized in Income on Derivatives 2019 2018 2017
(in millions)

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

and related derivatives $ 364 $ (120) $ 62
Interest rate contracts.................... Other income 4)) (D) —
Foreign exchange contracts .......... Gain (loss) on instruments designated at fair value

and related derivatives 3 (11) 6
Equity contracts ...........ccccceuevennenes Gain (loss) on instruments designated at fair value

and related derivatives 1,809 (981) 1,121
Credit contracts............ceeeevereeneee Other income (24) 3) (43)
Other contracts™ ...........cccooevuenen. Other income (63) (15) (10)
Total .o $ 2,08 $ (1,131) $ 1,136

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

Credit-Risk Related Contingent Features The majority of our derivative contracts contain provisions that require us to maintain
a specific credit rating from each of the major credit rating agencies. Sometimes the derivative instrument transactions are a part
of broader structured product transactions. If our credit ratings were to fall below the current ratings, the counterparties to our
derivative instruments could demand us to post additional collateral. The amount of additional collateral required to be posted will
depend on whether we are downgraded by one or more notches. The aggregate fair value of all derivative instruments with credit-
risk related contingent features that were in a net liability position at December 31, 2019 was $611 million, for which we had
posted collateral of $316 million. The aggregate fair value of all derivative instruments with credit-risk-related contingent features
that were in a net liability position at December 31, 2018 was $979 million, for which we had posted collateral of $422 million.
Substantially all of the collateral posted is in the form of cash or securities available-for-sale. See Note 27, "Guarantee Arrangements,
Pledged Assets and Repurchase Agreements," for further details.

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

One-notch Two-notch
downgrade downgrade

(in millions)

Amount of additional collateral to be posted upon downgrade ............ccccoeevvecirverenienicnenicniennens $ 12 $ 19
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Notional Value of Derivative Contracts The following table summarizes the notional values of derivative contracts:

At December 31, 2019 2018

(in millions)

Interest rate:

Futures and fOrWardS............ooouiiiuiiiiiiiii ettt s e enae s $ 597,980 $ 787,049
SWADS .veeuveereeriertertietesteetesteete st etesseestesseessesseessasseesseeseesseeseesseeseesseeseesseeseebeesaeseessereas 2,130,442 3,203,048
OPHIONS WITEEETI....e.etieitietieie et ettt sttt st e e st e bt e e e st et e st et e eseeeseeneesneeneeeees 158,861 106,009
OptioNS PUICRASEA ......ovieieiieieiieiee ettt et se s e eneeneeenas 164,265 107,561
3,051,548 4,203,667
Foreign exchange:

Swaps, futures and fOrwards ...........ccoeeeririerieeceeeeeee e 1,362,959 1,052,088
OPHONS WITEETI....evvivietieiietieeieeteeteeteete e etesteeseseeessesseessesssesseessesseessesseessesseensesseensenses 44,876 30,567
Options PUICRASEA ......cuiieieiieiieie et 46,085 31,069
610 USRS 67,060 31,084
1,520,980 1,144,308

Commodities, equities and precious metals:
Swaps, futures and fOrwards ...........ccoeceririeiireeeeeee e 55,678 41,328
OPHONS WITEETI . .euvivierieeietieeieteeeeeteete e etesteeaeseeesbesseessesssessesssesseesseseessesseessesseensenses 39,035 28,595
Options PUICRASEA ......cuiieieiieiieit et 49,517 40,236
144,230 110,159
CIEAIt AEIIVALIVES ....vveeieiieeceeie et eee et e e et eeae e e e eaaeeeeaaeeestaeesnneessenneessneeeans 90,049 97,298
OHETr CONETACTS™Y ..o e e e et e e s e eeneeen 1,044 736
] | PRSP $ 4,807,851 $ 5,556,668

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

16. Fair Value Option

We report our results to HSBC in accordance with HSBC Group accounting and reporting policies ("Group Reporting Basis"),
which apply International Financial Reporting Standards ("IFRSs") as issued by the International Accounting Standards Board
("IASB") and endorsed by the European Union ("EU"). We typically have elected to apply fair value option ("FVO") accounting
to selected financial instruments to align the measurement attributes of those instruments under U.S. GAAP and the Group Reporting
Basis and to simplify the accounting model applied to those financial instruments. We elected to apply FVO accounting to certain
commercial loans held for sale, certain securities purchased and sold under resale and repurchase agreements, certain fixed-rate
long-term debt issuances and all 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
guidance is recorded in other comprehensive income beginning January 1, 2017, changes in the fair value of fair value option
assets and liabilities as well as the mark-to-market adjustment on the related derivatives and the net realized gains or losses on
these derivatives are reported in gain (loss) on instruments designated at fair value and related derivatives in the consolidated
statement of income (loss). 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 commercial syndicated loans which are originated with the intent to sell
and certain commercial loans that we purchased from the secondary market and hold as hedges against our exposure to certain
total return swaps and include these loans as loans held for sale in the consolidated balance sheet. The election allows us to account
for these loans at fair value which is consistent with the manner in which the instruments are managed. Where available, fair value
is based on observable market pricing obtained from independent sources, relevant broker quotes or observed market prices of
instruments with similar characteristics. Where observable market parameters are not available, fair value is determined based on
contractual cash flows adjusted for estimates of prepayment rates, expected default rates and loss severity discounted at
management's estimate of the expected rate of return required by market participants. We also consider loan-specific risk mitigating
factors such as collateral arrangements in determining the fair value estimate. Interest from these loans is recorded as interest
income in the consolidated statement of income (loss). Because a substantial majority of the loans elected for the fair value option
are floating rate assets, changes in their fair value are primarily attributable to changes in loan-specific credit risk factors. The
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components of gain (loss) related to loans designated at fair value are summarized in the table below. At December 31, 2019 and
2018, no loans for which the fair value option has been elected were 90 days or more past due or in nonaccrual status.

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

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

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

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, 2019
Commercial loans held for sale.........cooviiirieinieinieiieieeee s $ 178 $ 189 § an
Securities sold under repurchase agreements ............coeeereereerieieneeenenenesenennens 373 373 —
Fixed rate long-term debt 959 741 218
Hybrid instruments:
Structured deposits 7,209 7,491 (282)
SHIUCTUIEA NOTES...e.vievvieeieiieierie ettt ete et et este e e e seensesaeensesaeesseseeensesenes 9,388 8,187 1,201
At December 31, 2018
Commercial loans held for sale...........cocoveviriiinininiece e $ 109 §$ 120 § 11
Securities sold under repurchase agreements .........c..coeevevverveveecieieeneneneerenennens 560 560 —
Fixed rate long-term debt..........cccoceririiinininiiieeec e 1,935 1,750 185
Hybrid instruments:
SruCtUred dEPOSIES .....euveureuieiieiieiieieeieeierte ettt 8,154 8,441 (287)
SHUCTUTEd NOTES. ... ettt ettt 9,314 9,546 (232)
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Components of Gain (Loss) on Instruments Designated at Fair Value and Related Derivatives The following table summarizes
the components of gain (loss) on instruments designated at fair value and related derivatives reflected in the consolidated statement
of income (loss) for the years ended December 31, 2019, 2018 and 2017:

Securities Securities
Purchased Sold Under
Under Resale  Repurchase Long-Term Hybrid
Loans Agreements Agreements Debt Instruments Total
(in millions)
Year Ended December 31, 2019
Interest rate and other components'”............. $ — 3 — 3 — 3 (2000 $ (1,986) $ (2,186)
Credit risk component® ..........cccccovvvvvvnnn. — — — — 3
Total mark-to-market on financial instruments
designated at fair value...........cceceveenrncnee. — — (200) (1,986) (2,183)
Mark-to-market on related derivatives............. — — — 148 1,983 2,131
Net realized gain on related long-term debt
derivatiVes ......covevverienienieieieceeceeeeee — — — 39 — 39
Gain (loss) on instruments designated at fair
value and related derivatives..........c..ccc....... $ $ — 3 — 3 13) $ 3 S (13)
Year Ended December 31, 2018
Interest rate and other componentsm ............. $ — 3 — 3 1 $ 99 $ 1,035 $ 1,135
Credit risk component® ..........c..cccocovvunnnn.. — — — — “)
Total mark-to-market on financial instruments
designated at fair value.........cccceceecerccrcnnenne. — 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 .......cocceveereeieneeee e — — — 45 — 45
Gain (loss) on instruments designated at fair
value and related derivatives............co........ $ 4 $ — 3 1 $ 49 3 27 $ 19
Year Ended December 31, 2017
Interest rate and other components'”............. $ — 3 1M $ 2 3 6 $ (L151) $§ (1,144)
Credit risk component® .............ccccooovvuene. — — — — 2)
Total mark-to-market on financial instruments
designated at fair value.........cccceceecercrcnnenne. €)) 2 6 (1,151) (1,146)
Mark-to-market on related derivatives............. — — — 31 1,163 1,132
Net realized gain on related long-term debt
derivatives .......cccceveererierieeeeee e — — — 57 — 57
Gain (loss) on instruments designated at fair
value and related derivatives............cc........ $ 2) $ (1 $ 23 32 % 12 $ 43

1)
)

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

The fair value movement on fair value option liabilities attributable to our own credit spread is recorded in other comprehensive income.
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17. 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, we increased our income tax provision by $865 million as a result of the Federal
corporate tax rate change, due to a lower carrying value of our net deferred tax asset.

Total income taxes was as follows:

Year Ended December 31, 2019 2018 2017
(in millions)
Provision fOT INCOME tAXES .....eevveerrreeriieriieeieereeeieesteereeteesteeseessaeeseessseesseessseenseesseesnses $ 157 §$ 266 $ 1,228
Income tax expense (benefit) included in common equity related to:
Unrealized gains (losses) on investment SECUTILIES ............ccoceiiiiiiiiiniiiiiiiee, 128 (68) 127
Unrealized gains (losses) on fair value option liabilities attributable to our own
CTEAIE SPIEAA ..ottt ettt et s 98) 103 (115)
Unrealized gains (losses) on derivatives designated as cash flow hedges.................... 3 12 ®)
Employer accounting for post-retirement plans ..........c..coceevevervevienreneeriniennnenieneneene 5) 3 1
Cumulative effect adjustment to initially apply new accounting guidance for
stranded tax effects resulting from Tax Legislation"”.............ccoooeriininieninienieeens — 91 —
TOLAl INCOME TAXES ...veuvreurierieriettestietesteetesteestesreessesseessesssesseessasseessesseessasseessesseessesseessessees $ 185 $ 407 $ 1,236

" Reflects the adoption of new accounting guidance in 2018 which resulted in a cumulative effect adjustment as of January 1, 2018 to reclassify the stranded

tax effects resulting from the change in the Federal corporate income tax rate discussed above from accumulated other comprehensive loss to retained earnings.

The components of the provision for income taxes were as follows:

Year Ended December 31, 2019 2018 2017
(in millions)
Current:
FEAETAL ...ttt ettt ettt ettt ean e enean $ A3 3 68 $ 795
State ANd 10CAL........coiiieeiecie ettt e e e raeebeeaee s 35 41 109
Foreign.... 16 6 21
TOLAL CUITENL. .....vevieiiiieiecieete ettt ettt e st et st e b e e te et e esbeseessasseessesseessesseensensnas 48 115 925
D] £ 4 (L« F USRS 109 151 303
Provision fOT INCOME TAXES ......ceivvieeiiieiiieceieee et ettt ettt ee et e reetesrtesaesaeeaeeaean $ 157 $ 266 $§ 1,228

In February 2020, we elected to change the tax accounting method we use to record tax asset disposals effective beginning with
our 2019 Federal income tax return. In conjunction with this change, during 2019, we recorded an immaterial out of period
adjustment related to prior periods which decreased our current provision for income taxes and increased our deferred provision
for income taxes by $47 million in connection with tax asset disposals. This change had no impact on our total provision for income
taxes.
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The following table provides an analysis of the difference between effective rates based on the provision for income taxes attributable
to pretax income and the statutory U.S. Federal income tax rate:

Year Ended December 31, 2019 2018 2017
(dollars are in millions)
Tax expense at the U.S. Federal statutory income tax rate .............. $ 57 21.0% $ 123 21.0% $ 367 35.0%
Increase (decrease) in rate resulting from:

State and local taxes, net of Federal benefit................cccceveennen. 23 8.5 40 6.8 28 2.7
Adjustment of Federal tax rate used to value deferred taxes'" ... — — (31) (5.3) 865 82.4
Adjustment of State tax rate used to value deferred taxes® ....... — — 2 3 (15) (1.4)
Non-deductible FDIC assessment fees .........c.ccceeverevenerenennnn 5 1.9 27 4.6 — —
Non-deductible goodwill impairment™ ...............cccccocooverrrnnenn, 77 28.5 — — — —
Other non-deductible / non-taxable items™ ..................ccc..c....... — — 107 18.3 1 .1
Items affecting prior periods™ ...........c..coooerveveereereerreeeerenns 7 2.6 €)) (:2) 6 .6
Uncertain tax POSItIONS.........eeerververrerrenieierereeereeeneeereere e seenes 5 1.9 6 1.0 — —
Low income housing and other tax credit investments............... a3) @9 5) (.9 (17) (1.6)
Stock-based compensation........c..ccecveeveeeeeeieerininenenesenenens ?2) 7 2) (:2) ®) (.8)
OBRET.....ciiiciiieetect et ?2) (.8) — — 1 1

Provision fOr INCOME tAXES. ....cceviieeeeeeeeeeeeeee e eeeaeeeeens $ 157 58.1% $ 266 454% $1,228 117.1%

(O]

2
3)
“)
)

For 2018, the amount primarily relates to non-deductible penalties related to legal matters.

For 2017, the amount includes an out of period adjustment to our deferred tax asset balance which decreased tax expense by $9 million.

Represents non-deductible goodwill impairment related to our Retail Banking and Wealth Management reporting unit in 2019.

For 2018, the amount primarily relates to tax return adjustments on certain deferred tax assets impacted by the Federal tax rate change. For 2017, the amount
relates to the effects of revaluing our net deferred tax asset for new Tax Legislation that was enacted in December 2017.

For 2019, the amount primarily relates to changes in estimates as a result of filing the 2018 Federal income tax return and a reduction in a State and local

capital loss carryback claim, partially offset by prior year State audit adjustments. 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.

The components of the net deferred tax asset are presented in the following table:

At December 31,

2019

2018

Deferred tax assets:

Allowance for credit losses

Interests in real estate mortgage investment conduits'"”

Unrealized losses on investment securities
Capitalized costs
Fair value adjustments

Total deferred tax assets

Valuation allowance

Total deferred tax assets, net of valuation allowance
Deferred tax liabilities:

(2)

(in millions)

)

$ 153§ 131
181 182

36 164

595 680

15 —

364 350

1,344 1,507

@) ©)

1,336 1,501

— 75

18 18

18 2

36 115

$ 1,300 S 1,386

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 interests in 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 positions is as follows:

2019 2018 2017
(in millions)
Balance at JANUATY 1, .....ccooieiioiiiieese ettt ettt s $ 24 $ 17 $ 16
Additions based on tax positions related to the current year ............ccoocveeveveecvereevennenns — 2
Additions for tax poSitions Of PriOT YEALS .....c.cecuirueeriirierieeierieeierte e seeeee e eee e eeeseens 7 6 —
Reductions for tax positions Of PriOr YEATS .......c.cceerveuirieririeiriererieirieineeeeeeeereeerennenes a — (1)
Reductions related to settlements with taxing authorities..........ccccecevververienicnicninrenennens — (1) —
Balance at DECEMDBET 31, ......cviviiiieeieeieeieeeeeeceeeee ettt $ 30 § 24 $ 17

The total amount of unrecognized tax benefits that, if recognized, would affect the effective income tax rate was $24 million, $19
million and $13 million at December 31, 2019, 2018 and 2017, respectively. Included in the unrecognized tax benefits are certain
items the recognition of which would not affect the effective tax rate, such as the tax effect of temporary differences and the amount
of State taxes that would be deductible for U.S. Federal 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 expirations in various State and
local tax jurisdictions.

It is our policy to recognize accrued interest related to uncertain tax positions in interest expense in the consolidated statement of
income (loss) and to recognize penalties, if any, related to uncertain tax positions as acomponent of other expenses in the consolidated
statement of income (loss). Accruals for the payment of interest associated with uncertain tax positions totaled $10 million, $7
million and $4 million at December 31,2019, 2018 and 2017, respectively. Our accrual for the payment of interest associated with
uncertain tax positions increased by $3 million during 2019 and by $3 million during 2018.

Deferred tax assets and liabilities are recognized for the future tax consequences related to the differences between the financial
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 $1,300 million and $1,386 million at
December 31, 2019 and 2018, respectively.

See Note 2, "Summary of Significant Accounting Policies and 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, 2019, 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, 2019, 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 2016 and forward remain open to examination by the Internal Revenue Service.

We remain subject to State and local income tax examinations for years 2010 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, developments in case law and the closing of statute of limitations. Such
adjustments are reflected in the tax provision.

At December 31, 2019, 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 2025 - 2029 and $1 million in 2030 and beyond.

18. Preferred Stock

HSBC USA preferred stock outstanding was $1,265 million at both December 31, 2019 and 2018 and included 1,265 shares of
6.0 percent Non-Cumulative Series I Preferred Stock issued to HSBC North America. Dividends on the 6.0 percent Non-Cumulative
Series I 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 I 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 Federal
Reserve Board ("FRB") that the Series I Preferred Stock may no longer be included in the calculation of regulatory capital as a
result of any subsequent changes in applicable laws, rules or regulations, at a redemption 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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19. 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 loss balances:

Year Ended December 31, 2019 2018 2017

(in millions)

Unrealized gains (losses) on investment securities:

Balance at beginning of PETiod..........cccccuiiiiiiiiiiiiiiiiiii e $ (519) $ (250) $ (461)
Cumulative effect adjustment to initially apply new accounting guidance for equity investments which were
previously classified as available-for-sale, net of tax of $2 million"” ... — 4 —
Cumulative effect adjustment to initially apply new accounting guidance for stranded tax effects resulting from
TAX LE@ISIAHON)........oooo oo ssss s — (53) —
Balance at beginning of period, adjusted .............cooviiiiiiiii e (519) (299) (461)

Other comprehensive income (loss) for period:

Net unrealized gains (losses) arising during period, net of tax of $145 million, $(68) million and $136 million,

TESPECTIVELY ...ttt ettt bbbt a bbbt ettt 459 (215) 227
Reclassification adjustment for gains realized in net income (loss), net of tax of $(21) million, $(6) million and
$(19) MILHON, TESPECEIVELY® ....ooroveoeese st 67) (18) (33)
Amortization of net unrealized losses on securities transferred from available-for-sale to held-to-maturity
realized in net income (loss), net of tax of $4 million, $4 million and $10 million, respectively'™................... 11 13 17
Total other comprehensive income (10Ss) fOr PEriod........cooeucueirieiiiiriiiciiriniccieceretecrec et 403 (220) 211
Balance at end 0f PEriod..........ccuiiiiiiiiiiiiiiiiii e (116) (519) (250)
Unrealized gains (losses) on fair value option liabilities attributable to our own credit spread:
Balance at beginning 0f PEIIOQ. ......c.c.vvueuiiriiieiirieie ettt ettt b ettt enene 301 19) —
Cumulative effect adjustment to initially apply new accounting guidance for stranded tax effects resulting from
TAX Le@ISIAtON™)......ooeeeeeevooeeeeesoeeeemss st ess sttt — “) —
Cumulative effect adjustment to initially apply new accounting guidance for financial liabilities measured under
the fair value option, net of tax of $103 MIION® ...........ccoooimiveereeeceee s — — 174
Balance at beginning of period, adjusted .............ccccciiiiiiiiiiiiiii e 301 (23) 174

Other comprehensive income (loss) for period:

Net unrealized gains (losses) arising during period, net of tax of $(68) million, $103 million and $(115)

MITON, TESPECHIVELY .....uieiiiiiiiiiiii e 217) 324 (193)
Reclassification adjustment for a gain realized in net income (loss), net of tax of $(30) million®..................... 93) _ _
Total other comprehensive income (10SS) fOr PEriod...........cucuiiiiiiiiiiiiiiiicccccc e (310) 324 (193)
Balance at €nd OF PEIIOA........c.cirieieuiirieieiieci ettt ettt ettt ettt sttt ) 301 (19)
Unrealized gains (losses) on derivatives designated as cash flow hedges:
Balance at beginning of PETIOQ..........c.ceiiiiiiiiiiiiiiiiiii et (159) (164) (157)
Cumulative effect adjustment to initially apply new accounting guidance for stranded tax effects resulting from
Tax Le@iSIAON .........oovvecveeecoee e eoms e es s s s s es s e e s — 35) —
Balance at beginning of period, adjusted ............cccciiiiiiiiiiii (159) (199) (157)

Other comprehensive income (loss) for period:

Net unrealized gains (losses) arising during period, net of tax of $(5) million, $7 million and $(11) million,

TESPECTIVELY ...ttt b bbbttt (19) 22 (18)
Reclassification adjustment for losses realized in net income (loss), net of tax of $8 million, $5 million and $6
IULION, TESPECHIVELY7.......oooooeeo e s s s s s sss e s sssesesnsseeees 27 18 11
Total other comprehensive income (10Ss) fOr PEriod........coueueueirieiiiniiieiriricec e 8 40 (@)
Balance at €N Of PEIIOA ... ....cueuiririeiiiieie ettt ettt b ettt b et b ettt b et nenene (151) (159) (164)
Pension and postretirement benefit liability:
Balance at beginning 0f PEIIOQ.........coouiuiiiiiiiiiiiciiiec ettt 11 2 —
Cumulative effect adjustment to initially apply new accounting guidance for stranded tax effects resulting from
TaX Le@ISIAON)_...........ooiioieioeeeees oo — 1 —
Balance at beginning of period, adjusted ............ccceiiiiiiiiiiiiiiiii e 11 3 —

Other comprehensive income (loss) for period:

Change in unfunded pension and postretirement liability, net of tax of $(5) million, $3 million and less than $1

TEIHON, TESPECHIVELY ....cuveiiniieieiiiet ettt ettt sttt s b seeneseneas (14) 8 2

Total other comprehensive income (1088) fOr PEIiOd........coueueueirieuiririiieiirinicicirietc ettt (14) 8 2
Balance at end 0f PEriod..........ccuviiiiiiiiiiiiiii e 3) 11 2
Total accumulated other comprehensive loss at end of period....................c.ococooiiiies $ 279) $ 366) $ (431)
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M As aresult of adopting new accounting guidance in 2018, beginning January 1, 2018, changes in fair value for equity securities are recognized in net income

(loss). Prior to January 1, 2018, changes in fair value for equity securities classified as available-for-sale were recognized in other comprehensive income.

@ See Note 17, "Income Taxes," for additional discussion.

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

@ Amount amortized to net income (loss) is included in interest income in our consolidated statement of income (loss). During 2014, we transferred securities

from available-for-sale to held-to-maturity. At the date of transfer, AOCI included net pretax unrealized losses related to the transferred securities which are
being amortized over the remaining contractual life of each security as an adjustment of yield in a manner consistent with the amortization of any premium
or discount.

©®  As a result 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 other comprehensive income.

©®  During the fourth quarter of 2019, HSBC Bank USA repurchased long-term debt that was designated under fair value option. As a result, the cumulative

gain attributable to our own credit spread associated with the debt was reclassified to other income in our consolidated statement of income (loss).

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

20. Share-Based Plans

Employee Stock Purchase Plans The HSBC International Employee Share Purchase Plan (the "HSBC ShareMatch Plan") allowed
eligible employees to purchase HSBC shares with a maximum monthly contribution of $302 in 2019, $320 in 2018 and $325 in
2017. 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 2019, 2018 and 2017, 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 three to five years. Annual awards to employees are generally subject to three-year time-based vesting. We
also issue a small number of off-cycle grants each year, primarily for reasons related to recruitment of new employees. Compensation
expense for restricted share awards totaled $25 million, $25 million and $31 million in 2019, 2018 and 2017, respectively. At
December 31, 2019, future compensation cost related to grants which have not yet fully vested is approximately $16 million. This
amount is expected to be recognized over a weighted-average period of one year.

21. Pension and Other Postretirement Benefits

Defined Benefit Pension Plan Certain employees are eligible to participate in the HSBC North America qualified 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 accruals for
legacy participants under the final average pay formula and future contributions under the cash balance formula were previously
discontinued and, as a result, the Plan is frozen.

The components of pension expense for the defined benefit pension plan recorded in our consolidated statement of income (loss)
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 asset.

Year Ended December 31, 2019 2018 2017
(in millions)

Interest cost on projected benefit OblIZAtion ...........coceveriririirenierieieeeeee e $ 56 $ 60 $ 71
Expected return on plan @SSELS .........cccecveiiiririririnieeneneteee ettt ettt st (78) (78) (88)
Amortization of net actUATIAl L0SS.....c..ervirierierieieieiecei et 21 31 33
AdMINISTIATIVE COSS -..vteutiriietieiieitiee ettt ettt ettt e sttt e sbe e e s b e e e st e et e eseenteeseesaeeneesaeentesaeensenaean 4 6 4
Loss on partial settlement of Plan pension obligation............cccevevieienienieinininenincrceeneneeeen — — 35
PONISION ©XPEIISE. ...viuveueieititeteteitet et et et e aeeteeteete e st eteetesseesebese s ensensenseneensenteneaseeseeseeneeteesessessenean $ 3 3 19 $ 55

During 2017, HSBC North America completed a limited-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) an immediate 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 America in
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December. As a result, 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 losses which had been reflected in HSBC North America's AOCI.

The assumptions used in determining pension expense of the HSBC North America Pension Plan are as follows:

2019 2018 2017
DISCOUNE TALE. ...ttt ettt ettt ettt ettt ettt ettt ettt et e bt ebe et e sbesbesbesbesaeseenen 3.15% 4.25% 3.60%
Expected long-term rate of return on Plan assets ..........cocoeevereneieienninnnccneceen 5.00 5.50 5.50

Defined Contribution and Other Supplemental Retirement Plans We maintain a 401(k) plan covering substantially all employees.
Employer contributions to the plan are based on employee contributions. Total expense recognized for this plan was approximately
$31 million, $29 million and $34 million in 2019, 2018 and 2017, 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 $2 million, $3 million and $2 million in
2019, 2018 and 2017, respectively.

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

Year Ended December 31, 2019 2018 2017

(in millions)
Interest cost on accumulated benefit Obligation ...........c.ecveeveriiecienieniriee e $ 2 3 2 2
Amortization of net actuarial Gain..........cccoceviiviiiiiiiniii s ?2) 2) 1)
Net periodic postretirement benefit COSt.........covirriririiriieiiriere e $ — $ — $ 1

The assumptions used in determining the net periodic postretirement benefit cost for our postretirement benefit plans are as follows:

2019 2018 2017
DISCOUNE TALE.....cvvieitieetieetiesiieeieestte et eetteste e teesbeestaeesse e beessseeaseesssaesseessseensaessseenseassnennses 4.15% 3.45% 3.95%
Salary iNCrease aSSUMPLION........cc.vecverreeiiertieierteeteeeeseeseessesseessesseessesseessesssessesssessessensenns 3.00 3.00 3.00

A reconciliation of the beginning and ending balances of the accumulated postretirement benefit obligation is as follows:

2019 2018
(in millions)
Accumulated benefit obligation at beginning of Year.........c.cceceveverirenerenienieneneeeeeeeeeeeee e $ 42 3 53
INEEIEST COSE ...ttt st e st ae s e ne e 2 2
ActUArial 10SSES (ZAINS) ..c.veuertirtirtiriitertert ettt ettt ettt b ettt b e sttt et et et et bt ebe e bt eae bt eres 5 (8
Benefits Paid, NMET......oouiiuieiieieieee ettt ettt a et et ss e ae et e e eneen “) %)
Accumulated benefit obligation at end Of YEar ........c.ccccevririiiriiinire e $ 45 3 42

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 plans in 2020. The funded status of our postretirement benefit plans
was a liability of $45 million at December 31, 2019.

Estimated future benefit payments for our postretirement benefit plans are summarized in the following table:

(in millions)
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The assumptions used in determining the benefit obligation of our postretirement benefit plans at December 31 are as follows:

2019 2018 2017
DASCOUNT TALE ...ttt 3.00% 4.15% 3.45%
Salary iNCrease aSSUIMPLION .....c..couieteruerterrereieiteieeiteit et sttt st ettt et eae st eneeresbesresaeenes 3.00 3.00 3.00

For measurement purposes, 6.8 percent (pre-65) and, as it relates to the postretirement benefit plans which were not amended to
eliminate future health cost increases, 6.9 percent (post-65) annual rates of increase in the per capita costs of covered health care
benefits were assumed for 2019. These rates are assumed to decrease gradually reaching the ultimate rate of 4.5 percent in 2028,
and remain at that level thereafter.

22. Fee Income from Contracts with Customers

The following table summarizes fee income from contracts with customers disaggregated by type of activity, as well as a
reconciliation to total other revenues, during the years ended December31,2019,2018 and 2017. Following the table is a description
of the various types of fee-based activities and how revenue associated with these activities is recognized.

2019 2018 2017
(in millions)

Credit Card fEES, NMET......iiiiiiiiicieetie ettt ettt e eve e e taeeabe e s b e ebeestseeabeesaseesbeessaeasseesssaenseenns $ 67 $ 50 $ 46
Trust and investment Management fEES........cccoouiiuiiiiiirieriiiee ettt 132 135 156
Other fees and commissions:

ALCCOUNT SEIVICES ..euveevrietientieetieneteeteesteesseesseeaseesseesseesssesssessssessseessssassesssesssseessesssseenssenssesnnn 264 284 291

CrEdit FACTIITIES. 1. veuveeeeetieeieeiiete ettt ettt e et e et e e et e esteeseeseeseesseensesseensesseensesseensennsenseans 302 344 310

OtNET £EES .ttt ettt ettt st e b e bt e b e e bt e b e e st e beeseesbeesaesaeesseeseesbeessesbeessenreans 53 56 68

Total other fees and COMMISSIONS........ccuerrverrierieriieieetieteetteieete et e st eee st eaesseesessaenseenaeseens 619 684 669
Servicing and other fees from HSBC affiliates ............coooeviniiiiiiiiniiiiiiiicnnceeee e 354 356 348
INSUTANCE™) ... 12 11 14
Total fee income from contracts with customers 1,184 1,236 1,233
Other non-fee revenues 670 663 769
TOtAl OthEr TEVEIUES™® ..ot e e $ 1,854 $ 1,899 $ 2,002

1)
2)

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

See Note 24, "Business Segments," for a reconciliation of total other revenues on a U.S. GAAP basis to other operating income for each business segment
under the Group Reporting Basis.

Credit card fees, net 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
interchange fees of $101 million, $88 million and $79 million during the years ended December 31, 2019, 2018 and 2017,
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 multiple factors including card holder activity, card holder reward redemption rates and card holder reward
selections. 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 $44 million, $45 million and $37 million during the years ended December 31,
2019, 2018 and 2017, respectively.

Trust and investment management fees Trust and investment management fees include investment management and administration
fees which are typically billed as a percentage of the average value of a customer's assets during an agreed payment period or for
some contracts, the value of a customer's assets at the end of an agreed payment period and therefore represent variable consideration.
The fee 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 periods that do not coincide with our reporting periods, judgment is required to estimate the fee and determine the amount
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to include 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, a significant reversal of revenue is not highly probable. Other trust and investment management 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. From time to time, we may also 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 include a package of services with multiple performance obligations or abundle of services making up a single performance
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 services is treated as a single performance obligation. In some cases, a package or bundle of services is
billed upfront as an annual fee and recognized on a straight-line basis over one year as the services are performed and the performance
obligation is met.

Credit facilities Credit facilities fees include fees generated from lending activities that are not included in the direct loan 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, loan syndication and other transaction based fees. These fees are either billed
as a fixed price or as a percentage 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. Loan 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
service is performed which is when the performance obligation is met (e.g., the commitment period). In the event a loan commitment
or standby letter of credit is exercised, the remaining unamortized fee is recognized as an adjustment to yield over the loan term.
During 2019, credit facilities fees were impacted by immaterial out of period adjustments which decreased credit facilities fees
by $14 million in connection with fee reversals related to 2018.

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 billed at the point in time the transaction occurs which is when the performance obligation is met. Fees earned
from providing customers with custody services are typically recognized and billed on a monthly basis over the period the service
is performed which is when the performance obligation is met, 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 We receive fees from other HSBC affiliates for providing them with various banking,
wealth management 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 and are typically recognized and billed on a monthly 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 is when the performance obligation is met. See Note 23, "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 goes into effect which is when the performance obligation is met.

Deferred Fee Income

Information related to deferred fee income on loan commitments, revolving credit facilities and standby letters of credit is included
in Note 27, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements," and Note 28, "Fair Value Measurements."
Excluding these items, we had deferred fee income related to certain account service fees that are paid upfront and recognized
over the service period and annual fees on credit cards which collectively was $2 million at both December 31, 2019 and 2018,
respectively. We expect to recognize this revenue over a remaining period of one year or less.

Other than as described above under trust and investment management fees, we do not use significant judgments in the determination
of the amount and timing of fee income from contracts with customers. Additionally, costs to obtain or fulfill contracts with
customers were immaterial.
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23. Related Party Transactions

In the normal course of business, we conduct transactions with HSBC and its subsidiaries. HSBC policy requires that these
transactions occur at prevailing market rates and terms and, where applicable, these transactions are compliant with United States
banking regulations. All extensions of credit by (and certain credit exposures of) HSBC Bank USA 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, 2019 2018
(in millions)
Assets:
Cash and due frOmM DANKS ........ccueeiiiiiiieiie ettt teeste e st ebeesaae s beessaessbeesssasnseenes $ 850 § 245
Interest bearing deposits With Danks. ..........cccceviiriiiiiieeeeeee e 40 1,000
Securities purchased under agreements to TeSell™) .............o.ovuiimiimieeeeeeeeee e 4,600 —
TTAAING ASSELS ..ottt ettt ettt b et e e et e st e s bt et e sbe e bt setenbesatenbesstenbeennenbeans 79 102
| oY s RO 2,343 2,274
OHET™ o 456 169
TOLAL ASSEES ...ttt ettt et e e e et et e e e et e et e et e et et e et e et e st e et e e e eeaeeeaeean $ 8,368 §$ 3,790
Liabilities:
DIEPOSIES ....vivevieeetieietet ettt ettt ettt ettt ettt et et et e st et et et et et e et ete et ete e b eaeeseaeebeseebeae et ere et ens et et ete s ereaens $ 9,000 $ 12,000
Trading HADIItIES . ......c..eivieeiieiieiieteei ettt ettt ettt ettt et e aseeteebeeteesteeaeebeeasesteessesseessenreans 293 349
ShOTt-tEIMN DOTTOWINES....eevevieiietieiectieiesteete et et e eetete et e et eseesseensesseessesseensesseensesseenseeseenseeneenseanes 1,166 638
LONGEIMN AEDL ....iiviiiiiiiciicieeiee ettt te et e te e beere e be e st e beesbesbeesbenraans 7,848 7,845
ORET™ oo 931 333
TOTAL HADIIITIES ...ttt ettt et et e eat et e enteeaeestesaeenaesateesesnsesaesnsesseensesseensesseans $ 19238 $§ 21,165

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

@ Other assets and other liabilities primarily consist of derivative balances associated with hedging activities and other miscellaneous account receivables and

payables.
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Year Ended December 31, 2019 2018 2017

(in millions)

Income (Expense):

TIEETESE TTICOIIIC ..t eeeee e et e e et e et e e e e e e e et e e eaeeeeueeeeeaeeeeeaeeesaneeeeaaeeesaseeeesaeaeenn $ 168 $ 107 $ 65

INEEIEST EXPEIISE ...onevreniieiieiieteettet ettt ettt ettt ettt et sbeesn e sbe et saeenaesaeenneeanen (538) (367) (267)
INEt INTETESE EXPEIISE...c.vevirirertitentertetetetet ettt ettt ettt ettt e st be s et et et eseeneeateseeseebesuesaenes (370) (260) (202)
Trading TEVENUE (EXPEIISE) .....eeverueruirtirteriertetetenteteutesteutettebesbeetesbesbe st et e be st et es s et eseebeebesseebesbenee (2,669) 1,370 (615)
Servicing and other fees from HSBC affiliates:

HSBC BanK PIC......eouiiiiiiiiiiiiieeseete ettt ettt ettt 171 176 154

HSBC Markets (USA) InC. ("HMUS") ..ouioiiiieieeeeeeee et 111 112 71

Other HSBC affilIates.........ccceirieiinieiinieinicinicerccrce ettt 72 68 123
Total servicing and other fees from HSBC affiliates..........ccccocevinenininencnciiieieieinccceeene 354 356 348
Gain (loss) on instruments designated at fair value and related derivatives ..........ccoccceeeevenennne. 1,986 (1,052) 1,108

Support services from HSBC affiliates:

HSBC Technology & Services (USA) ("HTSU") .cueviiirininirinienenieeceeeeteeeeeiesiese e (1,153)  (1,198) (1,165)

HMUS bbb (100) (105) (121)

Other HSBC affiliates.........cccoirieirieiinieinecrcericcrceetcte ettt (385) (300) (263)
Total support services from HSBC affiliates ..........cccoeireinerininininiiiccccceeeeceeee (1,638) (1,603) (1,549)
Rental income from HSBC affiliates, Net™)............ovouevreeeeeeeeeeeee oo 55 48 54
Stock based compensation eXPense™.............co..everrereereeereeeeeeeseee e, 25) (25) 31

M We receive rental income from our affiliates, and in some cases pay rental expense to our affiliates, for rent on certain office space. Net rental income from
our affiliates is recorded as a component of occupancy expense, net in our consolidated statement of income (loss).

@ Employees may participate in one or more stock compensation plans sponsored by HSBC. These expenses are included in salaries and employee benefits
in our consolidated statement of income (loss). Certain employees are also eligible to participate in a defined benefit pension plan and other postretirement
plans sponsored by HSBC North America which are discussed in Note 21, "Pension and Other Postretirement Benefits."

During 2019, our results were impacted by an immaterial out of period adjustment which increased support services from HSBC
affiliates by $13 million in connection with support service billings related to 2018.

Funding Arrangements with HSBC Affiliates:

We use HSBC affiliates to fund a portion of our borrowing and liquidity needs. At both December 31, 2019 and 2018, long-term
debt with affiliates reflected $7.8 billion of borrowings from HSBC North America. The outstanding balances include $1.5 billion
of fixed-rate senior debt which matures in March 2021, $2.0 billion of fixed-rate senior debt which matures in May 2021, $0.8
billion of floating-rate subordinated debt which matures in May 2025, $2.0 billion of fixed-rate senior debt which matures in
September 2025 and $1.5 billion of fixed-rate senior debt which 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, 2019 or 2018.

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

Lending and Derivative Related Arrangements Extended to HSBC Affiliates:
At December 31, 2019 and 2018, we had the following loan balances outstanding with HSBC affiliates:

December 31, December 31,

2019 2018
(in millions)
HMUS aNd SUDSIAIATIES ...ttt ettt eae et eae st st eaeeneeaeeneesaeeneenns $ 2,296 $ 2,235
Other short-term affiliate [eNding..........ccooiiiiriiiiii e 47 39
TOLAL LOAIS ..ottt ettt e et e e et e e et e e st e e et e seaeeeseteeeeenaeeseaeeeseaeeeeeneeesennes S 2343 § 2,274

HMUS and subsidiaries We have extended loans and lines, some of them uncommitted, to HMUS and its subsidiaries in the
amount of $12.0 billion and $12.8 billion at December 31, 2019 and 2018, respectively, of which $2.3 billion and $2.2 billion,
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respectively, was outstanding. The maturities of the outstanding balances range from overnight to three months. Each borrowing
is re-evaluated prior to its maturity date and either extended or allowed to mature.

We have extended lines of credit to various other HSBC affiliates totaling $4.7 billion which did not have any outstanding balances
at either December 31, 2019 or 2018.

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, 2019 and 2018, there were $47 million and
$39 million, respectively, of these loans 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 As part of a global HSBC strategy to offset interest rate or other market risks associated with certain securities,
debt issues and derivative contracts with unaffiliated third parties, we routinely enter into derivative transactions with HSBC Bank
plc and other HSBC affiliates. The notional value of derivative contracts related to these transactions was approximately $1,111.5
billion and $809.5 billion at December 31, 2019 and 2018, respectively. The net credit exposure (defined as the net fair value of
derivative assets and liabilities, including any collateral received) related to the contracts was approximately $90 million and $108
million at December 31, 2019 and 2018, respectively. Our Global Banking and Markets business accounts for these transactions
on a mark to market basis, with the change in value of contracts with HSBC affiliates substantially offset by the change in value
of related contracts entered into with unaffiliated third parties.

Services Provided Between HSBC Affiliates:

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

*  HSBC North America's technology 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 activities to us. The fees we pay HTSU for the centralized support services
and processing activities are included in support services from HSBC affiliates. We also receive fees from HTSU for
providing certain administrative services to them. The fees we receive from HTSU are included in servicing and other fees
from HSBC affiliates. In certain cases, for facilities used by HTSU, we may guarantee their performance under the lease
agreements.

*  We use other subsidiaries of HSBC, including HSBC Global Services Limited an HSBC subsidiary located outside of the
United States, to provide various support services to our operations, including among other areas, information technology,
software development, customer service, collection, risk management and accounting. The expenses related to these services
are included in support services from HSBC affiliates.

*  Weutilize HSI, a subsidiary of HMUS, for broker dealer, 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
are deferred as a reduction of long-term debt and amortized to interest expense over the life of the related debt. Fees charged
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 services to them. The fees we receive from HSI are included in servicing and other
fees from HSBC affiliates.

*  Wereceive fees from 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.

*  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 fees to 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 a result, we are no longer servicing residential
mortgage loans for HSBC Finance. Fees we paid to HSBC Finance were reported in support services from HSBC affiliates.
This included fees paid for the servicing of residential mortgage loans that we previously purchased from HSBC Finance.
During 2017, we sold these residential mortgage loans to third parties.

Other Transactions with HSBC Affiliates:

At both December 31, 2019 and 2018, we had $1,265 million of non-cumulative preferred stock issued and outstanding to HSBC
North America. See Note 18, "Preferred Stock," for additional details.

During the first quarter of 2019, we paid a distribution on our common stock of $2.4 billion from surplus capital to HSBC North
America. See Note 25, "Retained Earnings and Regulatory Capital Requirements," for additional details.
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24. 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"), Commercial 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
31,2018 ("2018 Form 10-K").

Net interest income of each segment represents the difference between actual interest earned on assets and interest incurred on
liabilities of the segment, adjusted for a funding charge or credit that includes both interest rate and liquidity components. Segments
are charged a cost to fund assets (e.g. customer loans) and receive a funding credit for funds provided (e.g. customer deposits)
based on equivalent market rates that incorporate both repricing (interest rate risk) and tenor (liquidity) characteristics. The objective
of these charges/credits is to transfer interest rate risk 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 also apportioned among the business segments based upon the benefits
derived from this activity or the relationship of this activity to other segment activity. These inter-segment transactions have not
been eliminated, and we generally account for them as if they were with third parties.

Our segment results are presented in accordance with HSBC Group accounting and reporting policies, which apply IFRSs as issued
by the IASB and endorsed by the EU, and, as a result, our segment results are prepared and presented using financial information
prepared on the Group Reporting Basis as operating results are monitored and reviewed, trends are evaluated and decisions about
allocating resources, such as employees, are primarily made on this basis. We continue, however, to monitor capital adequacy and
report to regulatory agencies on a U.S. GAAP basis.

There have been no changes in the measurement of segment profit as compared with the presentation in our 2018 Form 10-K.

A summary of significant differences between U.S. GAAP and the Group Reporting Basis as they impact our results is presented
below:

Net Interest Income

Loan origination - The scope of loan origination costs deferred is more stringent under the Group Reporting Basis and generally
results in lower costs being deferred than permitted under U.S. GAAP. In addition, deferred loan origination fees, costs and loan
premiums are generally amortized to earnings 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 are generally amortized to earnings based on either a contractual
or expected life basis. In the case of credit cards, while under the Group Reporting Basis deferred costs are amortized over the
expected life of the credit card relationship, they are amortized over a shorter period of one year under U.S. GAAP.

Leases - In January 2019, new accounting guidance was adopted for leases under both the Group Reporting Basis and U.S. GAAP.
Under the Group Reporting Basis, all leases are recognized as financing arrangements with interest expense on the lease liability
recognized separately from depreciation of the ROU asset, which generally results in a front-loaded pattern of total lease expense.
Under U.S. GAAP, expense on operating leases is generally recognized on a straight-line basis in operating expenses.

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.

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.

Other Operating Income (Total Other Revenues)

Debt extinguishment - During the fourth quarter of 2019, extinguishment of long-term debt resulted in a gain under U.S. GAAP
compared with a loss under the Group Reporting Basis. As we previously elected to apply fair value option accounting to this debt,
under U.S. GAAP, the extinguishment resulted in the realization of a gain associated with our own credit spread that was previously
recorded in accumulated other comprehensive loss which more than offset the premium paid to extinguish the debt. Under the
Group Reporting Basis, the gain associated with our own credit spread remains in equity and does not get recognized in earnings.

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. GAAP, 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, "Financial
Instruments" ("IFRS 9"), (or for 2017, IAS 39, "Financial Instruments: Recognition and Measurement" ("IAS 39")), with any gain
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or loss recorded at the time of sale. U.S. GAAP requires loans that meet the held for sale classification requirements be transferred
to a held for sale category 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 is recorded
in provision for credit losses while the component related to interest rates and liquidity factors is recorded in other revenues.
Changes in the lower of amortized cost or fair value after the initial 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. GAAP, such loans are classified as loans
held for sale and, with the exception of certain loans accounted for under FVO 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.

Renewable energy tax credit investments - As a result of adopting IFRS 9 under the Group Reporting Basis, effective January 1,
2018, renewable energy tax credit investments are measured at fair value, with changes in fair value recognized in earnings. Prior
to January 1, 2018, under the Group Reporting Basis, renewable energy tax credit investments were reported as available-for-sale
securities and measured at fair value, with changes in fair value recognized in equity. Under U.S. GAAP, certain of 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.

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. GAAP, amortization of our investment balance
and associated tax benefits are presented net in income tax expense.

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 financial liabilities on reported financial
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 under the Group Reporting Basis, consistent with U.S. GAAP. Prior
to January 1, 2018, structured notes and deposits were classified as trading liabilities under the Group Reporting Basis and carried
at fair value with changes in fair value recorded in earnings. During 2017, total other revenues under the Group Reporting Basis
in GB&M included losses of $85 million from the fair value movement on structured notes and deposits attributable to our own
credit spread.

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 financial 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 agreements to resell and certain debt securities; b) financial assets measured at fair value with changes
in fair value recorded through other comprehensive income, primarily debt securities; and ¢) certain loan commitments and financial
guarantee contracts. Financial assets which have not experienced a significant increase in credit risk since initial recognition are
considered to be in 'stage 1'; financial assets which are considered to have experienced a significant increase in credit risk are in
'stage 2'; and financial assets for which there is objective evidence of impairment so are considered to be in default or otherwise
credit-impaired are in 'stage 3'. At initial recognition and for financial assets that remain in stage 1, an allowance (or provision in
the case of some loan commitments and financial guarantees) is required for ECL resulting from default events that are possible
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 financial 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. The impact of adoption on the allowance for other financial assets was not significant. Prior to 2018, impairment under the
Group Reporting Basis was measured in accordance with IAS 39 and recognized when there was objective evidence of impairment.

Under U.S. GAAP, we maintain an allowance for credit losses that reflects our estimate of probable incurred losses in the existing
loan portfolio. 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, a loss emergence
period is not applicable under IFRS 9. Under IFRS 9, a majority of our commercial loans are considered to be in stage 1 and a 12-
month ECL is recorded for these loans under the Group Reporting Basis. As a result of the different approaches, the allowance for
credit losses for commercial loans is currently higher under U.S. GAAP than under the Group Reporting Basis. Prior to 2018, we

167



HSBC USA Inc.

utilized different loss emergence periods for 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 practice in 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 loss 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 loss emergence period and from using an ECL approach under the Group
Reporting Basis, beginning in 2018, compared with an incurred loss approach under U.S. GAAP, the Group Reporting Basis utilizes
discounting for estimating credit losses on customer loans including 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 loans 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-down is reversed, which is not 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 basis and a recovery asset is recorded. Subsequent recoveries are recorded to earnings when received under U.S. GAAP,
but are adjusted against the recovery asset under the Group Reporting Basis.

Operating Expenses

Goodwill impairment - Under the Group Reporting Basis, goodwill was amortized until 2005, however goodwill was amortized
under U.S. GAAP until 2002, which resulted in a lower carrying amount of goodwill and, therefore, a lower impairment charge
under the Group Reporting Basis.

Deposit incentives - As discussed more fully above under "Net Interest Income," incentive costs on customer deposits are deferred
and amortized to interest expense under the Group Reporting Basis, while under U.S. GAAP, such costs are recognized immediately
in operating expenses.

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.

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 2019, pension expense was lower under U.S. GAAP
due primarily to a higher expected return on plan assets. In 2018, pension expense was higher under U.S. GAAP due primarily to
the impact of an immaterial 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 a limited-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 a portion 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 losses are recorded directly to retained earnings.

Leases - As discussed more fully above under "Net Interest Income," beginning in 2019, all leases are recognized as financing
arrangements under the Group Reporting Basis with interest expense on the lease liability recognized separately from depreciation
of the ROU asset. Under U.S. GAAP, expense on operating leases is generally recognized on a straight-line basis in operating
expenses.

Property - The sale and leaseback of our 452 Fifth Avenue property, including the 1 W. 39th Street building, in 2010 resulted in
the recognition of a gain under the Group Reporting Basis, while under U.S. GAAP, such gain was historically deferred and was
being recognized over the lease term. As a result of adopting the new accounting guidance for leases under U.S. GAAP as discussed
above, we recorded a cumulative effect adjustment to recognize the previously deferred gain in retained earnings as of January 1,
2019.

Litigation expense - Under U.S. GAAP, litigation accruals are recorded when it is probable a liability has been incurred and the
amount is reasonably estimable. Under the Group Reporting Basis, a present obligation and a probable 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
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Reporting Basis and U.S. GAAP. Additionally, under the Group Reporting Basis, legal costs to 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 a net basis
in the balance sheet when there is a legally enforceable netting agreement in place. In addition, under U.S. GAAP, fair value
amounts recognized for the obligation to return cash collateral received or the right to reclaim cash collateral paid are offset against
the fair value of derivative instruments. Under the Group Reporting Basis, these agreements do not necessarily meet the requirements
for offset, and therefore such derivative receivables and payables are presented gross on the balance sheet.

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 a held for sale category are more
stringent under the Group Reporting Basis than under U.S. GAAP which results in 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 - As discussed more fully above under "Expected Credit Losses (Provision for Credit Losses)," beginning in 2018,
we use an ECL approach for estimating credit losses under the Group Reporting Basis compared with an incurred loss approach
under U.S. GAAP. 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,
a loss emergence period is not applicable under IFRS 9. Prior to 2018, we utilized different loss emergence periods for 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 a lower carrying amount of goodwill
under the Group Reporting Basis. Methods, assumptions and reporting groups used to calculate impairment under the Group
Reporting Basis may differ locally from that utilized by HSBC.

Securities transferred to held-to-maturity - During 2014, we transferred securities from available-for-sale 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.
As aresult 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. GAAP, such unrealized losses remain in AOCI and continue to amortize as an adjustment to yield.
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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 Basis to U.S. GAAP consolidated totals:

Group Reporting Basis Consolidated Amounts

Group
Group Repor.ting
Reporting Basis U.S. GAAP
Basis Reclassi- Consolidated
RBWM CMB GB&M PB ccC Total Adjustments™" fications® Totals
(in millions)
Year Ended December 31, 2019
Net interest income $ 843 § 815 § 458 $ 136 § 51 $ 2303 § 13 8 204) $ 2,112
Other operating income..................... 225 226 840 68 178 1,537 102 215 1,854
Total operating income..................... 1,068 1,041 1,298 204 229 3,840 115 11 3,966
Expected credit losses /
provision for credit losses................. 114 55 1 1 — 171 32 ®) 195
954 986 1,297 203 229 3,669 83 19 3,771
Operating eXpenses................oo.c...... 1,419 576 825 212 281 3,313 169 19 3,501
Profit (loss) before income tax
EXPENSE..c.vuvieiiiiiieieieieeaeeeneas $ 465 $ 410 $ 472 8 (9 $ (52) $ 356 $ 86) $ — § 270
Balances at end of period: -
Total aSSets......uvvmrvvrinerieiiiiniineinns $19,429 $25,737 § 88,440 $7326 $ 73,291 § 214,223 § (38,848) $ — $ 175375
Total loans, net..........cccoeeuveverrvereennne 17,639 24,465 16,740 6,089 1,516 66,449 (2,965) 4,432 67,916
GoodWill.....oooveeiiiicee 372 358 — 321 — 1,051 191 — 1,242
Total deposits 37,009 29,632 27,605 6,539 2,804 103,589 (4,747) 20,851 119,693
Year Ended December 31, 2018
Net interest inCoOme..........cvvuevernennee $§ 889 § 797 § 610 $ 172§ 91 $§ 2,559 § (16) $ (291) $ 2,252
Other operating income..................... 297 226 751 73 257 1,604 ©)] 304 1,899
Total operating income.............c....... 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.................oeven... 1,286 589 834 236 688 3,633 3 2 3,638
Profit (loss) before income tax
EXPENSE..c.eevrieiiiiriieieieeeieeeeeneeas $ (138) § 477 § 721§ 13§ (344 $ 729§ (143) $ — $ 586
Balances at end of period: -
Total asSets......ovvvvvereeiriiiieieieines $19,000 $25047 § 73,187 $6,797 $ 79,344 $ 203375 § (30,927) $ — 172,448
Total loans, net.........cccevvveveerrvucueenne 16,918 23,913 18,895 5,715 1,599 67,040 (2,428) 3,825 68,437
Goodwill.... 581 358 — 321 — 1,260 347 — 1,607
Total deposits.........cccevvueureveeieeriennnes 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.............cccoevnevee. $ 86 § 739 § 585 $§ 217 § (40) § 2,387 § 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 10SSes........covvvvvreveririinnne 25 (52) (94) 2 — (119) (72) 26 (165)
1,387 1,007 1,296 309 234 4,233 224 a7 4,440
Operating eXpenses.............c.coeeeueee. 1,185 558 881 244 465 3,333 75 (17) 3,391
Profit (loss) before income tax
CXPENSC...uviiiiiiiii $§ 202 § 449 § 415 $ 65 $§ (231) § 900 $ 149 § — 1,049
Balances at end of period: -
Total assets $18,707 $23,644 § 72,734 $8,190 $ 97,038 §$ 220,313 § (33,078) $ — 8 187,235
Total loans, net...........ccccevveevvurnnnnne. 16,685 22,444 19,125 6,405 3,556 68,215 (1,397) 5,064 71,882
GoodWill......c.coovevviiiiiiiiiiiicee, 581 358 — 321 — 1,260 347 — 1,607
Total deposits.........ccceuvuvurereriveniennnes 34,186 24,239 25,476 8,470 4,923 97,294 (3,261) 24,669 118,702
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(O]

2

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:

Net Provision Profit (Loss)
Interest Other for Credit Operating before Income Total
Income Revenues Losses Expenses Tax Expense Assets

(in millions)

December 31, 2019

Debt extinguishment............ccoceeeeeecieennnes $ — 123 § — 3 — 8 123 $ —_
Deposit INCENLIVES .....coveveeiereeriirieiecirieiereneenene 15 — — 32 17 (23)
Derivatives.....ccceveeieieeiieieieseeeee e — — — — — (38,651)
Expected credit losses / loan impairment.......... A3) [¢)) 32 — 36) 357)
Goodwill impairment ............ccceeveueerreecrennenene — — — 156 (156) 191
Leases ..o 25 — — 8 17 15
Loan origination 27 — — 19) ®) 38
Loans held for sale ........c.cccccoeeeiciecnccnenes 2 m — — 1 5)
Pension and other postretirement benefit costs . — — — (12) 12 —
Renewable energy tax credit investments ......... — (@) — — (@) 3
Securities transferred to held-to-maturity.......... — — — — — (65)
Other ..o 1 12) — 4 (15) 6
Total adjustments..........cccoceevveernrercnnecnenienne $ 13 $ 102§ 32 9 169 $ 86) $ (38,848)
December 31, 2018

Deposit INCENIVES .........ccveviveveiiiiicicieiciieicienes $ 9 $ — 3 — 3 20 $ an s (10)
Derivatives — — — — — (30,866)
Expected credit losses / loan impairment.......... (6) — 118 — (124) (386)
GoodWill.....ooviiiiiiiii — — — — — 347
Loan origination ..........c..cceeveveenenecnenennenens 29) 3) — 14) (18) 45
Loans held for sale .........cccccocevinieinnccninnnee 9 6 3) — 18 45
Pension and other postretirement benefit costs. — — — 8 ) (44)
PrOperty .o..cveevieiciciccieeceereeeee — — — (€] 8 7
Renewable energy tax credit investments . — 10) — — (10) 3
Securities transferred to held-to-maturity.......... — — — — — (76)
OhET ..t 1 ?2) — A3 2 8
Total adjustments..........c.cccceueivinicinnccninnnne $ (16) $ 9 $ 115 $ 3 3 (143) $ (30,927)
December 31, 2017

DErIVALIVES. ..ot $ — 3 — 3 — 3 —  $ — 3 (32,900)
Expected credit losses / loan impairment.......... (43) — (72) — 29 (332)
GOOAWill....vviiiiiiiiciciciccccecceeae — @) — — (€)) 347
Loan origination ............ccccceeveieciicciecnnnns (19) — — (14 %) 42
Loans held for sale 9 141 — — 150 21
Pension and other postretirement benefit costs . — — — 94 (94) (263)
PIOPEILY w.voveneeeiiieieieirieie e — — — (11) 11 8
Renewable energy tax credit investments ......... 4) 7 — — (11) 9
Structured notes and deposits..........cccecererienenne — 85 — — 85 —
Other....cooviiiie s 9 (18) — 6 (15) (10)
Total adjustments. .........cueeerevreeereereerneeerenneees $ 48) $ 200 $ (72) $ 75 8 149 §  (33,078)

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

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

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, 2019 and 2018, HSBC Bank USA was required to maintain
$2,475 million and $2,205 million, respectively, of reserve balances with the Federal Reserve Bank which are reported within
interest bearing deposits with banks on the consolidated balance sheet.

We are subject to regulatory capital rules issued by U.S. banking regulators including Basel III (the "Basel III rule"). A bank or
bank holding company's failure to meet minimum capital requirements can result in certain mandatory actions and possibly
additional discretionary actions by its regulators. The following table summarizes the capital amounts and ratios of HSBC USA
and HSBC Bank USA, calculated in accordance with the Basel III rule at December 31, 2019 and 2018:

December 31, 2019 December 31, 2018
Capital Well-Capitalized Actual Capital Well-Capitalized Actual
Amount Ratio® Ratio Amount Ratio® Ratio

(dollars are in millions)

Common equity Tier 1 ratio:

HSBC USA ..o $ 15,876 45%?  131% $ 17,459 45%?  13.6%

HSBC Bank USA......ccccecvininenene. 18,043 6.5 15.2 19,456 6.5 15.7
Tier 1 capital ratio:

HSBC USA ..o, 17,141 6.0 14.1 18,724 6.0 14.6

HSBC Bank USA........ccooovvreines 20,543 8.0 17.3 21,956 8.0 17.7
Total capital ratio:

HSBC USA.....oooieiieeeeeeeees 19,743 10.0 16.3 21,972 10.0 17.2

HSBC Bank USA......cccccecvinninene. 22,724 10.0 19.2 25,293 10.0 20.4
Tier 1 leverage ratio:

HSBC USA ..o, 17,141 40 @ 99 18,724 40 @ 110

HSBC Bank USA........ccooovveeines 20,543 5.0 12.0 21,956 5.0 13.1
Supplementary leverage ratio ("SLR"):

HSBC USA ..o 17,141 30 @ 69 18,724 30 @ 76

HSBC Bank USA.........ccoooomrvenrnnann.. 20,543 30 9 84 21,956 30 @ 91
Risk-weighted assets:*

HSBC USA ..o, 121,407 127,917

HSBC Bank USA.......cccoeiiierne 118,618 124,112
Adjusted quarterly average assets:*

HSBC USA ...t 173,270 170,565

HSBC Bank USA......cccccecvvinininne. 170,722 168,154
Total leverage exposure:®....................

HSBC USA ..o, 247,590 245,796

HSBC Bank USA.......ccceiiierne 244,008 242,264

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

®  There is no SLR component in the definition of a well-capitalized banking institution. The ratios shown are the regulatory minimum ratios.

@ Calculated using the generally-applicable Standardized Approach.

©®  Represents the Tier 1 leverage ratio denominator which reflects quarterly average assets adjusted for amounts permitted to be deducted from Tier 1 capital.

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

During the first quarter of 2019, HSBC USA received a common stock return of capital of $2.4 billion from its subsidiary, HSBC
Bank USA, and paid a distribution on its common stock of $2.4 billion from surplus capital to its parent, HSBC North America.

During 2019 and 2018, 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.

26. Variable Interest Entities

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

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

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

Consolidated VIEs The following table summarizes assets and liabilities related to our consolidated VIEs at December 31,2019
and 2018 which are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate in
consolidation.

December 31, 2019 December 31, 2018
Consolidated Consolidated Consolidated Consolidated
Assets Liabilities Assets Liabilities

(in millions)

Low income housing limited liability partnership:

OthET @SSELS .veveeiieiieitieieet ettt ettt ettt te e e $ 98 $ — 3 112 $ —
Long-term debt.........ccceriieiiieieieieee e — — — 66
Interest, taxes and other liabilities.........cccccveevieriiiviesieeieeeieeneene — 38 — 37
TOLAL ..t $ 98 $ 38 § 112 3 103

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

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

Unconsolidated VIEs We also have variable interests in other VIEs that are not consolidated because we are not the primary
beneficiary. The following table provides additional information on these unconsolidated VIEs, including the variable interests
held by us and our maximum exposure to loss arising from our involvements in these VIEs, at December 31, 2019 and 2018:

Total Assets Carrying Value of Variable Interests

Held by Held Reported as Maximum
Uncopselidated Assets Liabilities s
(in millions)
At December 31, 2019
Structured note VEhiCles........cccvvvvevviieeieeiiieeeee e $ 1,524 $ 510 $ 9 $ 1,515
Limited partnership investments.............ccocereeerienieieenennens 2,160 561 300 562
TOtAL ..o $ 3,684 $ 1,071 $ 309§ 2,077
At December 31, 2018
Structured note VENICIES.......ccovvvveviiiiieiieeeeeeeeeee e $ 3,033 § 1,803 $ 20 $ 3,003
Limited partnership investments..........c.ccoeceeevereereneesenncnne 1,578 454 209 454
L] | USRS $ 4,611 $ 2257 $ 229 $ 3,457

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

Structured note vehicles We provide derivatives, such as interest rate and currency swaps, to structured note vehicles and, in
certain instances, invest in the vehicles' debt instruments. We hold variable interests in these structured note vehicles in the form
of total return swaps under which we take on the risks and benefits of the structured notes they issue. The same risks and benefits
are passed on to third party entities through back-end total return swaps. We earn a spread for facilitating the transaction. Since
we do not have the power to direct the activities of the VIE and are not the primary beneficiary, we do not consolidate them. Our
maximum exposure to loss is the notional amount of the derivatives wrapping the structured notes. The maximum exposure to
loss of $1,515 million at December 31, 2019 will occur in the unlikely scenario where the value of the structured notes is reduced
to zero and, at the same time, the counterparty of the back-end swap defaults with zero recovery. In certain instances, we hold
credit default swaps with the structured note vehicles under which we receive credit protection on specified reference assets in
exchange for the payment of a premium. Through these derivatives, the vehicles assume the credit risk associated with the reference
assets which are then passed on to the holders of the debt instruments they issue. Because they create rather than absorb variability,
the credit default swaps we hold are not considered variable interests. We record all investments in, and derivative contracts with,
unconsolidated structured note vehicles at fair value on our consolidated balance sheet.

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

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

Third-party sponsored securitization entities We invest in asset-backed securities issued by third party sponsored securitization
entities which may be considered VIEs. The investments are transacted at arm's-length and decisions to invest are based on a credit
analysis of the underlying collateral assets or the issuer. We are a passive investor in these issuers and do not have the power to
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direct the activities of these issuers. As such, we do not consolidate these securitization entities. Additionally, we do not have other
involvements in servicing or managing the collateral assets or provide financial or liquidity support to these issuers which potentially
giverise to risk of loss exposure. These investments are an integral part of the disclosure in Note 3, "Trading Assets and Liabilities,"
Note 4, "Securities," and Note 28, "Fair Value Measurements," and, therefore, are not disclosed in this note to avoid redundancy.

27.  Guarantee Arrangements, Pledged Assets and Repurchase Agreements

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

The following table presents total carrying value and contractual amounts of our sell protection credit derivatives and major off-
balance sheet guarantee arrangements at December 31, 2019 and 2018. Following the table is a description of the various
arrangements.

December 31, 2019 December 31, 2018
Notional / Notional /
Maximum Maximum
Carrying Exposure to Carrying Exposure to
Value Loss Value Loss

(in millions)

Credit derivatives™V @ .. ..o $ 63) $ 38739 §  (562) $ 45384
Financial standby letters of credit, net of participations™® ....................... — 5,657 — 5,302
Performance standby letters of credit, net of participations®™® _............... — 3,779 — 3,670
TOLAL ..ottt $ 63) $ 48,175 § (562) $ 54,356

M Includes $18,391 million and $25,734 million of notional issued for the benefit of HSBC affiliates at December 31, 2019 and 2018, respectively.

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

@ Includes $1,623 million and $1,321 million of both financial and performance standby letters of credit issued for the benefit of HSBC affiliates at December
31,2019 and 2018, respectively.

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

Credit-Risk Related Guarantees

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

Certain derivative contracts are subject to master netting arrangements and related collateral agreements. A party to a derivative
contract may demand that the counterparty post additional collateral in the event its net exposure exceeds certain predetermined
limits and when the credit rating falls below a certain grade. We set the collateral requirements by counterparty such that the
collateral covers various transactions and products, and is not allocated to specific individual contracts.
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We manage our exposure to credit derivatives using a variety of risk mitigation strategies where we enter into offsetting hedge
positions or transfer the economic risks, in part or in entirety, to investors through the issuance of structured credit products. We
actively manage the credit and market risk exposure in the credit derivative portfolios on a net basis and, as such, retain no or a
limited net position at any time. The following table summarizes our net credit derivative positions at December 31, 2019 and
2018:

December 31, 2019 December 31, 2018
Carrying / Fair Carrying / Fair
Value Notional Value Notional

(in millions)

Sell-protection credit derivative pOSItIONS ........cc.ceceververererverenennenes $ 63) $ 38,739 $ (562) $§ 45,384
Buy-protection credit derivative poSitions...........cceceeerereeresereeneeenne 77 51,310 601 51,914
NEt POSTHON ... $ 14 $ 12571 $ 39 $ 6,530

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

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

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

The issuance of a standby letter of credit is subject to our credit approval process and collateral requirements. We charge fees for
issuing letters of credit commensurate with the client's credit evaluation and the nature of any collateral. Included in other liabilities
are deferred fees on standby letters of credit amounting to $52 million and $43 million at December 31,2019 and 2018, respectively.
Also included in other liabilities is an allowance for credit losses on unfunded standby letters of credit of $26 million and $16
million at December 31, 2019 and 2018, 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, 2019 as an indicative proxy of payment risk:

Credit Ratings of the Obligors

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

Sell-protection Credit Derivatives"

Single name credit default swaps ("CDS") 3.2 $ 20,491 $ 8,903 §$ 29,394

Index credit derivatives ...........cccccceeerccnccnnennne. 43 3,074 5,007 8,081

Total TEtUIN SWAPS.....covevereeiirieierieirietrtetrteeeteeeteeere e 2.6 1,064 200 1,264
SUDLOtAL. ... 24,629 14,110 38,739
Standby Letters of Credit® ............ooouoieeeeeeeeeeeeeeeeeeeeeeeeeeen. 1.2 7,582 1,854 9,436
TOAL.c.eii e e e $ 32211 $ 15964 $ 48,175

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

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

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

Non Credit-Risk Related Guarantees and Other Arrangements

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

In 2017, we sold substantially all of our remaining Visa Class B Shares to a third party and recorded a net pre-tax gain of
approximately $312 million as a component of other income 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 the related litigation is settled and the Class B Shares can be converted into Class A Shares. These swaps had a
carrying value of $85 million and $40 million at December 31, 2019 and 2018, respectively. The swap agreements we entered into
with the purchaser requires us to (a) make periodic payments, calculated by reference to the market price of Class A Shares and
(b) make or receive payments based on subsequent changes in the conversion rate of Class B Shares into Class A Shares. We have
entered into a total return swap position to economically hedge the periodic payments made under these swap agreements. The
payments under the derivative will continue until the Class B Shares are able to be converted into Class A Shares. The fair value
of the swap agreements is estimated using a discounted cash flow methodology and is dependent upon the final resolution of the
related litigation. Changes in fair value between periods are recognized in other income. In 2019, we recorded a loss of $52 million
(of which $48 million was recorded during the fourth quarter) related to an increase in the expected timing of the final resolution
of the related litigation and, to a lesser extent, changes in the Visa Class B Share conversion rate. In 2018, we recorded a loss of
$7 million related to a change in the Visa Class B Share conversion rate. See Note 15, "Derivative Financial Instruments," for
further information.

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

Lease Obligations We are obligated under a number of noncancellable operating leases for premises and equipment. See Note
10, "Leases," for information regarding our leases, including a maturity analysis of our operating lease liabilities.

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

In estimating our repurchase liability arising from breaches of representations and warranties, we consider historical losses on
residual risks not covered by settlement agreements adjusted for any risk factors not captured in the historical losses as well as the
level of outstanding repurchase demands received. Outstanding repurchase demands received were immaterial at December 31,
2019, 2018 and 2017.
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The following table summarizes the change in our estimated repurchase liability during 2019, 2018 and 2017 for obligations arising
from the breach of representations and warranties associated with mortgage loans sold:

Year Ended December 31, 2019 2018 2017

(in millions)
Balance at beginning of PErioqd.........coueriiieieeieee et $ 8 § 10 $ 12
Decrease in liability recorded through €arnings............cccoeoeveiineiiiiinioniieeeeneeneenene 3) €)) (1)
REAIIZEA LOSSES.......eevviiinietiieieiei ettt st sttt st sttt be e a €)) (D
Balance at end 0f PEriOd .......ccueeieiiieieiieieeeee ettt ettt ettt eae e neennenneen $ 4 3 8 $ 10

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

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

Pledged Assets

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

December 31, December 31,

2019 2018
(in millions)
Interest bearing deposits With DanKS ...........ccoeoieriiiiiiiieeeee e $ 2,682 $ 3,225
TIAAINE ASSCES ) ..o ee e 525 2,465
Securities available-for-Sale™ .............coovvurveeriieeeie e 6,814 7,440
Securities held-to—maturity(z) .............................................................................................................. 1,688 1,747
LOANS™) ..ot 14,342 18,189
OhET ASSEES™ ....... oo 3,517 2,289
TORALL .. ettt ettt ettt ettt ettt et et e st e st et b e st et e et e es e ese et e e b e se et e b e b e b enbesbenbes b et beseeneeteeseeneeseeseeseerens $ 29568 $§ 35355

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

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

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

@ 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
nil and $822 million at December 31, 2019 and 2018, respectively. The fair value of trading assets that could be sold or repledged
was $336 million and $2,464 million at December 31, 2019 and 2018, respectively.

The fair value of collateral we accepted under security resale agreements but was not reported on the consolidated balance sheet
was $19,174 million and $13,004 million at December 31, 2019 and 2018, respectively. Of this collateral, $18,199 million and
$11,904 million could be sold or repledged at December 31,2019 and 2018, respectively, of which $2,062 million and $243 million,
respectively, had been sold or repledged as collateral under repurchase agreements or to cover short sales.
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Repurchase Agreements

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

Repurchase agreements may require us to deposit cash or other collateral with the lender. In connection with resale agreements,
it is our policy to obtain possession of collateral, which may include the securities purchased, with market value in excess of the
principal amount loaned. The market value of the collateral subject to the resale and repurchase agreements is regularly monitored,
and additional collateral is obtained or provided when appropriate, to ensure appropriate collateral coverage of these secured

financing transactions.

The following table provides information about resale and repurchase agreements that are subject to offset at December 31, 2019

and 2018:

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, 2019
Assets:
Securities purchased under
resale agreements............. $ 19,167 $ 1,329 $ 17,838 $ 17,832 $ — 6
Liabilities:
Securities sold under
repurchase agreements..... $ 2,401 $ 1,329 § 1,072 $ 1,068 $ — 4
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..... $ 3,333 § 1,867 $ 1,466 $ 1,458 $ — 8

(]

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.

2 .. . . .
@ Represents securities received or pledged to cover financing transaction exposures.

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

The following table provides the class of collateral pledged and remaining contractual maturity of repurchase agreements accounted

for as secured borrowings at December 31, 2019 and 2018:

Overnight Greater
and Up to 30 31to 90 91 Days to Than One
Continuous Days Days One Year Year Total
(in millions)
At December 31, 2019
U.S. Treasury, U.S. Government sponsored and
U.S. Government agency Securities..................... $ 2401 $ — 3 — 3 — 3 — $ 2401
At December 31, 2018
U.S. Treasury, U.S. Government sponsored and
U.S. Government agency securities..................... $ 1,773 $ 369 $ — 3 191 § 1,000 § 3,333
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28. Fair Value Measurements

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

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

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

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

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

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

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

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

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

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

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

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

The following factors are considered in determining fair values:

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

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

indices;

*  consistency among different pricing sources;

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

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

» the source of the fair value information; and

*  whether the security is traded in an active or inactive market.
Greater weight is given to quotations of instruments with recent market transactions, pricing quotes from dealers who stand ready
to transact, quotations provided by market-makers who structured such instrument and market consensus pricing based on inputs
from a large number of survey participants. Any significant discrepancies among the external quotations are reviewed and
adjustments to fair values are recorded where appropriate. Where the transaction volume of a specific instrument has been reduced
and the fair value measurement becomes less transparent, Finance will apply more detailed procedures to understand and challenge
the appropriateness of the unobservable inputs and the valuation techniques used by the independent pricing service. Where
applicable, Finance will develop a fair value estimate using its own pricing model inputs to test reasonableness. Where fair value
measurements are determined using internal valuation models, Finance will validate the fair value measurement by either developing
unobservable inputs based on the industry consensus pricing surveys in which we participate or back testing by observing the
actual settlements occurring soon after the measurement date.
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Assets and Liabilities Recorded at Fair Value on a Recurring Basis The following table presents information about our assets
and liabilities measured at fair value on a recurring basis at December 31, 2019 and 2018, and indicates the fair value hierarchy
of'the valuation techniques utilized to determine such fair value. Unless otherwise noted below, assets and liabilities in the following
table are recorded at fair value through net income (loss).

Fair Value Measurements on a Recurring Basis

Gross Net
December 31, 2019 Level 1 Level 2 Level 3 Balance Netting® Balance
(in millions)
Assets:
Trading assets, excluding derivatives:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... $ 6763 $ 38 $ — $ 6801 § — § 6,801
Asset-backed securities:
Collateralized debt Obligations.........cc.eveveruerieririenieirereeeesereeeeee — 71 — 71 — 71
Residential mortgages . — — 17 17 — 17
Student 10ANS ......c.ooveuiiiiiiiiiiree s — 80 — 80 — 80
Corporate and other domestic debt SECUrIties. ........ccerveireerieererienieeeiens — — 510 510 — 510
Debt securities issued by foreign entities..........occeevvereeirieniereneneneenens 10,095 221 — 10,316 — 10,316
EQUItY SECUTTLIES ...veuvevietiieieiieteieeee ettt 5,693 — — 5,693 — 5,693
Precious metals trading ...........cooevveirerieieenienie e — 1,909 — 1,909 — 1,909
Derivatives: "
Interest rate contracts . 110 12,275 10 12,395 — 12,395
Foreign exchange CONTIACES .........eoveiririeeieerierieeetenie et seeeeeeee 80 16,456 — 16,536 — 16,536
EQUItY CONEIACES .....euvivietirieieieeieieeee ettt — 4,922 185 5,107 — 5,107
Precious metals CONTIACES ........cc.eeeveeeieecieeeee et eere e e e eeneea 70 1,085 3 1,158 — 1,158
CIedit CONTIACTS.....ocvviirieceie ettt eee et et aeeete e eereeeareereeas — 1,060 79 1,139 — 1,139
Other CONTACES® .........ooooooeeoeeeeeeeeeeee e — — 10 10 — 10
DErivatives NETHINE .....c.evverveeeiiiieieirieeeiete ettt eeeee — — — — (33,193) (33,193)
TOtal AETTVALIVES .....vvieiieeeeiieteie ettt eaenes 260 35,798 287 36,345 (33,193) 3,152
Securities available-for-sale:®
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 17,532 14,702 — 32,234 — 32,234
Asset-backed securities:
Home equity ... . — 32 — 32 — 32
Other......ccoovvieeeireeeeeeeeeee — — 111 111 — 111
Debt securities issued by foreign entities..........oceeevvereeirienerineneneeeens 3,158 128 — 3,286 — 3,286
LOANS™ ..ottt — 178 — 178 — 178
Other assets: ....
EQUItY SECUTTLIES ...veuvevietiieeeiieteieeee ettt st — 147 — 147 — 147
Equity securities measured at net asset value™...............coccoooovvviorcrnn.n. — — — 136 — 136
TOtAl ASSELS.....veveuiieieiiieeeieeete ettt ettt enees $ 43501 $ 53304 $ 925 $ 97,866 §$ (33,193) $§ 64,673
Liabilities: -
DOomestic dePOSIES™..........o..ovwieeeeeeeee oo $ — $ 6435 774 $ 7,209 $ — $ 7,209
Trading liabilities, excluding derivatives .........c.ccoeevverereeereneeneneeeees 1,182 124 — 1,306 — 1,306
Derivatives: "
INtEreSt rate CONTIACTS......c.viivieeeeeereeceee et et ere et e eaeeereea 3 13,570 — 13,573 — 13,573
Foreign exchange CONTIACES .........eveeruerieeieerieieeeteiecee e — 15,805 1 15,806 — 15,806
EQUItY CONEIACES .....euvivietiiteieieeteieee sttt st — 3,955 113 4,068 — 4,068
Precious metals CONTIACES ........ccveieveeeeieiereeeeeeereeeee e et 80 1,306 3 1,389 — 1,389
Credit CONTIACTS.....ccvviivieeeie ettt ettt eteeeaeeeereeeareereeas — 1,048 20 1,068 — 1,068
Other CONTACES® .........ooooooeeoeeeeeeeeeeee e — — 85 85 — 85
Derivatives netting .. . — — — — (33,900) (33,900)
TOtAl AETIVALIVES ...eevvieiieteiiieieiete ettt eaenes 83 35,684 222 35,989 (33,900) 2,089
Short-term borrowings™ ...........o.cooovoiooeoeeeeeeeeeeeeeeeeeeee e — 373 — 373 — 373
Long-term debt™ ... — 9,993 354 10,347 — 10,347
Total HabIlIIES ...cvevevieieeeeiieeee ettt $ 1,265 $ 52,609 $ 1,350 $ 55,224 § (33,9000 $ 21,324
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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..... $ 5368 $ 152§ — 3 5520 % — 3 5,520
Asset-backed securities:
Collateralized debt obligations...........coeveuererveecoennrereninecininccnienes — — 100 100 — 100
Residential MOTtZAZES .......cvevevvrveveiririeinirieiirinieecereeteeseeieee e — — 16 16 — 16
Student 10anS ........c.ccerieueiriniecriniicccee e — — 92 92 — 92
Corporate and other domestic debt securities. . — — 1,803 1,803 — 1,803
Debt securities issued by foreign entities..........c.cocveeeeereccrnccnneenens 8,552 207 — 8,759 — 8,759
EQUILY SECUTTHIES w.ovvevveviiinierieteieierietetetee sttt se et eaesnenaeseesensens 751 — — 751 — 751
Precious metals trading .......c.cocoeeeeeeirieeniniecineicennetneceeeeee e — 1,889 — 1,889 — 1,889
Derivatives:"
INtErest rate CONTIACTS.....ccvievieriieeiieiieete et ettt e et eere et e eveeaeeeeaeens 2 10,053 2 10,057 — 10,057
Foreign eXchange CONtIACES ........c.coueurueueririeueenieteeninieitereereteeeeeresesaenenens — 15,919 2 15,921 — 15,921
EQUILY CONTACES ...evvevveiiiiieiieteieieit ettt et se b nnens — 2,449 97 2,546 — 2,546
Precious metals CONIACES ......c.ovveveerirueuiririeieinieicenieee ettt saeienens 16 829 — 845 — 845
Credit contracts... — 883 73 956 — 956
Other contracts® — — 5 5 — 5
Derivatives NELHNE .....c.cccoveueuiririereinirieicrieeeieenetee sttt saeaenens — — — — (27,192) (27,192)
TOtAl dEITVALIVES ...t 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:
HOME QUILY ...ttt — 42 — 42 — 42
OBRET .ttt — — 107 107 — 107
Debt securities issued by foreign entities..........cccccvveeeerererennccnneenens 2,362 971 — 3,333 — 3,333
L0ANS™ ...t eceieesi e — 109 — 109 — 109
OFhET @SSELS! ...vivuenreveiiieteteit ettt ettt ettt es et sttt
EQUILY SECUTTTIES ..euvevveviiinieiieteieietteteteecee sttt se et eaesnenaeseesenaens — 190 — 190 — 190
Equity securities measured at net asset value®™.............cccocoevvrvveerenennan. — — — 88 — 88
Other assets!” . — — 4 4 — 4
TOtAl @SSELS...c.vvineietieirietceie ettt $ 33249 § 45392 $§ 2301 $ 81,030 $ (27,192) $ 53,838
Liabilities: -
DOMESHE AEPOSTES™........oeoeeeeeeeeeeee e $ — $ 7229 $ 925 § 8,154 $ — $ 8,154
Trading liabilities, excluding derivatives ...........c.coeceererecrnccrnnccnnnenes 738 215 — 953 — 953
Derivatives:"
INtErest rate CONTIACTS.....ccuieiieiieeiieiie et e et et et eeere et e eveeaeeeeaeens 45 11,140 — 11,185 — 11,185
Foreign eXchange CONtIACES ........c.covurueueririeueenieteeninieittreereeeeeeeiesesaenenens 15 15,715 3 15,733 — 15,733
EQUILY CONTACES ...evvevieiiiinieiieteieieit ettt se s naens — 2,717 149 2,866 — 2,866
Precious metals CONIACES ........cvveveeriruereririeieinieiecninetceneetceeeeeieesaenenens 274 626 — 900 — 900
Credit CONLIACTS. ....coveviuiiieiiirietcetetci ettt ettt ee — 926 21 947 — 947
Other CONMIACES® ........oveoveeeeeeeeeeeeeeeee e — — 40 40 — 40
Derivatives NELHNE .....c.cccoveueuiririereiririeicrireeieeretee sttt saeaeaeas — — — — (28,847) (28,847)
Total AETIVALIVES ... 334 31,124 213 31,671 (28,847) 2,824
Short-term borrowings® . . — 560 — 560 — 560
Long-term debt™ ...........oooooirveereeeeeeee e — 10,837 412 11,249 — 11,249
Total HabIltIES ... $ 1,072 § 49,965 $ 1,550 § 52,587 § (28,847) $§ 23,740
M Includes trading derivative assets of $3,055 million and $3,048 million and trading derivative liabilities of $1,929 million and $2,690 million at December
31,2019 and 2018, respectively, as well as derivatives held for hedging and commitments accounted for as derivatives. See Note 15, "Derivative Financial
Instruments," for additional information. Excluding changes in fair value of a derivative instrument associated with a qualifying cash flow hedge, which are
recognized initially in other comprehensive income, derivative assets and liabilities are recorded at fair value through net income (loss).
@ Consists of swap agreements entered into in conjunction with the sales of Visa Class B Shares.
3)

Securities available-for-sale are recorded at fair value through other comprehensive income.
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(]

See Note 16, "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, fair value option assets and liabilities are recorded at fair value through net income (loss).

&)
(6)
(@)

Investments that are measured at fair value using the net asset value per share practical expedient have not been classified in the fair value hierarchy.
Represents counterparty and cash collateral netting which allow the offsetting of amounts relating to certain contracts if certain conditions are met.

Represented contingent consideration receivable associated with the sale of a portion of our PB business, which concluded in 2019.

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 2019 and 2018. As a risk management practice, we may risk manage the Level 3
assets and liabilities, in whole or in part, using securities and derivative positions that are classified as Level 1 or Level 2
measurements within the fair value hierarchy. Since those Level 1 and Level 2 risk management positions are not included in the
table below, the information provided does not reflect the effect of such risk management activities related to the Level 3 assets

and liabilities.

Total Realized /
Unrealized Gains
(Losses) Included in

Other
Compre-
hensive
Income
(Loss)

Jan. 1,

2019 Earnings

Purch-
ases

Settle-
ments

Issu-
ances

Current Period /
Unrealized Gains
(Losses) Still Held

Included in

Other
Compre-
hensive
Income
(Loss)

Transfers
Out of
Level 3

Transfers
Into
Level 3

Dec. 31,

2019 Earnings

Assets:

Trading assets,
excluding )
derivatives:‘

Collateralized
debt
obligations...... $

Residential
mortgage
asset-backed
securities ........ 16 1 _

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

Corporate and
other domestic

debt securities.
Derivatives, net:?

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

Foreign
exchange
contracts.......... @ 4 —

(52) 122 —
Credit contracts... 52 (36) —
(63) —

Equity contracts..

Other contracts® 35)

Other asset-backed
securities
available-for-
sale’

Other assets®......... 4 _ _

(in millions)

$8 — 8 @30

— am

— (1,293)

— 21

— 23

— )

$ — §

(72) $ — 8 — S —

510 — —

- 5) 10 11 -

@ @ (O] — —
112 —

(75) — —

Total assets.

$(1,268)

$ a7) $

(152) $

Liabilities:

Domestic
deposits®

$ (925) §
@12)

99 $

Long-term debt@ ... 43) Q)]

$ (188) $ 236
(156) 144

223§
— 118

(774) $
(354)

(149) $ 14
(1) 3

Total liabilities........ (142) $

$ (344) $§ 380

341 $(1,128) $§  (200) § (19)

184



HSBC USA Inc.

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 assets, excluding
derivatives:
Collateralized debt
0bligations. .........ccccvrverennn. $ 129 § 13 $ — $ — s — § 42 s $ — $ 100 10
Residential mortgage asset-
backed securities................. — — — — — — 16 — 16 —
Student loan asset-backed
SECUIIHIES ..ovveveveneiereniiienns — — — — — 92 — 92 —
Corporate and other domestic
debt securities............c..c.... 1,803 — — — — — — — 1,803 —
Derivatives, net:?
Interest rate contracts.............. 2 — — — — — 2 2
Foreign exchange contracts.... ?2) — — — 1 — 1) (1)
Equity contracts..........cccceenee 81 (126) — — — (26) 2) 21 (52) (95)
Credit contracts.............coc.o..... 114 ?2) — — — (60) — — 52 (44)
Other contracts® .................. (46) (15) — — — 26 — — (35) —
Other asset-backed securities
available-for-sale................ 111 — 4 — — — — 107 “
Other assets™...........ccooocoervvnrnns 15 3) — — — ®) — 4 —
Total assets.......ccccoeeerereerenennnnns $ 2207 § (133) $ 4 $ — 8 — 8 (109 $ 106 $ 21 $ 2,088 § (132)
Liabilities:
Domestic deposits® $ (897) $ 32 % 13§ — $ (4000 $ 149 $ 28) $ 206 $ (925) $ 33
Long-term debt@.........ccc.ooen...... (641) 51 10 — (197) 207 6] 159 (412) 43
Total liabilities.........c.cocveerenene. $(1,538) § 83 $ 238 — § (597) § 356 § (29) § 365 $(1,337) § 76

1)

)

3)

(]

)

(6)

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

Level 3 net derivatives included derivative assets of $287 million and derivative liabilities of $222 million at December 31, 2019 and derivative assets of
$179 million and derivative liabilities of $213 million at December 31,2018. Gains (losses) on derivatives, net are predominantly included in trading revenue
and gain (loss) on instruments designated at fair value and related derivatives in the consolidated statement of income (loss).

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

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

Represented contingent consideration receivable associated with the sale of a portion of our PB business, which concluded in 2019. Gains (losses) associated
with this transaction were included in other income in the consolidated statement of income (loss).

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

The following table presents quantitative information about the unobservable inputs used to determine the recurring fair value
measurement of assets and liabilities classified as Level 3 fair value measurements at December 31, 2019 and 2018:

December 31, 2019
Fair Value Range of Weighted
Financial Instrument Type  (in millions) Valuation Technique(s) Significant Unobservable Inputs Inputs Average
Residential mortgage asset- $ 17  Broker quotes or consensus Prepayment rates 1% N/A
backed securities............... pricing and, where applicable,
discounted cash flows
Conditional default rates 8% N/A
Loss severity rates 70% N/A
Discount margin 600bps N/A
Corporate and other $ 510 Discounted cash flows Spread volatility on collateral assets 4% N/A
domestic debt securities....
Correlation between insurance claim  80% N/A
shortfall and collateral value
Interest rate derivative $ 10 Market comparable adjusted for Probability to fund for rate lock 42% - 100% 80%
CONEIACES.....veeveiieee probability to fund and, where commitments
applicable, discounted cash flows
Likelihood of transaction being 90% N/A
executed
Foreign exchange derivative ~ $ (1) Option pricing model Implied volatility of currency pairs 6% - 11% 8%
contracts™......cocvveeeeeeninnns
Equity derivative contracts®  § 72 Option pricing model Equity / Equity Index volatility 7% -36% 22%
Equity / Equity and Equity / Index 43% - 79% 49%
correlation
Equity dividend yields 0% -4% 2%
Credit derivative contracts.... $ 59  Option pricing model and, where Credit default swap spreads 41bps N/A
applicable, discounted cash flows
Other derivative contracts..... $ (75) Discounted cash flows Conversion rate 1.6 times N/A
Expected duration 3 years N/A
Other asset-backed securities  $ 111  Discounted cash flows Market assumptions related to yields 0% - 3% 2%
available-for-sale .............. for comparable instruments
Domestic deposits $ (774) Option adjusted discounted cash Implied volatility of currency pairs 6% -11% 8%
(structured deposits) @@ ... flows
Equity / Equity Index volatility 7% - 28% 13%
Equity / Equity and Equity / Index 43% -49% 46%
correlation
Long-term debt (structured $ (354) Option adjusted discounted cash Implied volatility of currency pairs 6% - 11% 8%
notes) e flows
Equity / Equity Index volatility 7% -29% 16%
Equity / Equity and Equity / Index 54% - 79% 64%
correlation
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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%
Loss severity rates 90% - 95%
Residential mortgage asset-backed $ 16  Broker quotes or consensus Prepayment rates 1%
SECUTTHICS ... pricing and, where applicable,
discounted cash flows
Conditional default rates 4%
Loss severity rates 85%
Discount margin 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 volatility on collateral assets 2% - 4%
SECUTIICS ...
Correlation between insurance claim  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 90%
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% - 719%
correlation
Equity dividend yields 0% - 7%
Credit derivative contracts.............c.c.c...... $ 52 Option pricing model and, where Credit default swap spreads 102bps - 118bps
applicable, discounted cash flows
Other derivative contracts..............c.c.o..... $ (35) Discounted cash flows Conversion rate 1.6 times
Expected duration 2 years
Other asset-backed securities available- $ 107  Discounted cash flows Market assumptions related to yields 1% - 3%
fOr-8ale ..o for comparable instruments
Other @SSets .......covevevereruereeriereeerinieeerenes $ 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)®® .........occooo..... 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%

(]

Equity / Equity and Equity / Index
correlation

45% - 79%

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

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

2

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 creditrisks, we are market neutral. The corresponding intra-group derivatives are presented as equity derivatives and foreign exchange derivatives

in the table.

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

and foreign exchange derivatives below for a discussion of the uncertainty of Level 3 inputs related to structured deposits and structured notes.

N/A Not Applicable
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Uncertainty of Level 3 Inputs to Fair Value Measurements

Residential mortgage asset-backed securities - Prepayment rate, probability of default, loss severity rate and discount margin are
significant unobservable inputs.

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

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

* Lossseverity rate - The loss severity rate is the percentage of total lifetime losses (both interest and principal) as a percentage
of principal balance measured at default date.

*  Discount margin - An expected return earned in addition to the index underlying (in this case the London Interbank Offered
Rate ("LIBOR")) is another input into valuation of securities.

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

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

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

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

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

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

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

Significant Transfers Into and Out of Level 3 Measurements During 2019, we transferred $223 million of domestic deposits
and $118 million of long-term debt, which we have elected to carry at fair value, from Level 3 to Level 2 as aresult of the embedded
derivative no longer being unobservable as the derivative option is closer to maturity and there is more observability in short term
volatility. Additionally, during 2019, we transferred $72 million of collateralized debt obligations ("CDOs") and $80 million of
student loan asset-backed securities from Level 3 to Level 2 as the inputs used to value these securities have become more observable
reflecting improved market liquidity for these securities.
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During 2018, we transferred $206 million of domestic deposits and $159 million of long-term debt, which we have elected to carry
at fair value, from Level 3 to Level 2 as a result of the embedded derivative no longer being unobservable as the derivative option
is closer in maturity and there is more observability in short term volatility. 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 as a result 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 loan asset-
backed securities from Level 2 to Level 3 as the inputs used to value these securities have become less observable.

Assets and Liabilities Recorded at Fair Value on a Non-recurring Basis Certain financial and non-financial assets are measured
at fair value on a non-recurring basis and therefore, are not included in the tables above. These assets include (a) loans classified
as held for sale reported at the lower of amortized cost or fair value, (b) impaired loans or assets that are written down to fair value
based on the valuation of underlying collateral during the period and (c) goodwill or lease ROU assets that were written down
during the period. These instruments are not measured at fair value on an ongoing basis but are subject to fair value adjustment
in certain circumstances (e.g., impairment). The following table presents the fair value hierarchy level within which the fair value
of the financial and non-financial assets has been recorded at December 31, 2019 and 2018. The gains (losses) during 2019 and
2018 are also included.

Non-Recurring Fair Value Measurements

at December 31, 2019 Total Gains (Losses)
Level 1 Level 2 Level 3 Total li;()el;zll;fb‘e{:agl?ggfg
(in millions)

Residential mortgage loans held for sale® ................cccccooocoo.... $8 — 8 12§ — 5§ 12 $ —
CONSUMET 10ANSP........o oo — 14 — 14 @)
Impaired commercial 10A0S™ ..o — — 50 50 (25)
Real estate oWNed™ .........ooovoeeeeeeeee e — 6 — 6 (1)
GOOAWIIL®D ... — — 372 372 (365)
LeASES ) e — — 2 2 (13)
Total assets at fair value on a non-recurring basis........................ $ — 32 $ 424 $ 456 $ 411)

Non-Recurring Fair Value Measurements

at December 31, 2018 Total Gains (Losses)
Level 1 Level 2 Level 3 Total Fl;()eﬁl;et:llllfb‘g:a;ll,aggleg
(in millions)

Consumer 10an5®...............cocoovimieeeeeeeeeeeeeeeee e, $§ — 8 15 $ — 8§ 15 8 ®)
Commercial loans held for sale” ..........o.coovivieeoeeeeeeeeeereees — 36 — 36 5
Impaired commercial 10ans™.............cccoooovvomrierereeeeeseeeene. — — 37 37 114
Real estate oWned™ ............oooooeeieeeeeeeeeeeeeeee e — 7 — 7 3
Total assets at fair value on a non-recurring basis........................ $ — $ 58 $ 37 $ 95 $ 114

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

@ Represents residential mortgage loans held for investment whose carrying amount was reduced during the periods presented based on the fair value of the

underlying collateral.

®  Certain commercial loans are considered impaired. As a matter of practical expedient, we measure the credit impairment of a collateral-dependent loan

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

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

value unadjusted for transaction costs.

©®  During the third quarter of 2019, the goodwill allocated to our RBWM business was written down to $372 million. See Note 9, "Goodwill," for further
discussion of the results of our annual goodwill impairment testing, including the method for determining fair value and the events and circumstances leading
to the impairment.

© During the fourth quarter of 2019, we determined that we would exit certain branches and, as a result, the lease ROU assets associated with these branches

were written down based on their estimated remaining useful lives. See Note 10, "Leases," for further discussion.

™ At December 31 2018, the fair value of the loans held for sale was below cost.
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Significant Unobservable Inputs for Non-Recurring Fair Value Measurements

The following tables present quantitative information about non-recurring fair value measurements of assets and liabilities classified
with Level 3 of the fair value hierarchy at December 31, 2019 and 2018:

At December 31, 2019

Significant

Fair Value Unobservable Range of Weighted
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs Average
Impaired commercial loans...........cccooeerennnene $ 50 Valuation of third party appraisal Loss severity rates 9% - 100% 45%

on underlying collateral
At December 31, 2018
Significant
Fair Value Unobservable Range of

Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs
Impaired commercial 10ans .........ccoccevveernncinneinneccnne $ 37  Valuation of third party appraisal Loss severity rates ~ 13% - 100%

on underlying collateral

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

Valuation Techniques

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

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

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

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

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

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

*  U.S. Treasury, U.S. Government agency issued or guaranteed and obligations of U.S. state and political subdivisions — As
these securities transact in an active market, fair value measurements are based on quoted prices for the identical security
or quoted prices for similar securities with adjustments as necessary made using observable inputs which are market
corroborated.
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» 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 value is primarily determined based on pricing information obtained from
independent pricing services adjusted for the characteristics and the performance of the underlying collateral.

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

*  Equity securities — Fair value measurements are determined based on quoted prices for the identical security. Certain equity
securities represent investments in private equity funds that help us comply with the Community Reinvestment Act. The
fair value of these investments are estimated using the net asset value per share as calculated by the fund managers.
Distributions will be received from the funds as the underlying assets are liquidated. While the funds do not allow us to
redeem our investments, we are permitted to sell or transfer our investments subject to the approval of the fund manager.
Unfunded commitments associated with these investments totaled $41 million and $72 million at December 31, 2019 and
2018, respectively.

The following tables provide additional information relating to our asset-backed securities, including CDOs, at December 31,
2019:

Trading asset-backed securities:

Rating of Securities:" Collateral Type: Level 2 Level 3 Total
(in millions)
AAA-Ao Collateralized debt obligations ..............cccevneee $ 42 3 — 3 42
Student 10ans.........ccoeverererieneneeeeeae 80 — 80
TOtal AAA -A..oeeeeeeeeeeeeeeeeee e 122 — 122
Collateralized debt obligations ........ 29 — 29
Residential mortgages - Subprime — 17 17
$ 151 § 17 $ 168
Available-for-sale asset-backed securities:
Rating of Securities:" Collateral Type: Level 2 Level 3 Total
(in millions)
AAA - A Home equity - AIt A......cooovoviiieieeieeeeeeee $ 32§ — 3 32
BBB -B...oooooieeeee Other ..o — 111 111

$ 32 8% 111 8 143

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

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

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

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

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

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

*  Equity Derivatives — Use listed equity security pricing and implied volatilities from equity traded options position.

*  Precious Metal Derivatives — Use spot and forward metal rates which are quoted in the broker market.

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

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

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

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

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

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

The following table summarizes the carrying value and estimated fair value of our financial instruments, excluding financial
instruments that are carried at fair value on a recurring basis, at December 31, 2019 and 2018, and their classification within the
fair value hierarchy:

Carrying Fair
December 31, 2019 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term financial @SSELS .........cc..ooecveeieeeeeecieeeeee e $ 3800 $ 3800 $ 1,744 $ 2,038 $ 18
Federal funds sold and securities purchased under agreements to
TESCIL et 17,838 17,838 — 17,838 —
Securities held-to-MAaturity .........coecevvevereinerineincenecreeeeeeeneene 13,293 13,431 — 13,431 —
Commercial loans, net of allowance for credit losses...................... 47,704 49,252 — — 49,252
Commercial loans held for sale.........c.cccceoeneieinininiceee 34 34 — 34 —
Consumer loans, net of allowance for credit losses ..............ccc.c..... 20,212 19,889 — — 19,889
Consumer loans held for sale:
Residential mMOTtZages .......coceeververuiruenienienieieieeeenenceeee e 77 78 — 77 1
Financial liabilities:
Short-term financial Habiliti€s.........ccovviveveiiiiiiiiie e $ 3304 § 3304 § — § 3,286 $ 18
Deposits:
Without fixed mMaturitieS.........oooevvvviiveeeiiiieeeee e 96,161 96,161 — 96,161 —
Fixed maturities ......c.cocevveuereinieenieiniecnecnccncceeeeceee e 16,323 16,264 — 16,264 —
Long-term debt........ccooeuirieirieirieirieeeeeeeiee e 16,350 16,696 — 16,696 —
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Carrying Fair
December 31, 2018 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term fINanCial ASSELS .......vevveeeeeeeeeeeeeeeeeeeeeeeeeeeee e $ 17,237 $ 17,237 $§ 1,514 $ 15700 $ 23
Federal funds sold and securities purchased under agreements to
TESCLL 1.t 10,168 10,168 — 10,168 —
Securities held-to-maturity..........cccceveveiereeienieeeeeeee e 14,670 14,443 — 14,443 —
Commercial loans, net of allowance for credit losses............c........ 48,884 50,671 — — 50,671
Commercial loans held for sale..........cccocevvrininnininininices 285 285 — 285 —
Consumer loans, net of allowance for credit losses...........cccuevenneee 19,553 18,878 — — 18,878
Consumer loans held for sale:
Residential MOTtZages ......ecvvevieieriieeierieeierie et 65 65 — 65 —
Other CONSUIMET ......eiueiiieiiiiieieetceee ettt sttt ee e e 53 53 — — 53
Financial liabilities:
Short-term financial HHabilities ......c.ccveeveeveveereeeeeeeeeeeeeeeeeeeeeens $ 3643 $ 3,649 § — $ 3,626 $ 23
Deposits:
Without fixed mMaturities........coovveeveeeeiieeeieee e 91,794 91,794 — 91,794 —
Fixed mMaturities . .......ccoueeerueriinieerieeeeceeeee e 10,996 10,933 — 10,933 —
Deposits held for sale.........ococovieiiiiiniiiiee e 10 10 — 10 —
Long-term debt.........cccovivieiiniiiiiiiiieiceeere e 19,379 19,688 — 19,688 —

Lending-related commitments - The fair value of loan commitments, revolving credit facilities and standby letters 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. These instruments generate fees, which approximate those currently charged to originate similar commitments,
which are recognized over the term of the commitment period. Deferred fees on loan commitments, revolving credit facilities and
standby letters of credit totaled $162 million and $165 million at December 31, 2019 and 2018, respectively.

29. Litigation and Regulatory Matters

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

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

During 2019, we recorded expense related to legal matters (excluding attorney's fees) of $54 million compared with expense of
$522 million and $29 million during 2018 and 2017, respectively.

For the legal matters disclosed below, including litigation and governmental and regulatory matters, as to which a loss in excess
of accrued liability is reasonably possible in future periods and for which there is sufficient currently available information on the
basis of which management believes it can make a reliable estimate, we believe a reasonable estimate could be as much as $225
million for HUSI. The legal matters underlying this estimate of possible loss will change from time to time and actual results may
differ significantly from this current estimate.
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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 the inherent unpredictability of such matters,
an adverse outcome in certain of these matters could have a material adverse effect on our consolidated financial statements in
any particular quarterly or annual period.

Credit Card Litigation Since 2005, HSBC Bank USA, HSBC Finance, HSBC North America and HSBC, as well as other banks
and Visa Inc. ("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-surcharge rule by the associations and/or the establishment of the interchange fee charged for credit card transactions causes
the merchant discount fee paid by retailers to be set at supracompetitive levels in violation of the federal antitrust laws. 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
liabilities that the defendants, including HSBC Bank USA and our affiliates, may incur, jointly and/or severally, in the event of an
adverse judgment or global settlement of one or all of these actions. The district 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 was inadequately 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 members to forgo their share of the monetary relief and pursue individual claims; and
(2) anon-opt-out class of merchants, including future merchants that do not currently exist, which provided injunctive relief mainly
in the form of a rule 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 with counsel for the putative Federal Rule of
Civil Procedure 23(b)(3) opt-out class, seeking monetary relief, to resolve all claims as filed in a third consolidated amended class
action complaint in In re Payment Card Interchange Fee and Merchant Discount Antitrust Litigation, MDL 1720, E.D.N.Y. The
court granted final approval of the settlement in December 2019. 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. In January
2020, objectors to the settlement filed an appeal.

Numerous merchants objected and/or opted out of the settlement during the exclusion period. Various opt-out merchants have filed
opt-out suits in 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 ("FHA") against
HSBC North America and certain subsidiaries, including HSBC Finance and HSBC Bank USA, in connection with residential
mortgage lending, servicing and financing activities. In the action, the plaintiff counties assert that the defendants allegedly violated
the FHA which plaintiffs contend led to increased loan delinquencies, foreclosures and vacancies, which in turn caused the plaintiff
counties to incur damages in the form of lost property tax revenues and increased municipal services costs, among other damages.
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 had been stayed pending U.S. Supreme Court review of the U.S. Court of Appeals for the Eleventh Circuit ("Eleventh
Circuit") decision reversing motions 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 FHA. The court did not determine whether
the injuries alleged by the city met the proximate cause test, but provided guidance for the lower courts in employing that test in
further proceedings. In May 2019, the Eleventh Circuit issued a decision in the case upon remand from the U.S. Supreme Court,
holding that the City of Miami had plausibly alleged damages in the form of lost property tax revenue, but had not adequately pled
other forms of damages (increased municipal expenditures). Plaintiffs filed an amended complaint in October 2019, which
defendants moved to dismiss.

In December 2019, in order to avoid the cost, delay and uncertainty of litigation, the parties reached an agreement in principle to
settle this matter, subject to final documentation and approval of the appropriate governmental bodies of each of the three county
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plaintiffs. The total amount of the settlement with respect to HSBC Bank USA is approximately $580,000.

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 is located) filed an action pursuant to the FHA against HSBC North America and certain
subsidiaries that is substantially similar to the lawsuit filed by the counties of DeKalb, 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 violated
the FHA which plaintiff contends 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 in City of Miami v. Bank of
America Corp. & Wells Fargo & Co. discussed above in the DeKalb County action. Following the Supreme Court decision, the
stay of the action was lifted, and plaintiff filed an amended complaint in July 2017. In May 2018, the court granted in part and
denied in part defendants' motion to dismiss the amended complaint.

In December 2019, in order to avoid the cost, delay and uncertainty of litigation, the parties reached an agreement in principle to
settle this matter, subject to final documentation and approval of the appropriate governmental body for Cook County, Illinois.
The total amount of the settlement with respect to HSBC Bank USA is approximately $580,000.

Credit Default Swap Matters

In June 2017, an action was filed by TeraExchange, LLC ("Tera"), a swaps execution facility, as well as its 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. In July 2019, the court granted the motion to dismiss the action as to certain defendants,
including the HSBC defendants. This matter will no longer be reported.

Interest Rate Swap Investigation

The U.S. Commodity Futures Trading Commission ("CFTC") is investigating HSBC Bank USA in relation to interest rate swap
transactions related to bond issuances. In December 2019, the CFTC filed a civil enforcement action against a now-former HSBC
employee and charged him with violating the Commodity Exchange Act's anti-fraud provisions in relation to a 2012 interest rate
swap transaction. We are cooperating with the CFTC's investigation.

Foreign Exchange ("FX") Matters

FX Opt Out Litigation In November 2018, a complaint was filed in the U.S. District Court for the Southern District of New York
by several institutions that opted out of the consolidated FX action that settled in August 2018 naming, among other institutions,
the same HSBC defendants that had been named in that settled consolidated action. (Allianz Global Investors GMBH, et al. v Bank
of America Corporation, et al. (the "FX Opt Out Litigation")). In June 2019, plaintiffs filed a second amended complaint. Defendants
have moved to dismiss the complaint which remains pending. Limited discovery is underway.

Other putative class actions making similar allegations are pending against 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 (Nyp! 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 October 2018, the Contant court granted in part
and denied in part plaintiffs' motion to amend the complaint, allowing plaintiffs to amend their state law antitrust and unfair trade
practices claims but denying their request to amend their federal law antitrust claims. In May 2019, the court denied HSBC Bank
plc's motion to dismiss for lack of personal jurisdiction. Discovery is underway.

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 agencies in relation to trading on the foreign exchange market. 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. The investigations involving HSBC Bank
USA continue, including an investigation by the California Attorney General's Office. We are cooperating with the investigation.

In January 2018, HSBC entered into a three-year deferred prosecution agreement with the Criminal Division of the DOJ (the "FX
DPA"), which resolved the DOJ's investigation into HSBC's historical foreign exchange activities. Under the terms of the FX DPA,
HSBC is required to further enhance its internal controls and procedures relating to its Global Markets business.
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In September 2017, HSBC and HSBC North America entered into a consent order with the FRB in connection with its investigation
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. The Second Circuit
affirmed the conviction in September 2019 and denied his motion for rehearing in January 2020.

In February 2017, the Competition Commission of South Africa ("Commission") referred a complaint for proceedings before the
South African Competition Tribunal ("Tribunal") against 18 financial institutions, including HSBC Bank plc, for alleged
anticompetitive behavior in the South African foreign exchange market. In January 2018, the Tribunal approved the provisional
referral of additional financial institutions, including HSBC Bank USA. In June 2019, the Tribunal issued a decision requiring the
Commission to revise its complaint and dismissing HSBC Bank USA. The Tribunal ruled that HSBC Bank USA may be re-joined
but can be subject to declaratory order only and cannot be fined or ordered to pay damages. Several financial institutions, including
HSBC Bank USA, appealed part of the decision to the Competition Appeal Court of South Africa, and the Commission cross-
appealed.

Precious Metals Fix Matters

Inre Commodity Exchange Inc., Gold Futures and Options Trading Litigation (Gold Fix Litigation) Since 2014, numerous putative
class actions have been filed in the 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
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.

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
members of The London Silver Market Fixing Ltd as defendants. The complaints allege that, from January 2007 through December
2013, defendants conspired to manipulate the price of physical silver and silver derivatives for their collective benefit in violation
of the U.S. Commodity 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, several 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 a joint motion to dismiss. We await a ruling.

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
manipulate the prices of gold and silver derivatives. These claims include: (1) DiFilippo and Caron v. The Bank of Nova Scotia,
et al. (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) (Gold Fix); and (4) Ayas v. La Banque de Nouvelle-Ecosse, et. al. (Superior Court of Justice, Quebec Province) (Silver
Fix). These actions are at an early stage.

Investigations In 2014, the Antitrust Division and Criminal Fraud Section of the DOJ issued a document 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 previously disclosed, in January 2019, the DOJ closed
its investigation without taking any action against HSBC, including HSBC Bank USA. This investigation is now concluded and
will no longer be reported.

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 his firm, Bernard L. Madoff Investment Securities LLC ("Madoff Securities"), an SEC-registered
broker-dealer and investment adviser. Various non-U.S. HSBC companies provided custodial, administration and similar services
to anumber of funds incorporated outside the United States whose assets were invested with Madoff Securities. Plaintiffs (including
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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 US A and certain of our foreign affiliates. The Trustee's claims seek recovery of prepetition transfers
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 a number of foreign affiliates of HSBC Bank USA. In February 2019, the Second Circuit reversed
that dismissal and remanded the cases to the US Bankruptcy Court. In August 2019, HSBC and other parties filed a petition for a
writ of certiorari (the 'Petition’) in the US Supreme Court seeking review of the Second Circuit's decision. Further proceedings in
the US Bankruptcy Court have been stayed pending the disposition of the Petition.

The Trustee's English action, which names HSBC Bank USA and other HSBC entities as defendants, seeks recovery of unspecified
transfers of money from Madoff Securities to or through the HSBC entities. The Trustee's deadline for serving the claims has been
extended through September 2020 for the U.K.-based defendants and November 2020 for all other defendants.

SPV Optimal SUS Ltd. ("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 claims for 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 court in 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. This matter will no longer be reported.

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 clients of HSBC's private banking business and other clients who invested in the Fairfield funds, seeking restitution of payments
made in connection with share redemptions. The Fairfield liquidators voluntarily discontinued their actions against the HSBC
defendants in BVI. In October 2016, the Fairfield liquidators filed a motion seeking leave to amend their complaints in the U.S.
Bankruptcy Court. In January 2017, defendants filed a consolidated motion to dismiss and oppose the Fairfield liquidators' motion.
In December 2018, the U.S. Bankruptcy Court issued a decision that partially granted defendants' motion to dismiss claims by the
Fairfield liquidators and granted a motion by the liquidators to file amended complaints. In May 2019, the liquidators appealed
certain issues from the U.S. Bankruptcy Court opinion to the US District Court for the Southern District of New York. Briefing
on the liquidators' appeal is scheduled to be completed by April 2020.

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
matters remains uncertain. It is possible that any liabilities that may arise as a result could be significant. In any event, we consider
that we have good defenses to these claims and will continue to defend them vigorously.

Supranational, Sovereign and Agency ("SSA") Bonds

Beginning in November 2017, HSBC, HSBC Bank plc, HSBC Bank USA, HSBC Bank Canada, HSBC USA, HSBC North America
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 in violation of Canadian civil anti-trust law. The Superior Court action therefore lapsed. In September 2019, the parties
reached a settlement of the Canadian SSA bonds litigation for CAD $1.323 million. The court granted preliminary approval, and
a final approval hearing has been scheduled for February 2020. The U.S. HSBC defendants, including HSBC Bank USA, did not
contribute to the settlement. This matter will no longer be reported.

Mexican Government Bond Litigation

HSBC, HSBC Bank plc, HSBC North America, HSBC Bank USA, HSI, HMUS, as well as non-U.S. HSBC affiliates, 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 relating to the Mexican government bond ("MGB") 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 in violation of federal antitrust laws. In July 2018, plaintiffs filed an amended consolidated complaint. In
September 2019, the court granted defendants' motion to dismiss. In December 2019, plaintiffs amended the complaint and dropped
all HSBC defendants except a non-U.S. affiliate. This matter will no longer be reported.
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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
("Prudential"); (3) the FDIC, in its role as receiver for several failed banks; and (4) the National Credit Union Administration
Board, in its capacity as liquidator for several failed credit unions. The parties settled the Prudential lawsuit on a confidential basis,
and the action was dismissed in December 2019 and will no longer be reported. The other defendants in the remaining actions 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 (/n re LIBOR-Based
Financial Instruments Antitrust Litigation). During 2018, the U.S. District Court for the Southern District of New York granted
final approval of the settlements with those who purchased USD LIBOR-indexed interest rate swaps and other instruments from
certain non-defendant financial institutions and U.S. based lending institutions that made or purchased USD LIBOR indexed loans.
The remaining settlements are subject to final court approval. Additionally, a number of other US dollar LIBOR-related actions
remain pending against HSBC.

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 Dealer Offered Rate ("CDOR") between August 2007 and
December 2014. The complaint, captioned 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
entering into collusive transactions in the swaps market, thereby fixing the prices of CDOR-based derivatives for 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 Commodity Exchange Act. Plaintiffs withdrew an appeal of the March 2019
decision dismissing the action. The matter is now concluded and will no longer be reported.

Intercontinental Exchange ("ICE") LIBOR: In January 2019, a putative class action complaint was filed in the 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 as other panel banks, alleging a conspiracy to depress USD ICE LIBOR from February 2014 (when ICE 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 U.S. antitrust and state law. (Putnam Bank v. Intercontinental Exchange, Inc., et al. (Case No. 19-cv-00439)).
Defendants filed a motion to dismiss the amended complaint in August 2019.

Mortgage Securitization Matters

In addition to the repurchase risk described in Note 27, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements,"
HSBC Bank USA has also been involved as a sponsor/seller of loans used to facilitate whole loan 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 $3.4 billion and
$3.8 billion at December 31, 2019 and 2018, respectively.

Participants in the U.S. mortgage securitization market that purchased and repackaged whole loans have been the subject of lawsuits
and governmental and regulatory investigations and inquiries, which have been directed at groups within the U.S. mortgage market,
such as servicers, originators, underwriters, trustees or sponsors of securitizations, and at particular participants within these groups.
We expect activity in this area to 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 are properly those of the servicer of each trust, we continue to receive significant and adverse publicity in connection
with these and similar matters, including foreclosures that are serviced by others in the name of "HSBC, as trustee."

In 2013, Deutsche Bank National Trust Company ("DBNTC"), as trustee of HASCO 2007-NCl, filed a complaint in New York
County Supreme Court, State of New York, naming HSBC Bank USA as the sole defendant. The complaint alleges that DBNTC
brought the action at the direction of certificateholders of the trust, seeking specific performance and/or damages of at least $508
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 motion was denied in November 2015. HSBC Bank USA appealed the decision.
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. In November 2019, an
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agreement was reached to resolve the dispute, and the settlement amount was fully reserved at that time. The parties are continuing
to negotiate the final documentation of the settlement.

Mortgage Securitization Trust Litigation Since 2014, Plaintiff-Investors in 280 RMBS trusts (the "Trusts") have sued HSBC Bank
USA, as mortgage securitization trustee, in a number 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, Triaxx, IKB Bank
AG ("IKB"), RMBS Recovery Holdings I, LLC, et al. ("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 judge in the U.S. District Court for the Southern District of New York. The IKB, 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 a result 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 institutions that similarly served as mortgage 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 appealed the decision which was ultimately granted. The case likely will proceed in
Virginia. BlackRock's and RPI's motion for class certification has been denied, and the U.S. Court of Appeals for the Second
Circuit denied a request for review of the decision. Both cases have settled on a confidential basis and have been dismissed.
Additionally, the claim brought by Commerzbank AG has settled on a confidential basis. The settlement has been fully reserved,
and the case was dismissed in February 2020. Discovery is underway in a number of the remaining actions. In February 2019,
Park Royal LLC filed a summons with notice in New York state court against HSBC Bank USA, as trustee for three residential
mortgage-backed securities trusts, alleging the same misconduct that other plaintiffs have alleged against the trustee and seeking
damages of $59 million. No complaint has yet been filed or served on HSBC Bank USA. This action is at an early stage.

Shareholder Derivative Action In 2014, a shareholder of HSBC (who is not a sharecholder of HSBC Bank USA, HSBC North
America or 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 Defendants breached their fiduciary duties to the companies and caused a waste of corporate assets by allegedly permitting
and/or causing the conduct underlying the five-year deferred prosecution agreement with the DOJ. Plaintiffs filed an amended
complaint in February 2015. The Nominal Corporate Defendants moved to dismiss the 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 Appeals in December 2018 which was denied in March 2019. In
February 2019, the Nominal Corporate Defendants and most of the Individual Defendants filed a motion to dismiss in 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. persons killed and/or injured in Iraq between April 2004 and November
2011. The complaint was filed against HSBC, HSBC Bank USA, HSBC Bank plc and HSBC Bank Middle East Limited, as well
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 dismiss in September 2016. In July 2018, the magistrate judge issued a recommendation that the court
deny the defendants', including HSBC Bank USA's, motion to dismiss. In September 2019, the district court granted defendants'
motion to dismiss. Plantiffs have appealed the decision.

In December 2018, a new action captioned Charlotte Freeman, et al. v. HSBC Holdings plc, et al. was filed 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 2004
and 2011 ("Freeman II"). Freeman II 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. The defendants filed a motion
to dismiss in January 2020.

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.
nationals injured or killed in a 2005 terrorist attack on a hotel in Amman, Jordan and their families and heirs, allege violations of
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the ATA. The complaint includes one count against the HSBC defendants for violation of the ATA's civil provision, alleging 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 as to HSBC Bank USA and HSBC North America to 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. Plaintiffs filed
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. In August 2019, the Second Circuit upheld the
district court's dismissal of the action. This matter will no longer be reported.

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 a complaint 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 Multiple, 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 financial 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 Multiple, 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
survivors and heirs of American nationals alleged to have been killed or injured in Mexico by Mexican drug cartels that the HSBC
defendants violated the ATA by providing financial services to individuals and entities associated with the drug cartels. Defendants
moved to dismiss the action in February 2018. In October 2019, the court granted the defendants' motion to dismiss. Plaintiffs
have appealed the decision.

Timothy O'Sullivan, et al. v. Deutsche Bank AG, et al. In November 2017, a complaint was filed 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.
The complaint 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 defendants, and alleges that the defendants conspired to violate the ATA by altering or falsifying
payment messages involving Iran, Iranian parties and Iranian banks for transactions processed through the U.S. Defendants' motion
to dismiss was granted in March 2019 and the plaintiffs moved for leave to amend their complaint. We await a decision.

In December 2018, a new action captioned Timothy O'Sullivan, et al. v. Deutsche Bank AG, et al. was filed 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 II"). O’Sullivan II 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. This action has
been stayed upon the parties’ agreement.

Joel Tavera, et al. v. Deutsche Bank AG, et al. In December 2018, a complaint was filed 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 2003 and 2011. The complaint
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 altering or falsifying
payment messages involving Iran, 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 stayed based upon the parties' agreement.

James Donaldson v. HSBC Holdings plc, et al. In December 2018, a complaint was filed 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 alleges that the defendants conspired to violate the ATA by altering or falsifying payment messages
involving Iran, 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 original Freeman action. This action has been stayed based upon
the parties' agreement.

Kathleen Stephens v. HSBC Holdings plc, et al. In December 2018, a complaint was filed 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 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 alleges that the defendants conspired to violate the ATA by altering or falsifying payment messages involving Iran,
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. This action has been stayed based upon the parties'
agreement.
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Ryan Bowman et al. v. HSBC Holdings plc, et al. In April 2019, a new action in the U.S. District Court for the Eastern District of
New York was filed against HSBC Holdings plc, HSBC Bank plc, HSBC Bank Middle East Limited, and HSBC Bank USA,
among other defendants. Designating the case as related to Charlotte Freeman, et al. v. HSBC Holdings plc, et al. the claims are
based on allegations that Iranian payments were purportedly provided to terrorist organizations operating in Iraq. Plaintiffs allege
violations of the Anti-Terrorism Act (18 U.S.C. §2331 et seq.). The defendants filed a motion to dismiss in January 2020.

Dana Bernhardt et al. v. HSBC Holdings plc, et al. In November 2019, families of two deceased former US military personnel
commenced an action against HSBC Holdings plc, HSBC Bank plc, HSBC North America and HSBC Bank USA, among other
defendants, in the U.S. District of Columbia. The complaint references a single attack in Afghanistan in 2009 and alleges that
HSBC defendants conspired with, among others, Bank Melli, Bank Saderat and Al Rajhi Bank, to violate the ATA. The HSBC
defendants filed a motion to dismiss in January 2020.

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 was filed 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 alleged to have acted as Hong Kong and Shanghai Banking Corporation's
correspondent bank for certain wire transfers to 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 defendants filed a motion 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. In May 2019, the U.S. District Court for the Southern District of New York granted HSBC Bank USA's motion
and dismissed it from the case. This matter will no longer be reported.

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-¢v-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. §227 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. In December 2019, the court granted final approval of the
settlement. This matter will no longer be reported.

Frank Ortega v. HSBC Bank USA, National Association In June 2019, plaintiff filed a purported class action in California Superior
Court in Los Angeles County based upon an October 2018 data breach experienced by HSBC Bank USA. The purported class
members are HSBC Bank USA customers from October 4, 2018 to October 14, 2018 whose personal information allegedly was
compromised. Plaintiff alleges he suffered actual harm in the form of fraudulent charges on his account, as well as continuing
harm resulting from the compromise of his and other purported class members' personal data. The complaint asserts claims for
breach of contract, breach of the covenant of good faith and fair dealing, violation of the California Business and Professions Code
17200, negligence, and violation of the Consumers Legal Remedies Act 1750, and seeks unspecified monetary damages and
injunctive relief. In October 2019, the court issued an order of voluntary dismissal of the action. This matter will no longer be
reported.

Other Regulatory and Law Enforcement Investigations

In 2014, the Argentine tax authority filed a complaint against several individuals, including some current and former HSBC
employees, alleging 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 customers to 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 on the facts currently known, in respect of each of the above investigations, it is not practicable at this time for us to determine
the terms on which these ongoing investigations will be resolved or the timing of such resolution or for us to estimate reliably the
amounts, or range of possible amounts, of any fines and/or penalties. As matters progress, it is possible that any fines and/or
penalties could be significant.
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As previously disclosed, in October 2019, HSBC Bank USA resolved an investigation by the CFTC relating to historical swaps
reporting and swap-dealer risk management issues. HSBC Bank USA paid a $650,000 civil monetary penalty, an amount which
was fully reserved.

30. Financial Statements of HSBC USA Inc. (Parent)

Condensed parent company financial statements follow:

Balance Sheet
At December 31, 2019 2018

(in millions)

Assets:
Interest bearing deposits With DanKS ...........cccoeviiieiiiieiieeceeee e e e $ — 3 2
Securities held-to-maturity (fair value of $2 million at both December 31, 2019 and 2018,

TESPECIIVELY) cvovrivivvieieieiteteiiecte ettt bttt b st b b s bbb bt s bt b bt s b bt s s snsee 2 2
Receivables and balances due from SUDSIAIATIES ...........ccveiivviiierieiceie e e 14,044 15,593
Receivables from other HSBC affilIates .........ooivviiiiiiiiieeee ettt e 2,335 2,510
Investment in subsidiaries:

BANKING ...oeiieiiecieieceeeee ettt sttt ettt e st et e et e te e b e eteenbesseebeesaeneenaens 21,753 23,765

NI ettt ettt ettt e et e et e b e et e e b e e bt e b e e tb et e ets e beerbeeteesbeereeraeereesbeereebeeraeseernens 12 1
OtNET ASSELS ...vvierieieiieitieeie et e ete et e et e e bt e e beestee ettt e teeesseesseesssaeseessse e saeasseesseessaenseessseesssessseenssensseenses 204 179
TOTAL ASSEES ...ttt ettt ettt st e e e et eae st e es e et e s e easeeaeeaseessensesasensesateaesateaesateeaesrtesaeennans $ 38350 $§ 42,052
Liabilities:
Interest, taxes and other Habilities..........c..ooioiiiiiiii i S 137 § 127
Payables dUE t0 SUDSIAIAIIES.......cc.eeuieiieieieeieiestesie ettt e e eae st e et e te e e e steesaesseessesseessesssensessnessansnens 3 12
Payables due to other HSBC affiliates .........ccccoviiiiiiiiiiiieieieeieeet ettt 35 12
SHOT-tEITN DOTTOWIIIES ....veeueeieeiieitieteettete ettt ettt ettt e et et esae et esaeeneesseentesaeeneesseenseeseensesseenseeneenes 2,476 2,532
LonE-Er deBt!) ..ot 14,595 16,017
Long-term debt due to other HSBC ATTHALES™ ..o 2,848 2,846
TOLAL LHADIIILICS. ... eeveeteeeieeiecet ettt ettt ettt ettt et et e etseebeeaseete e s e eteeaseeseesseeseenseesseseesseseesnens 20,094 21,546
TOLAL EQUILY...veiuieieeeietieiete ettt ettt et e et et e st et e s ta e aesse e beessesseessenseessanseessenssenseaseessesseensesnsensesssensensnens 18,256 20,506
Total lHabilities ANd EQUILY ...c.veevieiietieiieeete ettt ettt ste et ettt e st e et e teessesseesseereessesssessesssessessneseessens $ 38350 $ 42,052

M Contractual scheduled maturities for the debt over the next five years are as follows: 2020 — $6.0 billion; 2021 — $2.5 billion; 2022 — $2.2 billion; 2023 —
$1.1 billion; 2024 — $1.5 billion; and thereafter — $4.1 billion.
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Statement of Income (Loss)

Year Ended December 31, 2019 2018 2017
(in millions)
Income:
Dividends from banking SUDSIAIAIIES .........cceecveriirrieriiiieriieienieeeeseere e ere e sreesaeseeennes 138 § 137 $ 136
Interest from SUDSIAIATIES . .....eeueruieiiriieie e s 350 367 309
Interest from other HSBC affiliates.........cccevveieiirienieeeeeceeeee s 91 55 37
Other INEIESt INCOIMIE. ......eeueitiitititerteiete ettt ettt sttt sttt ettt e ebeeaes — — 5
Other income (10SS) from SUDSIAIATIES ........eeeiiiiiieeieeciiecie ettt ve e ens 2 2) (D)
Other income (loss) from other HSBC Affiliates ..........ccovveieriiecienieieeeeeeeeeee e, 1,645 (829) 1,093
Other INCOME (10SS)....veviererrieiieiieieeteteetesteeee e st e saesaesseesaesseessesseessesseessensaessesseessesseensas (1,690) 792 (772)
TOtAl INCOIMNE ...ttt ettt et et e st et bt et e b et sbe et e eaeenee 536 520 807
Expenses:
Interest to other HSBC AfFIIAteS....c..couiririeieieieiee s 140 62 40
Other INEEIEST EXPEISE. .. eueetieuiertieiietieteeteeteette e st et ette bt e te st eatesbees e nbeestesbeeneesaeeneesaeenees 549 574 541
Other expenses With SUDSIAIATIES ........c.ccuerverieriiiiriiiiiierer et 12 8 15
OtHET EXPEIISES ...vveuvieereiieiteetieteeteeteeteeteeteeseeseessesstesseessesseessesaassesseesseseessenseessenseessesseensas 5 2 3
TOLAl EXPEIISES ...uvienieeieiieiieete ettt ettt ettt ettt ettt et e ae et e et e s bt e st e s bt entesbe e e e be et e eaeenee 706 646 599
Income (loss) before taxes and equity in undistributed income (loss) of subsidiaries............ (170) (126) 208
Income tax expense (DENETIt)........cccoirieriiiiiiiiiieieeeeee e (78) (66) 18
Income (loss) before equity in undistributed income (loss) of subsidiaries.............ccccevueneene. 92) (60) 190
Equity in undistributed income (10ss) 0f SUDSIAIATIES .....c.ccceveruireririnineniicieccieeecane 205 380 (369)
NEt INCOME (10SS)...viuvivivieierieietitetee ettt ettt ettt ettt ettt e v s et b te s eae s ese et easeseasesesseseasereane 113 § 320 8 (179)
Statement of Comprehensive Income (Loss)
Year Ended December 31, 2019 2018 2017
(in millions)
INCEINCOME (10SS) ...ttt ettt eae et ete e e eaeeaseereeaaens 113 $ 320§ (179)
Net change in unrealized gains (losses), net of tax:
INVESTMENT SECULILICS ....veveeeeieiieiieieeiteie et ettt e ste st eae st et e et e e ene e teeseenteeneenseeneesseeneesneennes 403 (220) 211
Fair value option liabilities attributable to our own credit spread.........c..cccecevveerrecnrencnnee (310) 324 (193)
Derivatives designated as cash flow hedges........c.ccocevirirenininincninciccecceceeee 8 40 @)
Pension and post-retirement benefit plans............cccccoiiiiiiiiiiiiiic a4 8 2
Total other cOMPreNenSIVe INCOME ..................ccocceeeueeeeeiieiesiieieeiieeeetesteseessesee e ssensensnens 87 152 13
Comprehensive INCOME (10SS)..................cc.ccveveeeuieceeiieeeiieee et b e ae e 200 $ 472§ (166)
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Statement of Cash Flows
Year Ended December 31, 2019 2018 2017

(in millions)

Cash flows from operating activities:

NEt INCOME (L0SS)...viuvivivieiirieietiet ettt ettt ettt ettt ettt ettt e ettt bete s eae s ese et easesessesesseseasesnane $ 113 § 320 8 (179)
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating
activities:
Depreciation and amortiZation............eecueeeereeiere ettt 5 8 12
Net change in other assets and lHabilities.........ccvevvecieriecierieieeeee e 1,463 (1,277) 481
Undistributed (income) 10Ss 0f SUDSIAIATIES .......coveeierrieiiriieiieieeie e (205) (380) 369
(013115 U801 L=, PR 4 16 5
Cash provided by (used in) Operating aCtiVIties ..........ccverveeiererriierieerereeeeseeseseeeesseeseeneenns 1,380 (1,313) 688
Cash flows from investing activities:
Sales and MAturities Of SECULTLIES......cuerveerieeeieiieierie ettt — — 1
Net change in investments in and receivables due from subsidiaries.............cceevervevrnnenn. 3,929 (1,045) 2,843
Net change in receivables from other HSBC affiliates..........cccoceevinieninieniiiiniiicncee 183 4,211 (2,882)
OBNET, TIEE ..ttt ettt et e et e et e e e taeeabeestbeebeessseesbaeesseesseessseesseessseeseenaseans 1 10 403
Cash provided by INVESHNG ACtIVITIES ....cververririerieeiesiieieeieieeeesteeeesreeeeseeesseseeessesseessesssenns 4,113 3,176 365
Cash flows from financing activities:
Net change in payables to other HSBC affiliates ..........coccevieiinieniinieieiec e 4 (19) 2)
Net change in Short-term DOITOWINGS ......cccvevvieieriieieriieierit ettt se e se e (56) 1,378 Cn)
Issuance of 1ong-term debt........cc.oeouiiiiiiiiii e e 2,931 5,571 4,826
Repayment of long-term debt ...........ccoeviirieiiiieieeeseeeeee e (5,897) (8,722) (5,684)
Return of capital to PATENL ........ccveiieieiieieie ettt essesaeeseseeennas (2,400) — —
Other increases (decreases) in capital SUIPIUS .........ooeiiiiiiiiiiiiiieece e, — 6 (18)
Dividends Paid........cocveiieeieriieieeiieeee ettt ne e eneennes () (76) (77)
Cash used in fiINANCING ACLIVITIES ...cvivvverieiieriieiesieeieetiete et eteeee e eeeesreesaesteessesreessesseenseessenes (5,495) (1,862) (1,052)
Net change in cash and due from banks and interest bearing deposits with banks................. ?2) 1 1
Cash and due from banks and interest bearing deposits with banks at beginning of year ...... 2 1 —
Cash and due from banks and interest bearing deposits with banks at end of year ............ $ — 2 8 1
Cash paid for: -

TIIEETESE ettt et e e e e et e et e e e e st e e e et e e et e e s e e e e et e eeaaeeseaeeeaaneaaa $ 662 $ 649 § 584

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 dividends to us. See Note 25, "Retained Earnings and Regulatory Capital Requirements," for further discussion.

31. Subsequent Event

On February 17, 2020, our Board of Directors approved a strategic plan to restructure our operations ("Restructuring Plan") in
alignment with HSBC’s global strategy to refocus our wholesale operations to better serve our international corporate clients and
restructure our retail operations to better meet the needs of globally mobile and affluent clients. We will also streamline our
functional and operations support model by removing duplication and reduce the size of our balance sheet to better align with the
scope and scale of the U.S. opportunity.

We expectto incur pre-tax charges in connection with this Restructuring Plan over the two year period of2020-202 1 of approximately
$350-$400 million ($265-$305 million after-tax). Approximately $200-$250 million represents lease impairment charges and the
remainder is comprised of severance and other costs. The portion of the pre-tax charges that will result in future cash expenditures
cannot be determined at this time.

We also anticipate investments of approximately $100 million in modernization, digital capabilities and expanded product solutions.
There can be no assurance, however, as to the precise timing or amounts of these expenditures. We anticipate that it will require
approximately 24 months to complete the Restructuring Plan.
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SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

The following table presents a quarterly summary of selected financial information for HUSI:

2019 2018

Fourth Third Second First Fourth Third Second First

(in millions)

Net INterest INCOME....coueveereeeeeeeieeeeeeeeeeeeeeereeeeees $ 507 $ 503 $ 540 $ 562 $ 586 $ 559 $ 555 % 552
Provision for credit 10SSes .......ccecevveverencnenennenn 3) 94 46 58 23 20 (45) (71)
Net interest income after provision for credit

LOSSES . 510 409 494 504 563 539 600 623
Other TeVeNUES.......ccevveveieieiciceeeeeeee e 542 486 436 390 363 486 537 513
Operating EXPENSES......coveveureeereeererenererensensenne 871 1,106 774 750 780 790 786 1,282
Income (loss) before income tax ........ccccecevvevuennene 181 (211) 156 144 146 235 351 (146)
Income tax eXpPense .........eceevveeceerueeeeneeneeneennennees 48 39 35 35 34 58 82 92
Net income (108S)...c.ovvevereeireriereriirierereeeeeeeveeeeenns $ 133 $(250) $ 121 $ 109 $ 112 § 177 $ 269 §$ (238)

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

During the years ended December 31, 2019, 2018 and 2017, 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 a system of disclosure controls and procedures designed to
ensure that information required to be disclosed by HSBC USA in the reports we file or submit under the Securities Exchange Act
of 1934, as amended (the "Exchange Act"), is recorded, processed, summarized and reported on a timely basis. Our Board of
Directors, operating through its Audit Committee, which is composed entirely of independent non-executive directors, provides
oversight to our financial reporting process.

We conducted an evaluation, with the participation of the Chief Executive Officer and Chief Financial Officer, of the effectiveness
of our disclosure controls and procedures as of the end of the period covered by this report. Based upon that evaluation, the Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective as of the end
of the period covered by this report so as to alert them in a timely fashion to material information required to be disclosed in reports
we file under the Exchange Act.

Changes in Internal Control over Financial Reporting There has been no change in our internal control over financial reporting
that occurred during the quarter ended December 31, 2019 that has materially affected, or is reasonably 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's internal control over financial reporting as
of December 31, 2019. In making this assessment, management used the criteria related to internal control over financial reporting
established by the Committee of Sponsoring Organizations of the Treadway Commission in "Internal Control-Integrated Framework
(2013)."

Based on the assessment performed, management concluded that as of December 31, 2019, 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 disclose in its annual or quarterly reports whether it or any of its affiliates have knowingly engaged
in specified activities or transactions with persons or entities targeted by U.S. sanctions programs relating to Iran, terrorism, or the
proliferation of weapons of mass destruction, even if those activities are not prohibited by U.S. law and are conducted outside the
U.S. by non-U.S. affiliates in compliance with local laws and regulations.

To comply with this requirement, HSBC has requested relevant information from its affiliates globally. During the period covered
by this Form 10-K, HUSI did not engage in activities or transactions requiring disclosure pursuant to Section 13(r) other than those
activities related to frozen accounts and transactions permitted under relevant U.S. sanctions programs described under "Frozen
Accounts and Transactions" below. The following activities conducted by our affiliates are disclosed in response to Section 13(r):

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

There was no measurable gross revenue in 2019 under those guarantees and counter indemnities. The HSBC Group does not
allocate direct costs to fees and commissions and, therefore, has not disclosed a separate net profit measure. The HSBC Group is
seeking to cancel all relevant guarantees and counter indemnities, and does not currently intend to provide any new guarantees or
counter indemnities involving Iran. None were cancelled in 2019 and approximately 16 remain outstanding.

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

*  The HSBC Group acts as the trustee and administrator for a pension scheme involving eight employees of a U.S.-sanctioned
Iranian bank in Hong Kong. Under the rules of this scheme, the HSBC Group accepts contributions from the Iranian bank
each month and allocates the funds into the pension accounts of the Iranian bank’s employees. The HSBC Group runs
and operates this pension scheme in accordance with Hong Kong laws and regulations. Estimated gross revenue, which
includes fees and/or commissions, generated by this pension scheme during 2019 was approximately $1,736.

For the Iranian bank related-activity discussed above, the HSBC Group does not allocate direct costs to fees and commissions and,
therefore, has not disclosed a separate net profit measure.

The HSBC Group has been holding a safe custody box for the Central Bank of Iran. For a number of years, the box has not been
accessed by the Central Bank of Iran, and no fees have been charged to the Central Bank of Iran.

The HSBC Group currently intends to continue to wind down the activity discussed in this section, to the extent legally permissible,
and not enter into any new such activity.

Activity related to U.S. Executive Order 13224 During 2019, the HSBC Group processed the following transactions relating to
Executive Order 13224:

*  The HSBC Group processed a local currency payment from a U.K. customer's account to that customer's account at
another financial institution, which had been designated the previous day under Executive Order 13224.

*  The HSBC Group closed the accounts of and paid the closing balances to an individual designated under Executive Order
13224 in accordance with local legal requirements in that jurisdiction.

*  The HSBC Group set off mortgage debt owed by an individual who, at the time of the set-off, was designated under
Executive Order 13224, using funds from the individual's frozen local currency cash accounts. The individual is no longer
designated.

*  The HSBC Group processed a number of small local currency payments on behalf of U.K. customers to a U.K.-registered
charity that is designated under Executive Order 13224, but that is not sanctioned by the U.K., EU, or the United Nations
Security Council. The HSBC Group has identified that it also processed domestic payments from U.K. customers to this
U.K.-registered charity over the course of 2013-2018.

»  The HSBC Group processed a local currency payment that was sent to a U.K. customer by another financial institution
on behalf of an individual that is designated under Executive Order 13224, but that is not sanctioned by the U.K., EU, or
the United Nations Security Council.

There was no measurable gross revenue or net profit generated from these transactions.
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Other activity The HSBC Group has an insurance company customer in the United Arab Emirates that, during 2019, made payments
for the reimbursement of medical treatment to a hospital located in the United Arab Emirates and owned by the Government of
Iran. The HSBC Group processed these payments to the hospital made by its customer.

The HSBC Group has a customer in the United Arab Emirates that, during 2019, made credit card payments for medical treatment
to a hospital located in the United Arab Emirates and owned by the Government of Iran. The HSBC Group processed these payments
to the hospital made by its customer.

The HSBC Group maintains certain accounts for customers in the United Arab Emirates that, during 2019, received check payments
from entities owned by the Government of Iran.

The HSBC Group has a customer that, during 2019, received a domestic payment for the reimbursement of a vehicle inspection
that was provided for the benefit of the Iranian Embassy. The HSBC Group processed this payment.

For these activities, there was no measurable gross revenue or net profit to the HSBC Group during 2019.

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 2019. There was no measurable gross revenue or
net profit to the HSBC Group during 2019 relating to these frozen accounts.

PART III

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 the fiscal years ended December 31,2019 and 2018 was $8,897,750 and $6,944,530, respectively. Audit services
include the auditing of financial statements, quarterly reviews, statutory audits, and the preparation of comfort letters, consents
and review of registration statements.

Audit Related Fees The aggregate amount billed by PwC in connection with audit related services performed during the fiscal
years ended December 31, 2019 and 2018 was $2,738,000 and $2,369,000, 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 related services performed during the fiscal years ended December 31,2019
and 2018 was $9,000 and $14,000, respectively. These services include tax related research, general tax services in connection
with transactions and legislation and tax services for review of Federal tax accounts in relation to the computation of associated
interest. The tax related services billed in 2019 reflect services that were approved prior to February 28, 2019.
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All Other Fees The aggregate amount billed by PwC for other services performed during the fiscal years ended December 31,
2019 and 2018 was nil and nil, respectively.

All of the fees described above were approved by HSBC USA's Audit Committee.

The Audit Committee has a written policy that requires pre-approval of all audit and audit related services to be provided by PwC.
Pursuant to the policy, the Audit Committee annually pre-approves the audit fee and terms of the audit services engagement. The
Audit Committee also approves specific audit and audit-related services. Beginning February 28, 2019, PwC does not perform
any tax, compliance or other services which are not audit or audit-related. Any service not included in the annual pre-approval
must be submitted on a case-by-case basis to the Audit Committee for pre-approval. On an interim basis, any proposed engagement
that does not fit within the definition of a pre-approved service may be presented to the Chair of the Audit Committee and to the
full Audit Committee at its next regular meeting for approval.

PART IV

Item 15. Exhibits and Financial Statement Schedules

(a)(1) Financial Statements

The consolidated financial statements listed below, together with an opinion of PWC dated February 18, 2020 with respect
thereto, are included in this Form 10-K pursuant to Item 8. Financial Statements and Supplementary Data of this Form 10-K.

HSBC USA Inc. and Subsidiaries:

Report of Independent Registered Public Accounting Firm
Consolidated Statement of Income (Loss)

Consolidated Statement of Comprehensive Income (Loss)
Consolidated Balance Sheet

Consolidated Statement of Changes in Equity
Consolidated Statement of Cash Flows

Notes to Financial Statements

Selected Quarterly Financial Data (Unaudited)

(a)(2) Not applicable.
(a)(3) Exhibits

3(1) Articles of Incorporation and amendments and supplements thereto (incorporated by reference to
Exhibit 3(a) to HSBC USA Inc.'s Annual Report on Form 10-K for the year ended December 31, 1999,
Exhibit 3 to HSBC USA Inc.'s Quarterly Report on Form 10-Q for the quarter ended September 30, 2000,
Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed April 4, 2005, Exhibit 3.3 to HSBC USA
Inc.'s Current Report on Form 8-K filed April 4, 2005, Exhibit 3.2 to HSBC USA Inc.'s Current Report on
Form 8-K filed October 14, 2005, Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed
May 22, 2006 and Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed on May 31, 2016).

3(ii))  Bylaws of HSBC USA Inc., as Amended and Restated effective July 24, 2018 (incorporated by reference to
Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed July 26, 2018).

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. 333-158385, 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. 1 to 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).

43 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).
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4.4

4.5

23
24
31

32

101.INS

101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

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 subsidiaries on a
consolidated basis. HSBC USA Inc. agrees that it will furnish a copy of any such instrument to the
Securities and Exchange Commission upon request.

Description of HSBC USA INC.'s zero coupon callable accreting notes due January 15, 2043 and zero
coupon callable accreting notes due January 29, 2043

Consent of PricewaterhouseCoopers LLP, Independent Registered Public Accounting Firm.
Power of Attorney (included on the signature page of this Form 10-K).

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

XBRL Instance Document"

XBRL Taxonomy Extension Schema Document'"

XBRL Taxonomy Extension Calculation Linkbase Document'"”
XBRL Taxonomy Extension Definition Linkbase Document'"
XBRL Taxonomy Extension Label Linkbase Document'”

XBRL Taxonomy Extension Presentation Linkbase Document'”

)

Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in our Annual Report on Form 10-K for the year ended

December 31, 2019, formatted in eXtensible Business Reporting Language ("XBRL") interactive data files: (i) the Consolidated Statement of Income (Loss)
for the years ended December 31, 2019, 2018 and 2017, (ii) the Consolidated Statement of Comprehensive Income (Loss) for the years ended December 31,
2019, 2018 and 2017, (iii) the Consolidated Balance Sheet at December 31, 2019 and 2018, (iv) the Consolidated Statement of Changes in Equity for the
years ended December 31,2019, 2018 and 2017, (v) the Consolidated Statement of Cash Flows for the years ended December 31,2019, 2018 and 2017, 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 18th day of February 2020.

HSBC USA INC.

By: /s/ MICHAEL ROBERTS
Michael Roberts
President and Chief Executive Officer

Each person whose signature appears below constitutes and appoints L. 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 all intents and purposes as he/she might or
could do in person, hereby ratifying and confirming all that such attorneys-in-fact and agents or their substitutes may lawfully do
or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons
on behalf of HSBC USA Inc. and in the capacities indicated on this the 18th day of February 2020.

Signature Title

/s/ M. ROBERTS President, Chief Executive Officer, Chairman and Director

(M. Roberts) (as Principal Executive Officer)
/s/ P. D. AMEEN Director
(P. D. Ameen)
/s/ K. M. BLAKELY Director

(K. M. Blakely)

/s/ B. F. KROEGER Director
(B. F. Kroeger)

/s/ N. G. MISTRETTA Director
(N. G. Mistretta)

/s/ B. ROBERTSON Director
(B. Robertson)

/s/ J. C. SHERBURNE Director
(J. C. Sherburne)

/s/ T. K. WHITFORD Director
(T. K. Whitford)

/s/ K. MAHTANI Senior Executive Vice President and Chief Financial Officer
(K. Mahtani) (as Principal Financial Officer)

/s/ W. TABAKA Executive Vice President and Chief Accounting Officer
(W. Tabaka) (as Principal Accounting Officer)
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EXHIBIT 4.5

DESCRIPTION OF HSBC USA INC.'S
ZERO COUPON CALLABLE ACCRETING NOTES DUE JANUARY 15, 2043 AND
ZERO COUPON CALLABLE ACCRETING NOTES DUE JANUARY 29, 2043

The following summary of HSBC USA Inc. s above-referenced debt securities is based on and qualified by
the Indenture, dated as of March 31, 2009, between HSBC USA and Wells Fargo Bank, National Association, as
Trustee (the “Indenture”), and the zero coupon Notes due January 15, 2043 (the “January 15 Notes”) and January
29, 2043 (the “January 29 Notes” and, together with the January 15 Notes, the “Notes”). For a complete
description of the terms and provisions of the Notes, refer to the senior debt indenture, dated as of March 31, 2009,
by and between HSBC USA and Wells Fargo Bank, National Association, as trustee, which is filed as an exhibit to
this Annual Report on Form 10-K and to the forms of the January 15 Notes and January 29 Notes, which are filed
as exhibits to the Forms 8-A filed by us with the Securities and Exchange Commission (the “SEC”) on January 9,
2013 and on January 25, 2013, respectively. Throughout this exhibit, references to “we,” “our,” “us” and “HSBC
USA” refer to HSBC USA Inc., references to the “prospectus” refer to the prospectus filed by us with the SEC on
March 22, 2012 and references to the “prospectus supplement” refer to the prospectus supplement filed by us with
the SEC on March 22, 2012.

KEY TERMS OF NOTES

The January 15 Notes
The following key terms relate to the January 15 Notes:

Issuer: HSBC USA Inc.

Principal Amount: $100,000,000

Amount Outstanding: $100,000,000

Minimum Denomination: $1,000

Pricing Date: January 8§, 2013

Original Issue Date: January 15, 2013

Maturity Date: January 15, 2043, or if such day is not a Business Day, the next
succeeding Business Day.

Payment at Maturity: If the Notes have not been called by us, as described below, on the
Maturity Date, we will pay $3,887.65 per $1,000 Principal Amount of
the Notes.

Optional Redemption Dates: The Notes are callable in whole but not in part on each Optional

Redemption Date, upon at least five Business Days’ prior written
notice, at the Redemption Price set forth below:

Expected Redemption Price

(per $1,000 in
Optional Redemption Date Principal Amount)
January 15,2014 $1,046.30
January 15, 2019 $1,312.01
January 15, 2024 $1,645.20
January 15, 2029 $2,063.00
January 15, 2034 $2,586.91
January 15, 2039 $3,243.86
January 15, 2043 (Maturity $3,887.65

Date)



Interest Payments:

Annual Yield:

Business Day:

CUSIP/ISIN:
Form of Notes:

Listing:

None

4.63% per year compounded annually, calculated from the Original
Issue Date to the Maturity Date or Optional Redemption Date. If the
applicable Optional Redemption Date or the Maturity Date is not a
Business Day, payment of the Redemption Price shall be made on the
next succeeding Business Day and no additional payment will be made
as a result of the postponement.

Any day, other than a Saturday or Sunday, that is neither a legal holiday
nor a day on which banking institutions are authorized or required by
law or regulation to close in the City of New York.

40432X5T4/US40432X5T44

Book-Entry, through Euroclear (as defined below) or Clearstream
Luxembourg (as defined below) as participants in The Depository Trust
Company.

The Notes have been approved for listing on the NYSE under the
symbol “HBA/43”.



The January 29 Notes

The following key terms relate to the January 29 Notes:

Issuer:

Principal Amount:
Amount Outstanding:
Minimum Denomination:
Pricing Date:

Original Issue Date:
Maturity Date:

Payment at Maturity:

Optional Redemption Dates:

Interest Payments:
Annual Yield:

Business Day:

CUSIP/ISIN:
Form of Notes:

Listing:

HSBC USA Inc.
$50,000,000
$50,000,000
$1,000

January 22, 2013
January 29, 2013

January 29, 2043, or if such day is not a Business Day, the next
succeeding Business Day.

If the Notes have not been called by us, as described below, on the
Maturity Date, we will pay $3,966.44 per $1,000 Principal Amount of
the Notes.

The Notes are callable in whole but not in part on each Optional
Redemption Date, upon at least five Business Days’ prior written
notice, at the Redemption Price set forth below:

Expected Redemption Price

(per $1,000 in
Optional Redemption Date Principal Amount)
January 29, 2014 $1,047.00
January 29, 2019 $1,317.29
January 29, 2024 $1,657.35
January 29, 2029 $2,085.20
January 29, 2034 $2,623.50
January 29, 2039 $3,300.76
January 29, 2043 (Maturity $3,966.44

Date)
None

4.7% per year compounded annually, calculated from the Original Issue
Date to the Maturity Date or Optional Redemption Date. If the
applicable Optional Redemption Date or the Maturity Date is not a
Business Day, payment of the Redemption Price shall be made on the
next succeeding Business Day and no additional payment will be made
as a result of the postponement.

Any day, other than a Saturday or Sunday, that is neither a legal holiday
nor a day on which banking institutions are authorized or required by
law or regulation to close in the City of New York.

40432X7E5/US40432X7E56

Book-Entry, through Euroclear or Clearstream Luxembourg as
participants in The Depository Trust Company.

The Notes have been approved for listing on the NYSE under the
symbol “HBA/43A”.



DESCRIPTION OF NOTES

The Notes constitute direct unsecured obligations of HSBC USA and rank on a parity with all of the other
unsecured and unsubordinated indebtedness of HSBC USA, present and future, except such obligations as are
preferred by operation of law. The Notes were issued under a senior debt indenture, dated as of March 31, 2009 (the
“Senior Indenture”), by and between HSBC USA and Wells Fargo Bank, National Association, as trustee (the
“trustee”).

The Notes are not deposit liabilities or other obligations of a bank and are not insured by the Federal
Deposit Insurance Corporation or any other governmental agency of the United States or any other jurisdiction.
The Senior Indenture and the Notes do not limit the aggregate principal amount of Debt Securities (as defined in the
Senior Indenture) that we may issue.

Denominations
The Notes were issued in minimum denominations of $1,000, increased in multiples of
$1,000; provided, however, that any purchaser of Notes domiciled in a member state of the European Union is

required either to be a qualified investor for purposes of the Prospectus Directive or to purchase and, while holding
any such Notes, hold no less than $200,000 of such Notes.

Definitions
We have defined some of the terms that we use frequently in this exhibit below:

A “business day” means any day, other than a Saturday or Sunday, (i) that is neither a legal holiday nor a
day on which banking institutions are authorized or required by law or regulation to close (a) for all Notes, in the
City of New York or (b) for Notes denominated in a specified currency other than U.S. dollars or euro, in the
principal financial center of the country of the specified currency.

“Clearstream, Luxembourg” means Clearstream Banking, société anonyme.
“Depositary” means The Depository Trust Company, New York, New York.
“Euroclear” means Euroclear Bank S.A./N.V., as operator of the Euroclear System.

An “interest payment date” for any note means a date on which, under the terms of that note, regularly
scheduled interest is payable.

The “record date” for any interest payment date is the date 15 calendar days prior to that interest payment
date, whether or not that date is a business day, unless another date is specified in the applicable pricing supplement.

References in this exhibit to “U.S. dollar,” or “U.S.$” or “$” are to the currency of the United States of
America.

Forms of Notes

We offered the Notes only in fully registered form as book-entry notes. References to “holders” mean those
who own Notes registered in their own names, on the books that we or the trustee maintain for this purpose, but not
those who own beneficial interests in Notes registered in street name or in Notes issued in book-entry form through
one or more depositaries.



Book-Entry Notes. We issued one or more global note certificates representing the entire issue of Notes.
Except as set forth in the prospectus under “Book-Entry Procedures,” purchasers of the Notes may not exchange
book-entry Notes or interests in book-entry Notes for certificated Notes.

Each global note certificate representing book-entry Notes was deposited with, or on behalf of, the
Depositary and registered in the name of the Depositary or nominee of the Depositary. These certificates name the
Depositary or its nominee as the owner of the Notes. The Depositary maintains a computerized system that reflects
the interests held by its participants in the global Notes. An investor's beneficial interest is reflected in the records of
the Depositary's direct or indirect participants through an account maintained by the investor with its broker/dealer,
bank, trust company or other representative. A further description of the Depositary's procedures for global Notes
representing book-entry Notes is set forth in the prospectus under “Book-Entry Procedures.”

Interest and Principal Payments

Payments, Exchanges and Transfers. Holders may present Notes for payment, register the transfer of
the Notes and exchange the Notes at the corporate offices of HSBC Bank USA, N.A., as our current agent for
payment, transfer and exchange of the Notes pursuant to a Paying Agent and Securities Registrar Agreement, dated
June 1, 2009, between us and HSBC Bank USA, N.A. We refer to HSBC Bank USA, N.A., acting in this capacity,
as the paying agent. However, beneficial owners of Notes represented by global Notes may transfer and exchange
their Notes only in the manner and to the extent set forth under “Book-Entry Procedures” in the prospectus.

We are not required to:

» register the transfer or exchange of any Note if the holder has exercised the holder's right, if any, to require
us to repurchase the Note, in whole or in part, except the portion of the Note not required to be repurchased;

» register the transfer or exchange of Notes to be redeemed for a period of 15 calendar days preceding the
mailing of the relevant notice of redemption; or

» register the transfer or exchange of any registered Note selected for redemption in whole or in part, except
the unredeemed or unpaid portion of that registered Note being redeemed in part.

No service charge will be made for any registration or transfer or exchange of Notes, but we may require
payment of a sum sufficient to cover any tax or other governmental charge payable in connection with the
registration of transfer or exchange of Notes.

Book-Entry Notes. The paying agent makes payments to the account of the Depositary or its nominee, as
holder of book-entry Notes, by wire transfer of immediately available funds. We understand that the Depositary,
upon receipt of any payment, immediately credits its participants' accounts in amounts proportionate to their
respective beneficial interests in the book-entry Notes as shown on the records of the Depositary. We also
understand that payments by the Depositary's participants to owners of beneficial interests in the book-entry Notes
are governed by standing customer instructions and customary practices and are the responsibility of those
participants.

Redemptions and Repurchases of Notes

Optional Redemption. The terms of our option to redeem the Notes are described above. The Notes are
callable in whole but not in part on each Optional Redemption Date, upon at least five Business Days' prior written
notice. The Notes are not subject to any sinking fund.

Open Market Purchases. We may purchase notes at any price in the open market or otherwise. Notes so
purchased by us may, at our discretion, be held or resold or surrendered to the relevant trustee for cancellation.



Consolidation, Merger and Sale of Assets

Under the Senior Indenture, we may consolidate with or merge into any other corporation or convey,
transfer or lease our properties and assets substantially as an entirety to any person without the consent of the
holders of any of the Notes, provided that:

(a)

(b)

(©)

(d)

the successor is a corporation organized and existing under the laws of the United States, any state
thereof or the District of Columbia;

the successor corporation expressly assumes, by an indenture supplemental to the Senior Indenture, our
obligation for the due and punctual payment of the principal of and premium, if any, and interest, if any,
on all of the Debt Securities under the Senior Indenture and the performance of every covenant of the
Senior Indenture on our part to be performed or observed,;

after giving effect to the transaction, no Event of Default under the Senior Indenture, and no event that,
after notice or lapse of time, or both, would become an Event of Default, as the case may be, shall have

happened and be continuing; and

certain other conditions are met.

Modification and Waiver

The Senior Indenture provides that we and the trustee may modify or amend the Senior Indenture with the
consent of the holders of 66%/3% in principal amount of the outstanding Notes of each series affected by a particular
modification or amendment; provided, however, that any modification or amendment may not, without the consent
of the holder of each outstanding Note affected thereby:

(@)
(b)

(©)

(d)

(e)

¢

(2

(h)

change the stated maturity of the principal of, or any installment of principal of or interest on, any Note;

reduce the principal amount of, or rate or amount of interest, if any, on, or any premium payable upon
the redemption of any Note;

reduce the amount of principal of any discount security that would be due and payable upon a
declaration of acceleration of the maturity thereof or the amount provable in bankruptcy;

adversely affect any right of repayment at the option of any holder of any Note;
change the place or currency of payment of principal of, or any premium or interest on, any Note;

impair the right to institute suit for the enforcement of any payment on or with respect to any Note on
or after the stated maturity thereof (or, in the case of redemption or repayment at the option of the
holder, on or after the redemption date or repayment date);

reduce the percentage of principal amount of outstanding Note of any series, the consent of whose
holders is required for modification or amendment of the Senior Indenture, or for waiver of compliance
with certain provisions of the Indenture or for waiver of certain defaults and their consequences; or

modify certain provisions of the Senior Indenture except to increase the percentage of holders required
to consent to amendment or modification thereof or to provide that certain other Senior Indenture
provisions cannot be modified or waived without the consent of the holder of each outstanding Note
affected thereby.

The holders of 66°/3% in principal amount of the outstanding Notes of each series may, on behalf of all
holders of Notes of that series, waive, insofar as that series is concerned, compliance by us with certain terms,



conditions and provisions of the Senior Indenture. The holders of not less than a majority in principal amount of the
outstanding Notes of any series may, on behalf of all holders of Notes of that series, waive any past default under
the Senior Indenture with respect to Notes of that series and its consequences, except that a default in the payment
of principal or premium, if any, or interest, if any, or in respect of a covenant or provision which under Article XI of
the Indenture cannot be modified or amended without the consent of the holder of each outstanding Notes of the
affected series.

The Senior Indenture provides that, in determining whether the holders of the requisite principal amount of
the outstanding Notes have given any request, demand, authorization, direction, notice, consent or waiver
thereunder or are present at a meeting of holders for quorum purposes, and for making calculations required under
Section 313 of the Trust Indenture Act, the principal amount of a discount security that may be counted in making
the determination or calculation and that will be deemed to be outstanding will be the amount of principal thereof
that would be due and payable as of the time of the determination upon acceleration of the maturity thereof.

Defeasance and Covenant Defeasance
We may elect:

(a) to defease and be discharged from our obligations with respect to the Notes or a series of Notes (except
the obligations to register the transfer of or exchange such Notes; to replace temporary or mutilated,
destroyed, lost or stolen Notes; to maintain an office or agency in respect of such Notes; and to hold
moneys for payment in trust) (‘“defeasance”); or

(b) to be released from our obligations with respect to the Notes or a series of Notes if our obligations with
respect to any other covenant, and any omission to comply with these obligations will not constitute a
default or an Event of Default under the Senior Indenture with respect to such Notes (“covenant
defeasance”);

in either case by:

* depositing irrevocably with the trustee as trust funds in trust (i) money in an amount, or (ii) U.S.
Government Obligations in an amount which through the payment of interest and principal in respect
thereof in accordance with their terms will provide, not later than one business day before the due date of
any payment, money in an amount, or (iii) a combination of (i) and (ii) sufficient to pay the principal of and
premium, if any, and interest, if any, on such Notes on the dates such installments of interest or principal
and premium applicable to such Notes are due; and

» satisfying certain other conditions precedent specified in the Senior Indenture. This deposit and termination
is conditioned among other things upon our delivery of an opinion of legal counsel that the holders of such
Notes will have no U.S. federal income tax consequences as a result of the deposit and termination and an
officers’ certificate that all conditions precedent to the defeasance have been met.

If we exercise our covenant defeasance option with respect to any series of Notes and those Notes are
declared due and payable because of the occurrence of any Event of Default other than with respect to a covenant as
to which there has been covenant defeasance as described above, the money and U.S. Government Obligations on
deposit with the trustee will be sufficient to pay amounts due on the Notes at their stated maturity but may not be
sufficient to pay amounts due on the Notes at the time of acceleration relating to the Event of Default. However, we
would remain liable to make payment of the amounts due at the time of acceleration.



Events of Default

The following are Events of Default under the Senior Indenture with respect to a series of Notes:
(a) failure to pay principal on the Notes of that series at maturity;

(b) failure to perform any of our covenants or warranties in the Senior Indenture (other than a covenant or
warranty included in the Senior Indenture solely for the benefit of a series of Debt Securities other than
such series of Notes) or established in or pursuant to a board resolution or supplemental indenture, as the
case may be, pursuant to which the Notes of such series were issued, which failure continues for 60 days
after written notice to us by the trustee or to us and the trustee by the holders of at least 25% in principal
amount of the outstanding Notes of that series as provided in the Senior Indenture;

(c) default under any bond, debenture, note, mortgage, indenture, other instrument or other evidence of
indebtedness for money borrowed in an aggregate principal amount exceeding $5 million by us or the Bank
or our or the Bank's successors (including a default with respect to Debt Securities of another series) under
the terms of the instrument or instruments by or under which the indebtedness is evidenced, issued or
secured, which default results in the acceleration of the indebtedness, if this acceleration is not rescinded or
annulled, or the indebtedness is not discharged, within 10 days after written notice to us by the trustee or to
us and the trustee by the holders of at least 25% in principal amount of the outstanding Notes of that series
as provided in the Senior Indenture;

(d) certain events in bankruptcy, insolvency or reorganization involving us or any substantial part of our
property.

If an Event of Default with respect to Notes of any series at the time outstanding occurs and is continuing,
either the trustee or the holders of at least 25% in aggregate principal amount of the outstanding Notes of that series
may declare an amount equal to the public offering price per $1,000 in principal amount of the Notes plus accrued
interest from the Issue Date at the rate equal to the Annual Yield for that series, calculated on the basis of a 360-day
year consisting of twelve 30-day months, on all such Notes to be due and payable immediately, by a written notice
to us (and to the trustee, if given by holders), and upon such a declaration this principal amount (or specified
amount) shall become immediately due and payable. At any time after a declaration of acceleration with respect to
Notes of any series has been made, but before a judgment or decree for payment of the money due has been
obtained, the holders of a majority in principal amount of outstanding Notes of that series may, under certain
circumstances, rescind and annul the declaration and its consequences, if all Events of Default have been cured, or
if permitted, waived, and all payments due (other than those due as a result of acceleration) have been made or
provided for.

The Senior Indenture provides that, subject to the duty of the trustee during an Event of Default to act with
the required standard of care, the trustee will be under no obligation to exercise any of its rights or powers under the
Senior Indenture at the request or direction of any of the holders Notes of any series, unless the relevant holders
shall have offered to the trustee reasonable indemnity or security against the costs, expenses and liabilities which
may be incurred. Subject to certain provisions, the holders of a majority in principal amount of the outstanding
Notes of any series will have the right to direct the time, method and place of conducting any proceeding for any
remedy available to the trustee, or exercising any trust or power conferred on the trustee, with respect to the Notes
of that series.

We are required to deliver to the trustee annually an officers' certificate as to whether we are in default in
the performance and observance of any of the terms, provisions and conditions of the Senior Indenture. We also are
required to deliver written notice to the trustee promptly after any of our officers has knowledge of the occurrence
of any event that with the giving of notice or the lapse of time or both would constitute under the Senior Indenture
the type of Event of Default described in clause (b) above.



Replacement of Notes

Upon payment by the holder of expenses that we or the trustee may incur, we may, in our discretion replace
any Notes that become mutilated, destroyed, lost or stolen or are apparently destroyed, lost or stolen. The mutilated
Notes must be surrendered to the trustee or the paying agent or satisfactory evidence of the destruction, loss or theft
of the Notes must be delivered to us, the paying agent and the trustee. At the expense of the holder, an indemnity
that is satisfactory to us, the principal paying agent and the trustee may be required before a replacement Note will
be issued.

Regarding the Trustee

Wells Fargo Bank, National Association, the trustee under the Senior Indenture, has a designated corporate
trust office at 45 Broadway, 14" Floor, New York, New York 10006. We and our banking subsidiaries maintain
banking relationships with the trustee.

Notices

Any notice required to be given to a holder of a Note that is a registered security will be mailed to the last

address of the holder set forth in the applicable security register, and any notice so mailed shall be deemed to have
been received by the holder, whether or not the holder actually receives the notice.

Governing Law

The Notes are governed by and construed in accordance with the laws of the State of New York.



U.S. FEDERAL INCOME TAX CONSIDERATIONS

You should carefully consider the matters set forth in “U.S. Federal Income Tax Considerations” in the
prospectus supplement. We and each holder of Notes (in the absence of an administrative determination, judicial
ruling or other authoritative guidance to the contrary) agree to treat the Notes for U.S. federal income tax purposes
as indebtedness issued by us. The Notes were issued with original issue discount (“OID”). A U.S. Holder (as
defined in the prospectus supplement) must include OID in income as ordinary interest as it accrues, generally in
advance of receipt of cash attributable to such income. U.S. holders should review the discussion set forth in “U.S.
Federal Income Tax Considerations-U.S. Federal Income Tax Treatment of the Notes as Indebtedness for U.S.
Federal Income Tax Purposes-Original Issue Discount” in the prospectus supplement. In general, gain or loss
realized on the sale, exchange or other disposition of the Notes will be capital gain or loss. A non-U.S. holder (as
defined below) should review the discussion set forth in “U.S. Federal Income Tax Considerations-Tax Treatment of
Non-U.S. Holders” in the prospectus supplement.



EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statement on Form S-3 (No. 333-223208) of
HSBC USA Inc. of our report dated February 18, 2020 relating to the financial statements, which appears in this
Form 10-K.

/s/ PricewaterhouseCoopers LLP
New York, New York
February 18, 2020



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, Michael Roberts, certify that:

1.

2.

5.

I have reviewed this report on Form 10-K of HSBC USA Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a.

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: February 18, 2020

/s/ MICHAEL ROBERTS
Michael Roberts

Chairman of the Board, President
and Chief Executive Officer




Certification of Chief Financial Officer

I, Kavita Mabhtani, certify that:

1. Thave reviewed this report on Form 10-K of HSBC USA Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a.

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: February 18, 2020

/s/ KAVITA MAHTANI

Kavita Mahtani

Senior Executive Vice President and
Chief Financial Officer




EXHIBIT 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company’’) Annual Report on
Form 10-K for the period ending December 31, 2019 as filed with the Securities and Exchange Commission on the date hereof
(the “Report™) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 (the
“Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Michael Roberts, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of HSBC USA Inc.

Date: February 18, 2020

/s/ MICHAEL ROBERTS
Michael Roberts

Chairman of the Board, President
and Chief Executive Officer

This certification accompanies each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to
the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by HSBC USA Inc. for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.

The signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to
HSBC USA Inc. and will be retained by HSBC USA Inc. and furnished to the Securities and Exchange Commission or its staff
upon request.



Certification pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company”’) Annual Report on
Form 10-K for the period ending December 31, 2019 as filed with the Securities and Exchange Commission on the date hereof
(the “Report”) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 (the
“Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Kavita Mabhtani, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of HSBC USA Inc.

Date: February 18, 2020

/s/ KAVITA MAHTANI

Kavita Mahtani

Senior Executive Vice President and
Chief Financial Officer

This certification accompanies each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to
the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by HSBC USA Inc. for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.

The signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to
HSBC USA Inc. and will be retained by HSBC USA Inc. and furnished to the Securities and Exchange Commission or its staff
upon request.
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