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PART 1

Item 1. Financial Statements

CONSOLIDATED STATEMENT OF INCOME (UNAUDITED)
Three Months Ended March 31, 2015 2014

(in millions)

Interest income:

LLOGIIS ...ttt ettt ettt s e bt s et ettt b et e st a et et a s b et e n et b et e ne s st ese s st et en et eseteneatetas $ 501 $ 464
SECUTTLIES ...enveueiteiteicetieteet ettt ettt ettt e s bbbt eb e bbbt bt s bt et et et ea b e st et ebeeb e e bt ebeebeebesbesbenbeee 200 207
TTAQING ASSELS ....vveuviieietieiieitieteeteete et ete et ebesttesbeeteesbeessesbeessesseessasseesseaseessesseessesssessesssesseessesenssensenss 95 48
SHOTT-teIM INVESTMEILS ....c.veiuiitieiieitieieit ettt ettt ee st e te st et esbe et e s b e estesbe et e ebe et e eseeteeaeeneeeae 22 16
L0115 1<) ST USRRSTRUS 15 10
TOtAL INLEFEST INCOME.................c.oeoeeeeee ettt ettt ettt et e bt e e et e et e eneenteeneeneeenes 833 745
Interest expense:
DIEPOSIES ...veuveeuieieieteeitete et et et et et e e teesaesteesbesaaesseesaesbe et s e b e es b et e esbeeseesseaseenseeseenbeast e senntebeesseseensensaens 46 35
Short-term borrowings 11 6
LoNG-eT dEDt ..ottt sttt ettt ene 167 170
L0115 1<) ST USRRSTRUS 3 15
TOLAL INTEFEST EXPENSE..............c..oveeeeeveeeeeeete e et tteeeteestte et e e s taeebeestbeebe e taeesbeessseesbeessseesseesssaanseenseeas 227 226
INEE INEETESE INCOIME ...ttt ettt ettt ettt sttt b e bbbt et et et et estebtebeebeebeebesbesbeebenaeneenen 606 519
Provision fOr CIEAit IOSSES ......ce.iiiiiiiririereee ettt ettt ettt 53 16
Net interest income after provision for credit I0SSes....................ccooovoeneieneneiieiiiieeieeeeeeee e 553 503
Other revenues:
Credit CATA fRES....ueitieteeieete ettt ettt ettt et ae et e et e be e et e be et e beentenbeeneenteens 10 14
Other fees and COMMUISSIONS........c.eeiiiieiierieetieiieeiteestteeiteeeteeebeesteesebeesseessseesseassseeseessseasseessseanseessseas 182 173
TTUSE INCOIMIC ...ttt ettt ettt ettt eb bbbt b e s b bbbt e et et e st ea e e bt e bt ebeebesbesbeebenbentens 35 31
Trading reVeNUE......cccverviereereereeiereeee e e seeennens 33 133
Net other-than-temporary impairment losses'" — 2)
Other SECUTTHES ZAINS, TIEL ....ecueitieiiiiieie ittt ettt et e sttt sbe et sbee bt sbeesaesstenbesseenbeennentens 23 22
Servicing and other fees from HSBC affiliates.... 56 47
Residential mortgage banking FEVENUE ..........ceevuirieiirieitieiesieeie ettt see st sae st e aesneesseeneenreens 19 48
Gain on instruments designated at fair value and related derivatives...........cccecvecevcrenicnicncnicnennens 85 28
ONET TIICOIMIE ...ttt b ettt b e sttt sttt e et ea e bt e bt ebeebesbesbeebenbeneen 21 6
TOtAL OTREE FEVEMUES...............c..c.eneeeeeeee ettt ettt beebe sttt be bt nen 464 500
Operating expenses:
Salaries and employee DENETILS .........ceouiiieiiiiieiieeeee et 246 215
Support services from HSBC affiliates ........cocoeviiiriiiiniiniininiicncccccecceeee e 352 354
OCCUPANCY EXPEINSE, TEL ..cuuvienviiiuiieiieiiieritesttertteeteesbteeteebeesateette sttt esbeesstesnbeesstessbeesaseenseesseesseenseens 56 57
OLhET EXPEIISES ..vvevvereretieiieiieiteeteeteeteetesteessesstessesstesseessesseessesseessanseesseaseessesssensesssessesssessesssessenssensenns 123 124
TOtal OPEFALING EXPENSES................ccoecveeveeieeeeereeeesieereete e eteesseeteesse st esseesaesseesbesseessassaessasssenseessesennes 777 750
Income before income tax 240 253
INCOME TAX EXPEIISE ....veeeeentieuietieieettete et e et et e e te et e bt este bt este bt emee bt enteebeeneeeseenseeaeenseemtaseemsenseemsenbeennenneans 76 149
INELEHICOMIE ..............ccooeeeeeeieeieeeeeeee ettt ettt et s ettt e e se s e b e b e s e s e s e st e st essessentanteseeseeneesensesseesensan $ 164 § 104
()

During the three months ended March 31, 2015, there were no other-than-temporary impairment ("OTTI") losses on securities recognized in other revenues
and no OTTI losses in the non-credit component of securities recognized in accumulated other comprehensive loss ("AOCI"), net of tax. During the three
months ended March 31, 2014, OTTI losses on securities held-to-maturity totaling $2 million were recognized in other revenues. There were no OTTI losses
in the non-credit component of such impaired securities recognized in AOCI, net of tax.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (UNAUDITED)
Three Months Ended March 31,

Net income

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

Other-than-temporarily impaired debt securities held-to-maturity

Derivatives designated as cash flow hedges

Pension and post-retirement benefit plans
Total other comprehensive income (loss)
Comprehensive income

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

2015 2014

(in millions)

164 $ 104

(28) 130

— 1

(19) (20)

1 -

(46) 111

118 § 215



HSBC USA Inc.

CONSOLIDATED BALANCE SHEET (UNAUDITED)

March 31, December 31,
2015 2014

(in millions, except share data)

Assets™

Cash and dUe frOM DANKS. ........cveviiiiiiiii ettt et s st se s s snnneeas $ 972 $ 891
Interest bearing deposits With DANKS. ..........ccerieriiriiiiieieieieeeee sttt ettt et sebessesse e 32,249 30,807
Federal funds sold and securities purchased under agreements to resell ... 6,965 1,413
TTAING ASSELS ...veveevieuienieieteetiete et et et et et estetestestesseeseeseeseeseessensensesease et eeseeseessessensensensesenseeseaseansensensansansansensenen 22,444 21,092
Securities available-TOI-SALE .............ccoiiiiiiiiiii et e e et e et e et e e e et e e ete e eaeeeeaneeens 33,096 30,140
Securities held-to-maturity (fair value of $14.4 billion and $13.7 billion at March 31, 2015 and December

31, 2014, TESPECTIVELY ) ...ttt ettt e ettt st b et et e b ea e et et eseeaene et e e ese et eneebe e eneenens 14,015 13,469
LLOAIIS ..ttt e e— et e e ettt e e—eeetteeeateee—teeteeeeteeeaeeeatteeetteeeaeeeteeeeareeereeateeas 81,458 77,741
Less — allowance fOr CIEIt LOSSES .....cviiuiiiiiieiiiiieiiesttesie ettt et te et e ae et esteestaesseesseesseebeesseesseessassseessasssenseas 703 680

LLOAIIS, NMEL ...ttt ettt ettt e et e e et e e ettt e eteeeetteeeaae e e aeeeeateeeaeeetteeeateeeaeeeaeeeetteeereeereean 80,755 77,061
Loans held for sale (includes $255 million and $384 million designated under fair value option at March 31,

2015 and December 31, 2014, TESPECTIVELY) .eevverieriiriiriieiieeieieieieiestestestesteseeeeeaessessessessessesseeseeseessensensensensas 405 612
Properties and EqUIPIMENT, TIEE .......ee.tiiiiiiiieierterer ettt ettt st b e bt et et e et ettt s bt ebe e bt eat et et ebenbentenee 238 247
INtANGIDIE ASSELS, TIET ...ttt b e s bbbt e bt e bt e st et et et et e bt ebeebe e bt esteat et e benbenbe e 186 206
GOOAWILL ...ttt ettt ettt b et e et et et et a2 e et et et e bt s em e ek e e e st eseneeb e s ene b eneebe s eneebeneeneaseneenannas 1,612 1,612
(034155 Qe TSI £ PSRRI 8,657 7,989
TOTAL ASSELS ...t e et e e ettt e e e et e e e et a e e e e e aat e e e eeat et e e eea ittt e e e eataeeeeeaateeseanaaeeeaas $ 201,594 $ 185,539
Liabilities'"”

Debt:

Deposits in domestic offices:

INONINEETESE DEATTIIZ ... e.eveveiietiieie ettt ettt ettt ete ettt te st te st eseebe st es e seseesaneeseeseneesansesesaneesenseseesensesesens $ 30,598 §$ 29,715

Interest bearing (includes $6.9 billion and $7.3 billion designated under fair value option at March 31,

2015 and December 31, 2014, TESPECHVELY)....cuovvvereerereeeceeeeeeeeeeeee e ses e sesee s s s s seseees 75,240 71,191

Deposits in foreign offices:

NONINEEIEST DEATING .....vvevveveerieieieetietieteietestetestestestesteeteessessessessessessessesseessessessensessesseaseaseessessessassessansense 845 850

INEETEST DEATING. ... vevievieeieieieieeteeteete ettt et et et st e et e te e st e st e st e s essesbe st e et e esaesaessensensessessesseesaassaseessensensensensas 12,411 14,362
TOLAL AEPOSIES. ..cuveuvereetieiieieeitetiete ettt et et et et e et esbe et e eseesaeseessessessessassessassseseessansensensenseaseaseaseessensessesensenss 119,094 116,118
SHOTE-TETIN DOTTOWIIIZS ....vvevvevierrerreeieetieteetetetestestestesteeseeseeseeseessessesessessessessasssessessessessessessesssessessessensensensenses 15,653 12,795
Long-term debt (includes $9.0 billion and $8.8 billion designated under fair value option at March 31,

2015 and December 31, 2014, TESPECIVELY) ....vuvuruvrieieirereiieciete ettt 29,420 27,524
TOLAL AEDL ...ttt ettt ettt ettt a e et et et et a et et e b e e s en e ek et e st s e st e b et ene b e st se b eneebe st eneeseneenennas 164,167 156,437
TTAAING HADIIITIES .....eveuietiietiete ettt ettt ettt ae ekt e b e s b eae et et e s e eseneeba b eneese st eseebeseebeneeseeseneenannas 11,288 8,164
Interest, taxes and Other LHADIIITIES ...........coouiiiiiiiiiii et e e et e et eeae e e eaeeeeareeereeeaeeas 5,068 3,971
TOUAL LIADIITHES. ...ttt st a e b et et e e b e st b et et e ebe st et et eseebeneeseneeneesens 180,523 168,572
Shareholders' equity
PrEfErred STOCK .....cueiiieie ettt e e et e et e e et e e eateeeetteeeaaeeeateeeeteeeetaeeeaeeeeteeeeareeennes 1,565 1,565
Common shareholders' equity:

Common stock ($5 par; 150,000,000 shares authorized; 714 and 713 shares issued and outstanding at
March 31, 2015 and December 31, 2014, 1€SPECtIVELY)....cuviiiriiriiriieiieieieieieeese st — —
Additional Paid-in CAPILAL......ccvevverierteiieieieietetererte ettt ee e e e et et e s e s seseesseeseessessessessessesseeseeseessensessessensenss 18,174 14,170
REtAINEA CAIMINGS ....vevievieiieiieiieieiestecte ettt et et et e et e et e e teesae s et e sessessesseeseeseessensensenseseaseeseaseessessessensensenss 1,379 1,233
Accumulated other COMPIENENSIVE LOSS ......cuveieieriiriiriieieieietetet ettt e b b be e eseesaessesensensenes (47) (1)
Total common shareholders' equity 19,506 15,402
Total Shareholders’ eqUILy......................c.ccoecueeeciesiesieieeieeetetete e e e st e steeteeteesa et essessessessesseeseessessessensensensensas 21,071 16,967
Total liabilities and ShareRolders’ eqUILy........................cccuecuecueeuecieeesesieieeeeeaeeestestesse e e ese e essesessessesseenas $ 201,594 $ 185,539

M The following table summarizes assets and liabilities related to our consolidated variable interest entities ("VIEs") as of March 31, 2015 and December 31,

2014 which are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate in consolidation. See Note 16, "Variable
Interest Entities," for additional information.
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March 31, December 31,
2015 2014
(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 372 380
TOAL ASSELS...c.vveuireteiiieietet ettt ettt ettt ettt ettt ettt et b et h ekt a bt b ekttt se bbbt be s $ 372§ 380
Liabilities
LONGAEIT AEDE ...ttt 92 92
Interest, taxes and Other HADIIILIES ..........cevieieiitiieeitiee ettt ettt ettt sb s seebesbe s eseebessessesesseseesenne 86 75
Total liabilities -8 178 § 167

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

Three Months Ended March 31, 2015 2014
(dollars are in millions)
Preferred stock
Balance at beginning and end Of PETIOQ .........ccuiruiririiieieieeeee ettt ettt e $ 1,565 § 1,565
Common stock
Balance at beginning and end Of PEriOd ........ccveriiiiriiieieieieeeesese ettt renre e — —
Additional paid-in capital
Balance at be@inning Of PEIIOQ. .. ..cc.eeiiiiiiiiiieiereree ettt et ettt b ettt et ettt ee 14,170 14,106
Capital cONriDULION fTOM PATEIIE ......eoueeuieiieieieiteite sttt ettt ettt e st et e b e et et be e bt e bt et e st et e senbensestenee 4,000 —
EmpPloyee DENe It PLANS ......c.co.eoiiiriiiiiieicr ettt ettt sttt ettt 4 6
Balance at end Of PETIOQ .......ocuieuieeieiieieieieee ettt et et e et et et e besbesbesseeseeseeneensensensensesensenen 18,174 14,112
Retained earnings
Balance at beginning 0f PErioq........c.oouiieiiiiirieee ettt 1,233 952
INEE ITICOMIIC. ¢ttt ettt ettt ettt b e bt e b e e bt ehe e bt e st e st et et e sb e e bt e bt e bt ebe e st emten b et e b e e b e ebeebeebeebees b et enaenbenseas 164 104
Cash dividends declared on preferred STOCK ........oiiiiiiririeieieieeest sttt (18) (18)
Balance at €nd OF PEIIOQ .....c..evuiiiiiiiiieeieetee ettt sttt ettt ettt e et e bbbttt e st e st e b e tentenbennens 1,379 1,038
Accumulated other comprehensive loss
Balance at be@inning 0f PEIIOM. ......cvecveiierierieriereiereetetet ettt et e e e se et esaebessessesseeseeseeseessessessessansensanes @ (159)
Other comprehensive income (108s), NEt OF tAX .....ciueiiuirieiiiiieiree et (46) 111
Balance at end of period.............c........ “47) (48)
Total common shareholders' equity 19,506 15,102
Total ShareRolders’ eqUIty ....................ccooeecueiieiesieeeeeeeeeetete ettt ettt et e s b e st e s besbessesseeseenaensensensensens S 21,071 $ 16,667

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS (UNAUDITED)
Three Months Ended March 31, 2015

2014

(in millions)

Cash flows from operating activities

INEL IICOIMIC ...ttt ettt ettt ettt ettt ekttt e a et bt et et et e bt st et eb et e bttt ebeseebe et et ebenneneebens $ 164 § 104
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and aMOTTIZALION ..........ceeeeeeieierterieriesteseeeeeetetestessessesseesessassaessessessessessessessesssessessessessessessensessenses 37 32

ProVISION fOI CTEAIE LOSSES ......vviuietiieiieteieteet ettt ettt et s bt s et e et et s et e st et e e eb e st ene et e e esesteneeteneeneanan 53 16

Other-than-temporary impairment related to securities held-to-maturity..........c.cccevevenenineninieneeecccee, — 2

Net realized gains on securities available-for-sale...........ccoviririiiiiiiiieeeeeee e 23) (22)

Net change in other assets and HADIIITIES .......ccevueririeieieieiee ettt ettt e sbesbesbeseeseeene 650 743

Net change in loans held for sale:

OTIZINALIONS OF LOANS ... .euviiitistietietietietete et et e et e ete s e eteestestesbessessesseeseeseeseessessessessessessessaesesseessessessensensessesseasens (760) (374)
Sales and collection of 10ans held fOr SAle..........ccciiriiiiiiiiee e 758 385

Net change in trading assets and HADIIHES ..........ooueririririnieieeeeeeee ettt 1,772 32

Lower of amortized cost or fair value adjustments on loans held for sale...........ccceoerineninenininieeece 6 (1)

Gain on instruments designated at fair value and related derivatives.............ccccecvvvvieiininiiiiinniinnciceeees (85) (28)
Net cash provided by OPErating aCtIVITIES ........eververererieieieriesiestestesteeeeeeeesaesessessessessesseeseeseeseessassessessessessessessassenns 2,572 889
Cash flows from investing activities
Net change in interest bearing deposits With DanKS.........coceeiiviiiiiiiiininicee e (1,442) (3,852)
Net change in federal funds sold and securities purchased under agreements to resell..........ceceevievierienenenenencncenen. (5,552) 767
Securities available-for-sale:

Purchases of securities available-fOr-SAlE ..........c...ooviiiiiiiiieiciee ettt ete e et e e e eaeeeeaeeeennens (8,509) (5,783)

Proceeds from sales of securities available-fOr-Sale ..........ccoivuiiiiiiiiiiicie et 5,491 6,855

Proceeds from maturities of securities available-for-sale............coeeerreirininiecrninieieccreece e 236 701
Securities held-to-maturity:

Purchases of securities held-t0-MATUIILY ........ccceoueriiriiririeieeeeeeee ettt eb ettt ettt stesaesaeseeene (1,105) —

Proceeds from maturities of securities held-to-maturity 554 75
Change in loans:

Originations, NEt OF COLIECLIONS .....cc.ivieiieieiieieieieresie sttt ettt e e teete e e e b ebessesaessesseeseeseessessensansensenseesenses (3,652) (2,014)

L0ans SOIA t0 thilrd PATTIES ......coueueeueieeiiteieteet ettt ettt ettt s et et e b be st et et e b e st ene e s e e esesteneseeneeneanan 98 11
Net cash used for acquisitions of properties and EqUIPMENL ........c..ccereririririeierieierereese ettt sieene 6) 5)
OBRET, N ...ttt e e e et e e e et e e e teeeeteeeeateeeeteeeeaseeeaseeeseeeeaseeenteeeteeeanaeeenteeeteeeatteeeteeentaeeennens (209) —
Net cash uSed IN INVESHUNG ACTIVILIES ... .ceuveuteieiertertietieteettettetetetestestestestesteeseestestensessesessessessesseeseensensensessessessesseeseesens (14,096) (3,245)
Cash flows from financing activities
NEt CHANGE TN AEPOSIES ...vevveeritietietieietetetetet et e st ettt et estestesteste b e seesesseesessaessessessesseseseseeseassaseassassensensesensessessansanns 2,919 (7,147)
Debt:

Net change in ShOTt-TETM DOTTOWINZS ...c..coueeuteuieieietit ettt ettt sttt et ettt s besb e e bt e bt et e st esbesbesbesbesbene 2,858 9,632

IsSUANCe OF LONG-LEITN AEDL.......c..iiiiiiiiiiieiieee ettt ettt ettt be ettt e e e b e besbeebeens 8,943 767

Repayment of Long-term deDL..........cooviriiiiiiiiiii ettt (7,101) (690)
Capital contribution from parent ...... 4,000 —
Other increases in capital surplus 4 6
DiIVIAENAS PAIA...c. ettt ettt ettt b et s b et e bt b e s e e b ea e e st b e st e b e e eh et e st e b et e st et en et et ene et e st eae e enenean (18) (18)
Net cash provided by fINancing ACHIVITIES ........coererieriririeieieertesteet sttt ettt ettt st b e bt e b et et e sbesbesbesaeene 11,605 2,550
Net change in cash and due from DanKS ............ccoiiiiiiiiiii ettt st 81 194
Cash and due from banks at beginning of PEriod..........ccccieiriririiiiiiiiiic ettt 891 961
Cash and due from banks at end 0f PEFiOd..........................ocooueeeoieiieriieiieieieeeteeee sttt sbesaeeseeseens $ 972 $§ 1,155

The accompanying notes are an integral part of the consolidated financial statements.
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1 Organization and Presentation..........c..cccoeveunee. 9 11 Accumulated Other Comprehensive Loss......... 39
2 Trading Assets and Liabilities ...........ccceeveuennns 10 12 Pension and Other Postretirement Benefits....... 40
3 SECUTILIES wvevevereiireieieeeee e 11 13 Related Party Transactions ..........cccceeveivveuiienins 41
4 LOANS . 17 14 Business Segments .......ccoccceeeeveieiieieiiiiiiieeenns 44
5 Allowance for Credit LOSSES ..........c.covevervnenen. 27 |5 Retained Earnings and Regulatory Capital 46

Requirements .........ccoeeeveeniiineenicnniecnicneene
6 Loans Held for Sale......cccccooeeeenieiiniiiiicene 28 16 Variable Interest Entities........ccccovveviiiiiiiinnnns 47
7 I0tangible ASSEtS...rrervrerrvrrerrererrrnrrcree 29 17 Guaraniee Arrangements, Pledged Assets and 49
8 GOOAWILL..evenveireiieieiieiiicicseccee e 30 18 Fair Value Measurements .........cccceeeeeeevvenneeneene 55
9 Derivative Financial Instruments ...................... 30 19 Litigation and Regulatory Matters..................... 71
10 Fair Value Option...........ccccvevverveveeeeeeeeennenenne. 37 20 New Accounting Pronouncements..................... 74

1. Organization and Presentation

HSBC USA Inc. ("HSBC USA"), incorporated under the laws of Maryland, is a New York State based bank holding company and
an indirect wholly-owned subsidiary of HSBC North America Holdings Inc. ("HSBC North America"), which is an indirect wholly-
owned subsidiary of HSBC Holdings plc ("HSBC" and, together with its subsidiaries, "HSBC Group"). The accompanying
unaudited interim consolidated financial statements of HSBC USA and its subsidiaries (collectively "HUSI") have been prepared
in accordance with accounting principles generally accepted in the United States of America ("U.S. GAAP") for interim financial
information and with the instructions to Form 10-Q and Article 10 of Regulation S-X, as well as in accordance with predominant
practices within the banking industry. Accordingly, they do not include all of the information and footnotes required by generally
accepted accounting principles for complete financial statements. In the opinion of management, all normal and recurring
adjustments considered necessary for a fair presentation of financial position, results of operations and cash flows for the interim
periods have been made. HUSI may also be referred to in these notes to the consolidated financial statements as "we", "us" or
"our". These unaudited interim consolidated financial statements should be read in conjunction with our Annual Report on Form 10-
K for the year ended December 31,2014 (the "2014 Form 10-K"). Certain reclassifications have been made to prior period amounts
to conform to the current period presentation.

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

Trading assets and liabilities consisted of the following:

March 31,
2015

December 31,
2014

Trading assets:

LS. TT@ASUIY . c.eetteeiteetieetteeite et e sttt et e sttt esbeesateeabeessaeenseessseenseessseenbaesnseenseesasaenseessseenseesnseensnesnsannseesns
U.S. Government agency issued or gUAranteed ............cooeereerieriereerienieeeeieeie ettt

()

U.S. Government SpONSOTEd ENLETPIISES ” ....c.eeveerrerurererererterseessesseesesseesesseessesseensesseessesssessesssesseeses
Obligations of U.S. states and political SUDAIVISIONS.........c.ccvieveriieiiriieienieeieeeeie e seeeveeae e eenens
ASSEE DACKEA SECUITLIES ..euvieeieeiiiiiiiieiieesieeitee et e ete et e st e e bt e sebeebaeesbeesteessseesseessseessaassseesaeesseensenans
Corporate and fOreign DONAS .........ccveriirieriiiieie ettt ettt ae e esesseesessaessesnnens
OHET SECUITHIES ..vevierrieeieiieiiesteeteeteeteeteete st estesteesesseeseessesseesseseessansaessaaseesseaseessesssessesssessesssessenssans
PIECIOUS MELALS ...eeviiiiieeii ettt ettt e e et e et esbeesbeeseb e e taeeabeesseessaesseesaseesseessseesssennseenses
DIETIVALIVES, NEL ....evvieeirieeeeeeeeeeeee et ee e et et e e et e e et e e eeaeeeeeaseeeenseeeeeaeeeeenseesenseeeenneeseenseesenreseeneesennes

Trading liabilities:

Securities s0ld, N0t Yet PUIChASE ..........cocuiiiieiieieieeieceee ettt eee s
Payables fOr Precious METAlS.......c.ocviiiiieriiiieie ettt te e e st e s e ereesaesreessesssesessaesseesnens
DETIVALIVES, TIET ..eeiiiieeeiiiiee it eeete e e ettt e e e et ee e e e e e eaaaeeeesesaaaaeeeeeeasaaeeeeesensasseeessansaseeessessnteeeeessnnres

(in millions)

$ 2912 $ 2675
4 3

103 45

586 591

480 481

8,525 9,681

18 2

3,310 1,992
6,506 5,602

S 22444 $ 21,092
$ 646 $ 683
— 2

10,642 7,459

$ 11,288 S 8,164

M Consists of mortgage backed securities of $103 million and $45 million issued or guaranteed by the Federal National Mortgage Association ("FNMA") at

March 31, 2015 and December 31, 2014, respectively.

At March 31, 2015 and December 31, 2014, the fair value of derivatives included in trading assets is net of $6,573 million and
$4,811 million, respectively, relating to amounts recognized for the obligation to return cash collateral received under master

netting agreements with derivative counterparties.

AtMarch 31,2015 and December 31, 2014, the fair value of derivatives included in trading liabilities is net of $1,084 million and
$1,724 million, respectively, relating to amounts recognized for the right to reclaim cash collateral paid under master netting

agreements with derivative counterparties.

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

10



HSBC USA Inc.

3. Securities

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

Amortized  Unrealized Unrealized Fair
March 31, 2015 Cost Gains Losses Value
(in millions)
Securities available-for-sale:
ULS. TICASUIY vttt ettt sttt sttt sttt $ 10,720 235§ (56) $ 10,899
U.S. Government sponsored enterprises:""
Mortgage-backed SECUTILIES ...........ccovviiiiiiiiiiiiiiiie 670 8 (1)) 677
Collateralized mortgage obligations ............cceververierienieriereeieeeieeenes 35 — — 35
Direct agency obligations..........cecueveeiiireenienierie et 4,143 206 6) 4,343
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUIILIES ...........ccovviiiiiiiiiiiiiiie 11,457 93 (26) 11,524
Collateralized mortgage obligations ...........cccecveveeeeieeneneniencnenereneenes 378 7 1 384
Obligations of U.S. states and political subdivisions.............c.ccceceiiiinennnn. 742 10 “@) 748
Asset backed securities collateralized by:
Commercial MOTEZAZES ......cceervirieriieiiriieie ettt 29 — — 29
HOME @QUILY ..ottt ettt sttt seenaese e 94 — 9 85
OFRET.....coiiiii 112 — (18) 94
Foreign debt SECUTTHES™ ...........oooviveiveeeeeeeee oo 4,121 9 an 4,113
EQUILY SCCUITEIES ....eeviieiiiieiiietieeieeieet ettt ettt ettt et sae e b ete e beeanereens 162 3 — 165
Total available-for-sale SECUIILIES . .......cevveririeirieirieirieceieeeeeteteeete e $ 32,663 571 $  (138) $ 33,096

Securities held-to-maturity:

U.S. Government sponsored enterprises:"’

Mortgage-backed SECUTTHIES ......cccueruieiereeieriieie ettt $ 5,280 177 $ 1) $ 5,456

U.S. Government agency issued or guaranteed:
Mortgage-backed SECUIILIES .......cevueruiruerierieieieieieieeeeeeee e 3,482 59 — 3,541
Collateralized mortgage obligations ...........ccceeveveereeieenenienieneneneneneenes 5,222 100 2) 5,320
Obligations of U.S. states and political subdivisions...........ccccecerererrenuennennee 21 1 — 22
Asset-backed securities collateralized by residential mortgages................... 10 1 — 11
Total held-to-maturity SECUTTLIES. .......eoueruereireeieieieieieceeeeee et $ 14,015 338 § 3) $ 14,350
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Amortized  Unrealized Unrealized Fair
December 31, 2014 Cost Gains Losses Value

(in millions)

Securities available-for-sale:

ULS. TICASUIY vttt sttt sttt ettt ettt st sa bbb $ 11,793 $ 276 $ (58) $ 12,011
U.S. Government sponsored enterprises:""
Mortgage-backed SECUIILIES .......oervervirrereieieiieieieerere et 520 5 (1 524
Collateralized mortgage obligations ..........cccveveeeeeereniineneneneneereenes 35 — — 35
Direct agency obligations .........ccceeererierienieieiiieieinereseee e 3,995 217 (6) 4,206
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUITLIES .......c.evververreieieieieieieere et 7,985 101 27 8,059
Collateralized mortgage obligations ..........cccveveeeeeereniineneneneneereenes 329 3 2) 330
Obligations of U.S. states and political subdiviSions .........c..ceceeveeerenenrennene 661 10 4 667
Asset backed securities collateralized by:
Commercial MOTTZAZES .......cvuervierereriiieieieeeretetee et 43 — — 43
HOME EQUILY....cueeiiiiieiieiiitietee et 97 — ®) 89
OBNET ..ttt ettt ettt ene 110 — (16) 94
Foreign debt SECUITHES™............o.ovieeeeeeeeeeeeeeeeee e 3,921 6 (12) 3,915
EQUILY SECUTTEIES ..veiuvieieiieiieieiieieeeiee ettt ettt et ebe e eeveesaaeebeeseaeearaeas 165 3 @) 167
Total available-for-sale SECUTILIES. ........ccververieieieieieiieercec e $ 29654 $ 621 § (135) $ 30,140
Securities held-to-maturity: -
U.S. Government sponsored enterprises:”
Mortgage-backed SECUITLIES .......oevverrereieieieiieieieerere st $ 4868 $ 120 $ (1) $ 4987
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUITLIES .......o.evververreieieieieieieeeese et 3,700 53 (1 3,752
Collateralized mortgage obligations 4,867 54 €)) 4,920
Obligations of U.S. states and political subdiviSions .........c..ceceevererenenrenens 23 1 — 24
Asset-backed securities collateralized by residential mortgages................... 11 1 — 12
Total held-to-maturity SECUTILIES .......covevvererveieiieieieiinerceeceere e $ 13,469 $ 229 $ (3) $ 13,695

M Includes securities at amortized cost of $672 million and $521 million issued or guaranteed by FNMA at March 31,2015 and December 31,2014, respectively,
and $33 million and $34 million issued or guaranteed by the Federal Home Loan Mortgage Corporation ("FHLMC") at March 31, 2015 and December 31,
2014, respectively.

@ AtMarch 31, 2015 and December 31, 2014, foreign debt securities consisted of $1,053 million and $689 million, respectively, of securities fully backed by
foreign governments. The remainder of foreign debt securities represents public sector entity, bank or corporate debt.

©®  Includes securities at amortized cost of $3,539 million and $3,185 million issued or guaranteed by FNMA at March 31, 2015 and December 31, 2014,
respectively, and $1,741 million and $1,683 million issued and guaranteed by FHLMC at March 31, 2015 and December 31, 2014, respectively.
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The following table summarizes gross unrealized losses and related fair values as of March 31, 2015 and December 31, 2014
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
March 31, 2015 Securities Losses of Investment Securities Losses of Investment

(dollars are in millions)

Securities available-for-sale:

U.S. TICASUIY «.eeeveeiiiniieieieieienieeeieeereeae 25§ 46) $ 4,178 55 10) s 750
U.S. Government sponsored enterprises...... 9 4@ 352 17 3 160
U.S. Government agency issued or
UArANteed ......ooveveieieieieeeeeee e 5 (20) 889 8 @) 131
Obligations of U.S. states and political
SUDAIVISIONS ..o 38 3) 220 21 4)) 168
Asset backed securities .........cc.ceceveeerennennen 1 — — 9 27 196
Foreign debt securities ...........ccooceeveereenennen. 8 (16) 3,055 1 4)) 200
Equity SECUITHES.....covereereieieiieiiricniceienieene 1 — 159 — — —
Securities available-for-sale...............cccoceen..... 87 $ 89 $ 8,853 61 $ 49 $ 1,605
Securities held-to-maturity:
U.S. Government sponsored enterprises...... 15 $ @ s 172 50 § — $ —
U.S. Government agency issued or
uaranteed ........cocovevveneeieininne 101 ?2) 310 768 — 1
Obligations of U.S. states and political
SUDAIVISIONS ...covenveneciieiceciiececececsc e 1 — — 3 —
Securities held-to-maturity .......c..c.coccceeennenenn 117 $ 3) s 482 821 § — 3 2
One Year or Less Greater Than One Year
Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
December 31, 2014 Securities Losses of Investment Securities Losses of Investment

(dollars are in millions)

Securities available-for-sale:

U.S. Treasury ..c.cccoveeeeeennrereennrenerecnnnnenene 6 $ 47 $ 3,459 4 8% (11) $ 1,546
U.S. Government sponsored enterprises...... 2 (1) 128 24 (6) 391
U.S. Government agency issued or
guaranteed ..o 30 (20) 2,046 10 ) 213
Obligations of U.S. states and political
SUDAIVISIONS .....veviiiciiicieiceeceeeeeene 34 2) 146 23 2) 194
Asset backed SeCurities .........cocveerreennennn 1 — 3 9 (24) 199
Foreign debt securities ...........cccoceevevevveuennenn. 5 ) 1,805 3 3) 898
Equity SECUTTHIES......cocvvviiiiiiiiiiiiic, 1 (1) 158 — — —
Securities available-for-sale............ccccoevuvveeeenne. 79 $ (80) $ 7,745 73 $ 55 $ 3,441
Securities held-to-maturity: -
U.S. Government sponsored enterprises...... 144 $ 1 $ 394 47 $ — 3 —
U.S. Government agency issued or
guaranteed ... 103 ) 985 800 — 2
Obligations of U.S. states and political
SUDAIVISIONS ..o — — — 3 — 1
Securities held-to-maturity ..............cccocceeeenenn. 247 $ 3) $ 1,379 850 $ — 3 3

Net unrealized gains decreased within the available-for-sale portfolio in the first quarter of 2015 due primarily to sales of U.S.
Treasury securities that were in a net unrealized gain position at December 31, 2014, partially offset by a decrease in yields.
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Although the fair value of a particular security is 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 March 31, 2015 and December 31, 2014, 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.
However, other-than-temporary impairments may occur in future periods if the credit quality of the securities deteriorates.

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

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 will not be required to sell the securities for contractual,
regulatory or liquidity reasons as of the reporting date. For a complete description of the factors considered when analyzing debt
securities for impairments, see Note 5, "Securities," in our 2014 Form 10-K. There have been no material changes in our process
for assessing impairment during 2015.

During the three months ended March 31, 2015, none of our debt securities were determined to have either initial other-than-
temporary impairment or changes to previous other-than-temporary impairment estimates relating to the credit component, as
such, there were no other-than-temporary impairment losses recognized related to credit loss.

During the three months ended March 31, 2014, none of our debt securities were determined to have initial other-than-temporary
impairment while one held-to-maturity asset-backed debt security, which was previously determined to be other-than-temporarily
impaired, had a change to its other-than-temporary impairment estimate related to the credit component. The additional credit loss
associated with the impaired debt security, which reflects the excess of amortized cost over the present value of expected future
cash flows, was $2 million and was recorded as a component of net other-than-temporary impairment losses in the accompanying
consolidated statement of income.

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

Three Months Ended March 31, 2015 2014

(in millions)

Beginning balance of credit losses on held-to-maturity debt securities for which a portion of an
other-than-temporary impairment was recognized in other comprehensive income (10ss) ................ $ — 3 61

Increase in credit losses for which an other-than-temporary impairment was previously
TECOGMIZEM ..evvitieiiiitieie ettt ettt e et e et e te e st e e st esbeeseesbesseesbessaesseessesseessasseessansaesseaseessesseensesseensenseas — 2

Ending balance of credit losses on held-to-maturity debt securities for which a portion of an
other-than-temporary impairment was recognized in other comprehensive income (loss)................. S — 3 63

AtMarch 31,2015, we held 15 individual asset-backed securities in the available-for-sale portfolio, of which 5 were also wrapped
by a monoline insurance company. The asset-backed securities backed by a monoline wrap comprised $180 million of the total
aggregate fair value of asset-backed securities of $208 million at March 31, 2015. The gross unrealized losses on these monoline
wrapped securities were $27 million at March 31, 2015. We did not take into consideration the value of the monoline wrap of any
non-investment grade monoline insurers as of March 31, 2015 and, therefore, we only considered the financial guarantee of
monoline insurers on securities for purposes of evaluating other-than-temporary impairment on securities with a fair value of $85
million.

At December 31, 2014, we held 15 individual asset-backed securities in the available-for-sale portfolio, of which 5 were also
wrapped by a monoline insurance company. The asset-backed securities backed by a monoline wrap comprised $183 million of
the total aggregate fair value of asset-backed securities of $226 million at December 31, 2014. The gross unrealized losses on these
monoline wrapped securities were $23 million at December 31, 2014. We did not take into consideration the value of the monoline
wrap of any non-investment grade monoline insurers as of December 31, 2014 and, therefore, we only considered the financial
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guarantee of monoline insurers on securities with a fair value of $89 million for purposes of evaluating other-than-temporary
impairment.

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

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

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

Three Months Ended March 31, 2015 2014

(in millions)
GTOSS TCAIIZEA ZAINS ....eveeeeieiieiieieetiete ettt et e et et et e ense st eenseeseanseeneessesnsensesnsensesnsensennsenseans $ 30 $ 43
GTOSS TEALIZEA 10SSES ....veeviniiiieiericieeet ettt st sttt sttt @) 1)
INEt TEAIIZEA GAINS .....veeuiieeieiieieett ettt ettt et et e et et e st e et e sseesseeseesseeseesseensesseensesseensenseensesneensennes $ 23 $ 22
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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 March 31,2015 by contractual maturity. Expected maturities differ from contractual maturities
because borrowers have the right to prepay obligations without prepayment penalties in certain cases. Securities available-for-sale
amounts exclude equity securities as they do not have stated maturities. The table below also reflects the distribution of maturities
of debt securities held at March 31, 2015, together with the approximate taxable equivalent yield of the portfolio. The yields shown
are calculated by dividing annualized interest income, including the accretion of discounts and the amortization of premiums, by
the amortized cost of securities outstanding at March 31, 2015. Yields on tax-exempt obligations have been computed on a taxable
equivalent basis using applicable statutory tax rates.

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

(dollars are in millions)

Available-for-sale:

U.S. TICASUTY ...ovreeererererererererereseserererenens $ — —% $ 4,124 0% $ 3,227 224% $ 3,369 2.81%
U.S. Government sponsored
133111533 0) 0 1< S — — 2,057  3.08 1,723 2.77 1,068 3.27
U.S. Government agency issued or
guaranteed........coceveveeeienieieinenceene, — — 9 422 42 3.89 11,784 2.84
Obligations of U.S. states and political
SUDAIVISIONS ..ovvenvenienieiieieiciinceiceee, — — 9% 4.12 296  2.96 350 341
Asset backed securities........c.cccoerenee — — — — — — 235 3.20
Foreign debt securities.........cc.ceceeerenene 567 3.16 3,554 142 — — — —
Total amortized COSt...ovevveereereeeeeeeeeennn. $ 567 3.16% $ 9,840 1.50% $ 5288 2.46% $ 16,806 2.88%
Total fair value..........ccceeveveeeeriereriieieeen $ 574 $ 9,954 $ 5,479 $ 16,924

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

ENLEIPLISES ...vovvieiererereeeeeereveeee e, $ — —% $ 92 1.40% $ 615 2.52% $ 4,573 3.01%
U.S. Government agency issued or
guaranteed........ocovveveerienieieineneeene, — — 1 7.66 47  2.80 8,656  2.44
Obligations of U.S. states and political
SUbAIVISIONS .....ecovveeerieiieeieerieeeieennen. 3 5.09 8 393 6 3.83 4 534
Asset backed securities...........c...cccuee..... — — — — — — 10 6.40
Total amortized COSt....eovvevveeeeeeeeeeeeeennn $ 3 509% $ 101 1.65% $ 668 2.55% $ 13,243  2.64%
Total fair value.....c..eeeeeeeeeeeeeeeeeeeeeeeeeee. $ 3 $ 103 $ 685 $ 13,559

Investments in Federal Home Loan Bank stock and Federal Reserve Bank stock of $315 million and $485 million, respectively,
were included in other assets at March 31, 2015. Investments in Federal Home Loan Bank stock and Federal Reserve Bank stock
of $108 million and $483 million, respectively, were included in other assets at December 31, 2014.
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4. Loans

Loans consisted of the following:

March 31, December 31,
2015 2014

(in millions)

Commercial loans:

Construction and Other real ESTALE.........cc.ccueriririririiirercreeceeeet ettt $ 10901 $ 10,300
Business and corporate banking 19,251 17,819
GIODAL BANKING ™ ...t 28,029 26,387
Other commerecial.... 3,466 3,581
TOtal COMMETCIAL ......eeiiitieiiitiee ettt et ettt et ettt e bt et esaeeneesaeeneesbeentesnnans 61,647 58,087
Consumer loans:
Residential MOTEGAZES ......c.evverueriiiiieieieieteeet ettt ettt ettt eae et eae et sae s 16,991 16,661
HOME EQUILY MOTEZAZES ....veuvereeniinieieieiietee ettt sttt ettt et eb et et ebe bbb eaes 1,716 1,784
CIEAIE CALAS ...ttt ettt b et b et e b et e s et e eate st e eneesaeemeesaeensesseentesneans 680 720
OthET COMSUIMET ...ttt b bbb bbbttt et et eb e eb e bt e bt ebeebesbesbeenes 424 489
TOtAL COMSUIMIET ...ttt ettt ettt ettt et e s bt e et e e eb e et es e et eatenbeemeesaeeneesneensesseentesnnans 19,811 19,654
TOtAL LOANS. ....cveeiieiieeieetieie ettt ettt ettt et e sttt este et e ste e s b e s aeesseeseesseesaesseessenseesseseessesseensesseensesseensenseans $ 81458 §$ 77,741

M Represents large multinational firms including globally focused U.S. corporate and financial institutions and U.S. dollar lending to multinational banking

customers managed by HSBC on a global basis. Also includes loans to HSBC affiliates which totaled $5,016 million and $4,821 million at March 31, 2015
and December 31, 2014, respectively. See Note 13, "Related Party Transactions," for additional information regarding loans to HSBC affiliates.

Net deferred origination fees totaled $45 million and $34 million at March 31, 2015 and December 31, 2014, respectively. At
March 31, 2015 and December 31, 2014, we had a net unamortized premium on our loans of $12 million and $10 million,
respectively.
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Age Analysis of Past Due Loans The following table summarizes the past due status of our loans at March 31, 2015 and
December 31, 2014. 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 March 31, 2015 30-89days 90+days 30 Daysor More Current”  Total Loans
(in millions)
Commercial loans:
Construction and other real estate............ccceeeeveerreerveenenne. $ 40 $ 30 $ 70 $ 10,831 $ 10,901
Business and corporate banking ..............cceeveeverieiieneennnns 13 4 17 19,234 19,251
Global banking............ccceeverieiinieniienceereeeeeeee e — — — 28,029 28,029
Other commErcial ..........oocvvvieriieieieiee e 6 6 12 3,454 3,466
Total commeErcial..........coooevuviiiiiiiiiiieiieiieeee e 59 40 99 61,548 61,647
Consumer loans:
Residential mortgages........coceevveveieniinieninieneeieneeeeseeene 355 879 1,234 15,757 16,991
Home equity mortgages. ........cccceeverenenienenienieieneeeeennenne 19 54 73 1,643 1,716
Credit Cards.....ocvvecieeiieiieeieeee e 10 10 20 660 680
Other CONSUIMET .......eeveriieieeiieieeeieie et eee e eee e eeeseeeneens 8 8 16 408 424
Total CONSUMET.........eevvieiieeieeiieeie et eve e ae e e 392 951 1,343 18,468 19,811
TOtal 1OANS ..c.veeeeeiieiecieeieeiee et $ 451 $§ 991 § 1,442 $ 80,016 $ 81,458
Past Due Total Past Due
At December 31, 2014 30 - 89 days 90+ days 30 Days or More  Current” Total Loans
(in millions)
Commercial loans:
Construction and other real estate...............ccceceevveeeeneenne. $ 25 % 22 % 47 $ 10,253 $ 10,300
Business and corporate banking ..............cccoevveeeerieriereennnns 32 9 41 17,778 17,819
Global banking............ccceeeirierinienieere et — — — 26,387 26,387
Other coOmMMETCial .......cceeevieiieiieieiieiee e 15 6 21 3,560 3,581
Total commercial.............coooveiiiiiieieiiiceeee e 72 37 109 57,978 58,087
Consumer loans:
Residential mOrtgages........coovevveeeeenieieneeiereeereee e 390 931 1,321 15,340 16,661
Home equity mortgages. ........coceeereruervenienenienieieceeeennenne 21 56 77 1,707 1,784
Credit Cards.......cuvevieeieeiieeieeee et 11 10 21 699 720
Other CONSUMET .......cccveriieieetieiieeiereeeenteeee e eee e eeesseeneens 9 9 18 471 489
Total CONSUMET........eeriieiieeieeiierie et ere e ve e 431 1,006 1,437 18,217 19,654
TOtal IOANS ...c.veevviiieiieciieieeee ettt $ 503 $ 1,043 $ 1,546 $ 76,195 $§ 77,741
m

Loans less than 30 days past due are presented as current.
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Nonaccrual Loans Nonaccrual loans totaled $1,062 million and $1,101 million at March 31, 2015 and December 31, 2014,
respectively. For an analysis of reserves for credit losses, see Note 5, " Allowance for Credit Losses." Nonaccrual loans and accruing
receivables 90 days or more delinquent consisted of the following:

March 31, December 31,
2015 2014

(in millions)

Nonaccrual loans:

Commercial:
Construction and Other r€al ESTALE ..........c.cvvverueiieriieietieiete ettt ettt e et ae b e ssesreesseesaenns $ 74 $ 65
Business and corporate DanKing ...........ccooeeriiieriiieieeeeeeee e 78 74
Commercial nonaccrual loans held for sale ..........ocveiiriiiiecinie e 36 43
TOtal COMIMETCIAL......eeivieiiiiieeiectieteete ettt ettt ettt e b e te et e ess e beessesseessesseessesseessesssessesssessensnens 188 182
Consumer:
Residential mortgages P . . e 803 847
Home equity MOrt@ages' @ ... ...t 67 68
Consumer nonaccrual 10ans held for Sale..........c..ovveeiiiiieeciicie e 4 4
Total CONSUMET LOANS. ... c.iiiieiiitieiett ettt e e e st eseesseensesseensesseesessnensennnens 874 919
Total NONACCIUING LOANS...........ccoooviiiiiiiiicicc ettt ete b s reeaesaeebeesaesseesnens 1,062 1,101
Accruing loans contractually past due 90 days or more:
Commercial:
Business and corporate DANKING...........c.cccveriirieriirierieeieieeterteete sttt eee e eae e essesseessessaensessnens 1 1
Total COMMETCIAL....c.ueiiiiiiiieeii ettt e et sb e et e sebe e taeesbe e baesnseesaesnsaenseesnsens 1 1
Consumer:
Credit Card rECEIVADIES .......cuieieeiieiecieeie ettt ettt e e st e e s e sreessesseessesseensessnensensnens 10 10
OtRET COMSUITIET .....vieuvieeiieiieeiteeieeeteerteesteesteeeebeessaessteesseeasseesseesssaeseessseesseesseesaeanseenseesnsasnseesnsens 9 10
TOtal CONSUMET TOANS. ... .iiiuiieiieiieeieeiee et etee ettt ettt eebe e beesbe e seesebeessseesseessessseeseeessaeseesasens 19 20
Total accruing loans contractually past due 90 days or more.................cccoocvevierienieneenencieneeenns 20 21
Total nonperforming IOANS................ccoiiiiiiiiiiiee et eae e $ 1,082 $ 1,122
(1)

At March 31, 2015 and December 31, 2014, nonaccrual consumer mortgage loans include $760 million and $817 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 include all receivables which are 90 or more days contractually delinquent as well as loans discharged under Chapter

7 bankruptcy and not re-affirmed and second lien loans where the first lien loan that we own or service is 90 or more days contractually delinquent.

©®  Nonaccrual consumer mortgage loans for all periods does not include guaranteed loans purchased from the Government National Mortgage Association

("GNMA"). Repayment of these loans are predominantly insured by the Federal Housing Administration and as such, these loans have different risk
characteristics from the rest of our consumer loan portfolio.

The following table provides additional information on our nonaccrual loans:

Three Months Ended March 31, 2015 2014

(in millions)

Interest income that would have been recorded if the nonaccrual loans had been current in
accordance with contractual terms during the period ..........cc.oecevieiiiieiiiieeceee s $ 21 $ 28

Interest income that was recorded on nonaccrual loans and included in interest income during the
0125 016 AR SRUPRRRRRNY 6 8
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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 or accrued interest . A substantial amount of our modifications involve interest rate reductions 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 either based on the present value of expected future cash flows
discounted at the loans’ original effective interest rates which generally results in a higher reserve requirement for these loans or
in the case of certain secured loans, the estimated fair value of the underlying collateral. Once a consumer loan is classified as a
TDR Loan, it continues to be reported as such until it is paid off or charged-off. For commercial loans, if subsequent performance
is in accordance with the new terms and such terms reflect current market rates at the time of restructure, they will no longer be
reported as a TDR Loan beginning in the year after restructuring. During the three months ended March 31, 2015 and 2014 there
were no commercial loans that met this criteria and were removed from TDR Loan classification.

The following table presents information about loans which were modified during the three months ended March 31, 2015 and
2014 and as a result of this action became classified as TDR Loans:

Three Months Ended March 31, 2015 2014

(in millions)

Commercial loans:

Business and corporate DANKING ...........ccoccveriirieririieiieiesieeteseete et seeeae e esseseaessessaesseessesseessenseens 26 10
GlODAL DANKING ...ttt ettt ettt et s be et s b e bt s et ettt e bt st e b eatenbeene 13 —
Total COMMEICIAL.......eiitiiiiiiiie ettt ettt e e b e e beeetbeebeessbeesbeesabaesseessseensaensneas 39 10

Consumer loans:

Residential mortgages 35 33
HOME €qUILY MOTTZAZES ...eevieuieiieiieiieie ettt ettt ettt et et et e st et e eseeeeeseensesneessesnsesseensenseeneenseens — 1
CIEAIt CATAS ..ttt ettt ettt b ettt 1 2
TOtA] COMSUIMET ...ttt ettt ettt et ebe e s bbb e 36 36

TTORAL ettt et et e et et e et et e et et e e ae e s e e r e e s eer e e eee e et eeuteaee et enat et enaeeateaneeenenreeeneereeeneeeea $ 75 % 46

The weighted-average contractual rate reduction for consumer loans which became classified as TDR Loans during the three
months ended March 31, 2015 and 2014 was 1.77 percent and 1.50 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 tables present information about our TDR Loans and the related credit loss reserves for TDR Loans:

March 31, December 31,
2015 2014

(in millions)

TDR Loans"®:
Commercial loans:
Construction and Other T€al ESTALE..........ccueeiiereieitiecie et eeee et rteere e e aeeteesbeesseeesbeessaesnseennes $ 179 $§ 186
Business and corporate Danking.............coceeeeererenienienieieieieeeiceese sttt 44 24
GLODAL DANKING . .....eentieiiieteie ettt ettt sttt et be et e b en et ene s 13 —
TOtal COMMETCIAL ......eevieeieiieeieie ettt sttt et et e esaeeseessessaessessaesseessensenssenseensenseenes 236 210
Consumer loans:
Residential MOTtGAZES™ ...........ooviveiveceeeeeeeeeeeee e 980 972
Home equity MOortgages™ .............coovormoiooeeeeceeeeeeeeee e 20 20
CEAIE CATAS ..ottt ettt ettt ettt ettt e e e st et e ese et e esaeeseessessaensessaeseessesannsenseensenseenns 6 6
TOtAL COMSUITIET ... .ottt ettt ettt e s ettt e bt e et s et e beemee bt eseenbeemeaebeeneeeneenes 1,006 998
Total TDR LOANS™) ...ttt $ 1,242 § 1,208

Allowance for credit losses for TDR Loans®:

Commercial loans:

Construction and Other T€Al €STALE...........ociiieiiiiii i e et e e e eaae e e e e eennes $ 2 3 4
Business and corporate DanKing...........c.cccveveiveriiiienieeienieiere ettt
Total COMMIETCIAL ........oiiieeiiieeieeeee ettt e e e e et e e et e et e e eeteeeeaeeeeereeeeans 6

Consumer loans:

Residential MOTEZAZES ......veuieuieiieieie ettt ettt st sbe et e b et e b et e eee s 42 43
Home equity mortgages ...............................................................................................................

(03 (T TR oT2 (o PSSP 2

TOtAl COMSUIMET.....c..eutetiieieteteet ettt b bt st b e bbbttt et ebeebe b e 45 47

Total allowance for credit 10SSes fOr TDR LLOANS........cooeieeeeeeeeeeeeeeeeeeeeee e $ 51 $ 56

(" TDR Loans are considered to be impaired loans. For consumer loans, all such loans are considered impaired loans regardless of accrual status. For commercial
loans, impaired loans include other loans in addition to TDR Loans which totaled $79 million and $85 million at March 31, 2015 and December 31, 2014,
respectively.

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

March 31, December 31,
2015 2014
(in millions)
Commercial loans:
Construction and other real EState.............coiuiiiiiiiiiicc $ 197 § 201
Business and corporate banking............cccoceeueiririeuirinieieinirieenieieietnees ettt ettt ettt et st nes 50 51
GIODAI DANKING.......oiiiiiiiiiiiicece bbbttt 13 —
Total commercial 260 252
Consumer loans:
Residential MOTTZAZES ......c.coueueuiiiiieiiiieiciietcc ettt 1,147 1,139
Home equity MOTZAZES .......cccoviiiiiiiiiiiiiiiiiiii i 44 44
CIEAIE CANAS ...ttt 6 6
TOAL COMBUIMET ...ttt ettt ettt ettt et st b ettt b ettt et bttt eb et e bttt b et et bttt e st st b st saebeneanes 1,197 1,189
TOUAL v e s eee e e eeseesesee s e es e e e s e s eseeseeeeeeeseeseeseeeeeeeaeeeeesee e e s eesesseseesaeeseeaeeeeeeeeeeeaneaee e e neenenne $ 1457 S 1,441
3)

Includes $778 million and $763 million at March 31, 2015 and December 31, 2014, respectively, of loans that are recorded at the lower of amortized cost
or fair value of the collateral less cost to sell.
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@ Includes $451 million and $485 million at March 31, 2015 and December 31, 2014, respectively, of loans which are classified as nonaccrual.

) Included in the allowance for credit losses.

The following table presents information about average TDR Loans and interest income recognized on TDR Loans:

Three Months Ended March 31, 2015 2014
(in millions)

Average balance of TDR Loans:
Commercial loans:

Construction and Other T€al €STALE ........ccuiicvieiieitiecieere et eeie et ettt e eesreeseeebeeseaeeseeseseeseees $ 182 § 264
Business and corporate DANKING ............ccevvierieiierieiieieieseeeesie ettt seeesaesee e nessessaesseessensaens 34 19
G1ODAL DANKING ...ttt ettt sttt e e et et e st e st ese e bt ebe e bt eseebeebesaeseenean 7 25
Other COMMETCIAL ......ccuviiiiiiiicie ettt e e e et e s b e ebeestbeebeesaseesbeassaeenseesssannseenes — 18
TOtal COMMETCIAL......ccuvevieeieiieieeie ettt ettt et eta e e e e e steessesseessesseensesssensesssensesssensenssensanns 223 326
Consumer loans:
Residential MOTEZAZES .....ecuveieieeiiiieieetieee ettt ettt ettt et e st e tesseesaesneesbeeneesseensenseans 976 922
HOME EQUILY MOTEZAZES ....cvieeveiieiiiiieieeieete ettt ete st eteetebeeesebeessesseessesseessesseessesseessesseessenseas 20 19
CTEAIL CATAS...uveeeieeiieeie ettt ettt e et et te et e st e et e e teeeabeeteesssaesseesaseensaessseenseessseesseessseanseesssannseenes 6 8
TOtAl COMSUIMET ...t et ete e e et e et e e e e e e e e enaeeeeeneeeeeaneeeenseeeeneeeennseeennneeennnees 1,002 949
Total average balance of TDR LOANS........cccccieriiiieriiiieniieieiteeieeteete ettt esae e ssesaessessaesseessesseessasseens $ 1,225 § 1,275

Interest income recognized on TDR Loans:
Commercial loans:

Construction and Other TEAL ESTALE .........cc.viiivviiiiiiiecei et e e e eneeeeeneees $ 1 9 6
Business and corporate DanKing ...........coooiieriiiiriiieeee e 1 —
TOtal COMMIETCIAL. .......oiieeieeieie ettt eeae e e e e e e e e e eneeeeenreeeenneeeennees 2 6

Consumer loans:

Residential MOTEZAZES .....eoueeriieuiiiieieteee ettt ettt et ae et st esbe st e sbeeseesbeeneeneeans 9 9
TOtAl COMSUIMET ...ttt sttt ettt ettt et et be e bbb e b b e nen 9 9
Total interest income recognized on TDR LOANS..........ccceecviirieciiriieiiiieieeeeie ettt esneeaeens $ 1 3 15

The following table presents loans which were classified as TDR Loans during the previous 12 months which for commercial
loans became 90 days or greater contractually delinquent or for consumer loans became 60 days or greater contractually delinquent
during the three months ended March 31, 2015 and 2014:

Three Months Ended March 31, 2015 2014

(in millions)

Commercial loans:

Construction and Other TEAL ESTALE ............ccuvieicueieeerie et e e e e e e e e eeaeeeeeareeeeneeeas $ 2 12
Business and corporate DANKING ...........cccccveriiiieriiiiieiieeiesiieteste ettt ete e s eeeesaesseessesssesseessesseessenseens 1 —
TOtal COMIMETCIAL......ciiiiiiiiiie et e e ettt e e e e et e e e e e s eaaaeeeessenaaseeessennaaeeeseeannaeeeas 3 12

Consumer loans:

ReSIACNIAl NOTEZAZES ...evvevieeiieiieiiieieeieeteie ettt ste et et e et esteesbesteesseeseesseeseessessaessesssesseessesseessensenss 9 8
TOTAl COMSUIMIET .....vveeivieiieeieeiie et e etee et e st e et e bt eetbeeteeesbeeseessbaenseessseessaeasseansaasssesnseesssannseessseensennssean 9 8
TOAL .ttt ettt ettt ettt et ettt b ettt e st et e st et e st b e st et e st ete bt et ete et eseebeteebeseebeseebeseebeneebeseebe st esens e $ 12§ 20
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Impaired commercial loans The following table summarizes impaired commercial loan statistics:

Amount
Amount with without Total Impaired
Impairment Impairment Commercial Impairment
Reserves Reserves Loans Reserve

(in millions)

At March 31, 2015

Construction and other real estate............ccocveeverrieieneecienieieeeee $ 14 S 185 § 199 § 3
Business and corporate banking...........c.ccceceeeeereniniiniencninenenennes 68 28 96 23
Global banKing........c.coeerveireiriiiniiieineene ettt — 13 13 —
Other COMMETCIAL.......c.eeieiieieiieie e 1 6 7 1
TOtal COMIMETCIAL ..eeeeiieeeieeee et ee e e e eeeaeeeeeeeesaeee $ 83 § 232 $ 315 $ 27
At December 31, 2014 -
Construction and other real €State...........oeevvveeveeeiieeiiieeeeeeeeeeeeeeeenes $ 18 $ 179 $ 197 $ 5
Business and corporate banking...........cccccceeeeveeververininicncninienenennes 72 18 90 24
Global DANKING........cvevvieierieieciieieet et — — — —
Other comMMEICIal........ccveeiiiiiieeieciiecieee e 2 6 8 1
Total COMMETCIAL .......c.cveivieievieietiietieeteee ettt $ 92 $ 203 $ 295 $ 30
m

Includes impaired commercial loans that are also considered TDR Loans which totaled $236 million and $210 million at March 31, 2015 and December 31,
2014, respectively.

@ The impaired commercial loan balances included in the table above reflect the current carrying amount of the loan and includes all basis adjustments, such

as partial charge-offs, unamortized deferred fees and costs on originated loans and any premiums or discounts. The following table reflects the unpaid
principal balance of impaired commercial loans included in the table above:

March 31, December 31,

2015 2014
(in millions)
Construction and other real estate... . $ 223 § 224
Business and corporate DanKIng.............ccveieiririririniriiiniiieeeeeeee et 101 122
GIODAL DANKINE ...ttt 13 —
Other COMMETCIAL.....cueuieiietiieiei ettt sttt b et e et a e et et e e bt e b et e st et et e s e esess et eseebenaeneeneetenee 7 8
TOtAl COMIMETCIAL ..ottt ettt a et a et s b et b et s s eeneneaeas $ 344 § 354

The following table presents information about average impaired commercial loan balances and interest income recognized on
the impaired commercial loans:

Three Months Ended March 31, 2015 2014

(in millions)

Average balance of impaired commercial loans:

Construction and Other 1Al ESTALE ..........cccveriiriieriieierieeierteete sttt ettt esae e sesaessesssesseensenseens $ 198 § 297
Business and corporate DANKING ...........cceouerieieieieietieitete ettt ebe e seen 93 35
(€3 0] oT21 I T2 115 1 =TSRSS 7 33
Other COMMETCIAL.......cvieiieiieiiecieteee ettt te ettt et e e te st e esbesseessesseessesseensesssensesssensesssensenssensenns 8 32

Total average balance of impaired commercial loans.... . 8 306 $ 397

Interest income recognized on impaired commercial loans:

Construction and other T€al ESTALE ............ccevveiriiirieireireieee ettt $ 1 8 6
Business and corporate banking..........c.coccveeerenrenecnecnnecnnen. 1 —
Total interest income recognized on impaired commercial 10ans...........coccoeeevireieninieninereeeee $ 2 3 6
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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 are based on the risk rating standards of our regulator. Problem loans are assigned
various criticized facility grades. We also assign obligor grades which are used under our allowance for credit losses methodology.

The following 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:

Special Mention Substandard Doubtful Total
(in millions)
At March 31, 2015
Construction and other real €State.........ooveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee $ 254 $ 219 $ 1 474
Business and corporate banking...........c.ccceeeeererenininencninenenenes 1,286 358 24 1,668
Global banking...........cceeierieiinieereee e 2,009 197 — 2,206
Other COMMETCIAL......cc.eeieiieieiieiest et — 6 1 7
Total cOMMETICIal .......ccuieuiiiieieiieee e $ 3,549 $ 780 $ 26 4,355
At December 31, 2014 -
Construction and other real eState..........cccvevveereenieeciienieeieesee e $ 310 $ 230 $ 7 547
Business and corporate banking.............cccceeevveriiecieneecienieeeeee 1,001 238 22 1,261
Global banking...........ccevieririiiniieniee e 1,770 202 — 1,972
Other COMMETCIAL......cc.eeieiieieiieie e e 1 6 — 7
Total cOMMETCIAl .......cccuveeiiiiieeieciiecieee e $ 3,082 $ 676 $ 29 i
Nonperforming The following table summarizes the status of our commercial loan portfolio, excluding loans held for sale:
Accruing Loans
Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total
(in millions)
At March 31, 2015
Construction and other real eState ..........cooeeveveeeerveeveeeeereennne. $ 10,827 $ 74 S — 10,901
Business and corporate banking ...........cocceevevenenieienecennnne. 19,172 78 1 19,251
Global DANKING ......covereeieieieieieeeceesee e 28,029 — — 28,029
Other COMMETCIAL ........uvveeiiiiiiiiiee e 3,466 — _ 3,466
Total COMMETCIAL.....ooieeeeeeeeeeeeee et $ 61,494 $ 152 § 1 61,647
At December 31, 2014
Construction and other real eState ..........occveeevvveeeeeeeeeeceeeeeeen. $ 10,235  $ 65 $ — 10,300
Business and corporate banking ...........ccccoeeveienirneniinieneennne 17,744 74 1 17,819
Global BanKing ......c..coevveieieieinininesere e 26,387 — — 26,387
Other commercial ..........ccoeeeiieieiiiiee e 3,581 — — 3,581
Total COMMETCIAL.....cccuvvveeiieeeiiee e $ 57,947 $ 139 § 1 58,087
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Credit risk profile The following table shows the credit risk profile of our commercial loan portfolio:

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

At March 31, 2015
Construction and other real ESTALE ..........c.ccvievviiieriiiieie ettt e $ 8314 $ 2587 $ 10,901
Business and corporate Danking ............cecceceeeeererinenenenienienieneeeeteeeeeese e 9,707 9,544 19,251
G1ODAL DANKING ...ttt ettt et et ebe bt et ebeebesaeseeean 23,146 4,883 28,029
Other COMMETCIAL ........eeiiieieiieiett ettt ettt e e st e e seensesseeneesseensesneen 1,831 1,635 3,466
TOtal COMMIETCIAL.......eiiieiieieiieeeeee ettt e et e e e e s eaaaeeeaeeesnaeeeenneas $ 42,998 $ 18,649 $ 61,647
At December 31, 2014 -
Construction and other real ESTALE ..........ccovieriirierieiieieceee ettt $ 7,820 $ 2480 $ 10,300
Business and corporate Danking ............cccoeierierieieiieiieeseeeee s 8,835 8,984 17,819
GlODAl DANKING .....eevviiieiiieiieiieiett ettt ettt e sttt ea et et et e essesseessesseessesseensesseensensnas 23,400 2,987 26,387
Other COMMETCIAL ......cceiiiiiiiecie et et et beeae e s beeteestaeebeessneenns 1,873 1,708 3,581
TOtal COMMETCIAL.........oviieeiciieietieeetieete ettt ettt ettt ettt ae et seeaeseetensete e ens $ 41,928 $ 16,159 $ 58,087

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 and loans held for sale ("delinquency ratio") for our consumer loan portfolio:

March 31, 2015 December 31, 2014
Delinquent  Delinquency  Delinquent  Delinquency
Loans Ratio Loans Ratio

(dollars are in millions)

Residential mortgages ™ ...........cooiviieeeeeeeeeeeeeeeeee e $ 957 5.62% $ 1,013 6.07%
Home equity mort@ages'™™@ ..........c.ooviiiiioeeeeeeeeeeeee e 60 3.50 62 3.48
CIEdit CATAS ..oovveeiieiiieieeeie ettt e et ae et e e e beestae e beessaeesseessneennas 14 2.06 14 1.94
(0031 70701 11111 USRS 13 2.53 14 2.52
TOtAl COMSUIMET ......ccviiiiiieeie ettt ettt e e eaae s $ 1,044 524% $§ 1,103 5.59%

M At March 31, 2015 and December 31, 2014, consumer mortgage loan delinquency includes $908 million and $936 million, respectively, of loans that are
carried at the lower of amortized cost or fair value of the collateral less cost to sell.

@ AtMarch 31,2015 and December 31, 2014, consumer mortgage loans include $609 million and $608 million, respectively, of loans that were in the process
of foreclosure.
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Nonperforming The following table summarizes the status of our consumer loan portfolio, excluding loans held for sale:

Accruing Loans
Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total

(in millions)

At March 31, 2015

Residential MOTtZages .......ccvvevvevievieriieiierieeieste ettt $ 16,188 $ 803 $ — § 16,991
Home equity MOTtZages ........cocevveruereriinrenienienieieeeeeeeeeeeieeienes 1,649 67 — 1,716
Credit Cards ....oveeeieieieieeiieee e 670 — 10 680
Other CONSUIMET .....eevieiieeiieieeeieiieteie ettt ee e eesseeeesseennens 415 — 9 424
TOtAl COMSUIMET ...t eaeaeas $ 18,922 § 870 $ 19 $ 19,811
At December 31, 2014 - -
Residential MOTtages ........cccevuerueriereniinienienieeieee e $ 15814 $ 847 % — $ 16,661
Home equity MOTtZages ........coevvirrereriinienieniereieieeeeereeeneeneenes 1,716 68 — 1,784
Credit Cards ....oveeeieieieieeieeeee e 710 — 10 720
OthEr CONSUIMET ....vvvvieiiiiiiiee ettt et e e e eenaee e e e s eenaeeees 479 - 10 489
TOtal CONSUMET ....cueiuiiiiriiitiitiiceteee e $ 18,719 $ 915 § 20 $ 19,654

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

Concentration of Credit Risk At March 31, 2015 and December 31, 2014, our loan portfolio included interest-only residential
mortgage loans totaling $3,561 million and $3,531 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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5. Allowance for Credit Losses

The following table summarizes the changes in the allowance for credit losses by product and the related loan balance by product
during the three months ended March 31, 2015 and 2014:

Commercial Consumer
Business
Construction and Home
and Other Corporate Global Other Residential Equity Credit Other

Real Estate Banking Banking Comm’l Mortgages  Mortgages Card Consumer Total

(in millions)
Three Months Ended March 31, 2015

Allowance for credit losses — beginning of

PELIOA . $ 89 §$ 275 $ 107 $ 21§ 107 § 32§ 39 § 10 $ 680
Provision charged (credited) to income.. 2 24 21 1 — ?) 3 4 53
Charge offS .....ceoveeeeiireeeeeee e [¢)) 6) — (0] (14) ?2) 3) (6) (38)
RECOVEIIES ...oveniiiriiceieicceee e — 2 — — 2 1 1 2 8
Net (charge offs) recoveries .........c.coecceneneee. ()] “ — 1) (12) 1) @) ) 30)
Allowance for credit losses — end of period... § 92 $ 295 § 128 § 21§ 95 § 29 $§ 35§ 10 $§ 703
Ending balance: collectively evaluated for -
IMPAITMENE oo $ 87 $ 272§ 128 § 20§ 53§ 28 $§ 33 § 10 $ 631
Ending balance: individually evaluated for
IMPAIMENt ..o 3 23 — 1 42 1 2 — 72
Total allowance for credit 10SS€S ..........ccuc...... $ 92 $ 205 $ 128 $ 21 S 95 $ 29 § 35§ 10 $§ 703
Loans:
Collectively evaluated for impairment........... $ 10,702 §$ 19,155 $28,016 $ 3459 §$ 15281 $ 1,640 $ 674 $ 424 $79,351
Individually evaluated for impairment" ........ 199 96 13 7 217 5 6 — 543
Loans carried at lower of amortized cost or
fair value less cost to sell........ccoovvveviievinnnnnne — — — — 1,493 71 — — 1,564
Total 10anS ...covvveieiciciiia $ 10901 $ 19,251 $28,029 $ 3466 $ 16991 $ 1,716 $ 680 $ 424 $81,458
Three Months Ended March 31, 2014
Allowance for credit losses — beginning of
PEIHOA oo $ 108 $ 112§ 68 § 20 $ 186 $ 49 $ 50 $ 13§ 606
Provision charged (credited) to income.......... 2 19 7 ) (16) 2 5 1 16
Charge offs ......coveveevriciceccee (19) 5) ®) — 17) 5) an 2) 67)
Recoveries 2 3 — 3 3 6 1 1 19
Net (charge offs) recoveries .........c.cocceeneneee. (17) ?2) ®) 3 (14) 1 (10) 1) (48)
Allowance for credit losses — end of period... § 93 $ 129 $ 67 $ 19 §$ 156§ 52 $ 45 $ 13 $ 574
Ending balance: collectively evaluated for -
IMPAITMENL ...t $ 84 § 126 $ 67 $ 18§ 9% $ 50 $§ 43§ 13§ 497
Ending balance: individually evaluated for
impairment 9 3 — 1 60 2 2 — 77
Total allowance for credit losses $ 93 § 129§ 67 $ 19 $ 156 $ 52 8§ 45 $ 13§ 574
Loans:
Collectively evaluated for impairment........... $ 8,905 $ 15,681 $21,979 $ 3,031 $ 14,150 §$ 1851 $ 674 $ 483  $66,754
Individually evaluated for impairment”........ 260 17 — 20 202 19 9 — 527

Loans carried at lower of amortized cost or
fair value less cost to sell.........c.coceiniiccnne — — — — 1,548 68 — — 1,616

$ 9,165 § 15698 821,979 § 3,051 $ 15900 $ 1,938 $ 683 § 483  $68,897

Total loans

™ 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 $778 million and $718 million at March 31, 2015 and 2014, respectively.
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6. Loans Held for Sale

Loans held for sale consisted of the following:

March 31, December 31,

2015 2014
(in millions)

COMMETCIAL JOANS ....ouviiitieiieiietieie ettt ettt ettt et e b e ett e b e e teesbeestesseessesaeesbesssessesssessesssensensseseenes $ 291 § 528
Consumer loans:

Residential MOTEZAZES .....ccueiuiruiriiiirieiee ettt sttt sttt ettt et se bt bt e ebe b e 24 18

OtNET COMSUITIET ... vieuviiietieiieeeieeette et et e eteesteeeveestbeeaseessseessaessseesseassseesseessseansaessseensaassseeseesssensenes 920 66

TOtal CONSUMET LOANS. ... .cuvietieiieiietieieie ettt ettt et et e e te e b e eteesbeestesseesaesseessesseessesssessenssessenssenseenes 114 84
Total 10ans Neld fOr SAIE .........cccuiiiiieiiee ettt e be e saaeebe e s s e esbeesebeesaessnean S 405 $ 612

We originate commercial loans in connection with our participation in a number of syndicated credit facilities with the intent of
selling the loans to unaffiliated third parties. We also purchase commercial loans from the secondary market and hold the loans as
hedges against our exposure to certain total return swaps. The commercial loans under these programs are classified as commercial
loans held for sale and are recorded at fair value as we have elected to designate these loans under the fair value option. The fair
value of these commercial loans held for sale was $255 million and $384 million at March 31, 2015 and December 31, 2014,
respectively. See Note 10, "Fair Value Option," for additional information.

Commercial loans held for sale also included $34 million and $44 million of global banking loans at March 31, 2015 and
December 31, 2014, respectively, which were transferred to held for sale during 2014, as well as commercial real estate loans
totaling $2 million and $100 million at March 31, 2015 and December 31, 2014, respectively.

We sell all our agency eligible loan originations servicing released directly to PHH Mortgage Corporation ("PHH Mortgage").
Gains and losses from the sale of residential mortgage loans are reflected as a component of residential mortgage banking revenue
in the accompanying consolidated statement of income. Also included in residential mortgage loans held for sale are subprime
residential mortgage loans with a fair value of $4 million at both March 31, 2015 and December 31, 2014 which were acquired
from unaffiliated third parties and from HSBC Finance Corporation ("HSBC Finance") with the intent of securitizing or selling
the loans to third parties.

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. PHH Mortgage is obligated to purchase agency eligible loans
from us as of the earlier of when the customer locks the mortgage loan pricing or when the mortgage loan application is approved.
As such, we retain none of the risk of market changes in mortgage rates for these loans.

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

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. The valuation allowance on consumer loans held for sale was $12 million and $15 million at March
31, 2015 and December 31, 2014, respectively. The valuation allowance on commercial loans held for sale was $12 million at
March 31, 2015 compared with $5 million allowance at December 31, 2014.
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7. Intangible Assets

Intangible assets consisted of the following:

March 31, December 31,

2015 2014
(in millions)
Mortgage SEIVICING TIZNES ..c..oueriiuiiiiiiiiiiiiiet ettt $ 140 $ 159
Purchased credit card relationShiPs ..........coveieririeiieieeeee e 46 47
TOtal INTANZIDIE ASSELS ...euveviietiieeiiteeieieieietet ettt ettt ettt ettt e et b e s b e st be st ebeneeseneesesenesens $ 186 $ 206

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

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

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

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

March 31, December 31,

2015 2014
Annualized constant prepayment rate ("CPR").......ccviiiiiiiiiiiiee e 18.2% 15.9%
CONSLANE QISCOUNT TALE ......eeueeeieeietiete ettt sttt et et et et estese e st eteeseeseesesbessessensensenseneenseneeneeneeseeseeseanas 14.0% 14.1%
Weighted average life (1N YEAIS) .....eouivireririenierieieietete ettt sttt et be b sbe e 3.7 4.1
The following table summarizes MSRs activity:
Three Months Ended March 31, 2015 2014
(in millions)
Fair value of MSRs:
Be@INNING DALANCE .....cueeuiiiiiieieteieee ettt ettt st ettt e et et et e st eseeneeseeseeneeseesesseseens $ 159 § 227
Changes in fair value due to changes in valuation model inputs or assumptions ............c.ccecveeveeene 11 (12)
Reductions related to CUSTOMET PAYIMENLS .........cvirierieerertieierieereeteeseeeeteeseessesseessesssesseessesseessenseens t)) (10)
ENAING DAIANCE ...ttt ettt sttt ettt n et ne et neeaeeneeas $ 140 § 205

The outstanding principal balance of serviced for others mortgages, which are not included in the consolidated balance sheet,
totaled $22,244 million and $23,101 million at March 31, 2015 and December 31, 2014, respectively.

Servicing fees collected are included in residential mortgage banking revenue and totaled $15 million and $18 million during the
three months ended March 31, 2015 and 2014, respectively.

During 2013, we completed the conversion of our mortgage processing and servicing operations to PHH Mortgage. Under the
terms of the agreement, PHH Mortgage provides us with mortgage origination processing services as well as the sub-servicing of
our portfolio of owned and serviced for others mortgages with an outstanding principal balance of $40,319 million and $40,889
million at March 31, 2015 and December 31, 2014, respectively. Although we continue to own both the mortgages on our balance
sheet and the mortgage servicing rights associated with the serviced loans at the time of conversion, we now sell our agency eligible
originations to PHH Mortgage on a servicing released basis which results in no new mortgage servicing rights being recognized.

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

8. Goodwill

Goodwill was $1,612 million at both March 31, 2015 and December 31, 2014. Included in goodwill for these periods were
accumulated impairment losses of $670 million. During the first quarter of 2015, there were no events or changes in circumstances
to indicate that it is more likely than not that the fair values of any of our reporting units have reduced below their respective
carrying amounts.

9. Derivative Financial Instruments

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

The following table presents the fair value of derivative contracts by major product type on a gross basis. Gross fair values exclude
the effects of both counterparty netting as well as collateral, and therefore are not representative of our exposure. The table below
presents the amounts of counterparty netting and cash collateral that have been offset in the consolidated balance sheet, as well as
cash and securities collateral posted and received under enforceable credit support agreements that do not meet the criteria for
netting. Derivative assets and liabilities which are not subject to an enforceable master netting agreement, or are subject to a netting
agreement that we have not yet determined to be enforceable, have not been netted in the table below. Where we have received or
posted collateral under credit support agreements, but have not yet determined such agreements are enforceable, the related collateral
also has not been netted in the table below.
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March 31, 2015 December 31, 2014
Derivative Derivative Derivative Derivative
assets liabilities assets liabilities
(in millions)
Derivatives accounted for as fair value hedges”
OTC-ClEAred® ...........ooooooeeeeeoooseees oot 11 298 § 18 206
Bilateral OTC® .........oooooooeeeeseeeeeessoooossssssssse oo 3 353 4 268
14 651 5 474
Derivatives accounted for as cash flow hedges'"

Foreign exchange contracts - bilateral OTCP oo 71 — 45 —
OTC-cleared? ... 8 7 8 6
Bilateral OTC® . — 194 — 161

Interest rate COMEIACES ................cocviuiiuiiiiiciiiee ettt 8 201 8 167

Total derivatives accounted for as hedges....................cccocooveiiiiniiiiiiiicceceee e 93 852 58 641
Trading derivatives not accounted for as hedges®
EXChan@e-traded®...............ooooeeeeeeeeeeeee oo eeeee e eeeeee e see e eee e see e eereee 30 51 46 43
OTC-ClEArEd ..o ee s 22,608 22,240 16,862 17,557
Bilateral OTC® ..........oooooeeoeeeeeeoeee oo 28,247 28,985 28,370 28,398

Interest rate COMEIACES .............c.oooiiiiiieieieeeee ettt eene 50,885 51,276 45,278 45,998
EXChANEE-ATAACAD ... e ee e ee e s eees e s s e eereese e 22 47 — 13
BilAteral OTC® ........oooooooioeeereeeeeeeesesssssse e esssssssssssss s sssssssss s sssssnnnss 27,683 26,262 22,219 20,826

Foreign exchange coNtracts...................cccocooviiiiiiiiiicceeceeeee et 27,705 26,309 22,219 20,839

Equity contracts - bilateral OTC® ...........c..ooooooovvvvveeemmmirrienerneeeeeceeeseesssssssss s eessssssssenns 1,569 1,568 1,635 1,632
EXChANEE-ATAACAD ... e ee e ee e s eees e s s e eereese e 33 31 59 18
BilAteral OTC® ........oooooooieeeereeeeceeesesssssess e sessssssssssss s sssssssss s 794 645 1,013 591

Precious metals contracts 827 676 1,072 609
OTC-ClRAred® ..........ooooooeeeeeeieee e 635 784 604 730
BilAteral OTC® .......oooooooomieeerereecesceesossssssesss e sssssssssssss s 3,550 3,205 3,518 3,288

Credit COMEIACES .............oooiiiiiiiiieeee ettt ettt eaeeeaeeeeaeeeneas 4,185 3,989 4,122 4,018

Other derivatives not accounted for as hedges'"

Interest rate contracts - bilateral OTC®...............coocooioiioooeeeeeeeeeeeeeeee e 865 114 768 88

Foreign exchange contracts - bilateral OTC® ..., — 72 — 44

Equity contracts - bilateral OTC® ..................coooooiiioioeeeeeeeeeeeeeeeeeee e 841 157 757 167

Precious metals contracts - bilateral OTC® ..................cooocoiiimieoeeeseeeeeeeeeeeeeeeeeres — — — 5

Credit contracts - bilateral OTC® ................oo.ccooivreeeoreeeceeeeeeeeeeeeeeeeeeeeeese e eseeeesseees 98 9 73 9

TOtal deriVALIVES............c.oiiiieiiieicccc ettt ettt s st ebens 87,068 85,022 75,982 74,050
Less: Gross amounts of receivable / payable subject to enforceable master netting

AGTCCIMECIIES | .....iiiitiiteeietietietestetestesteseeteseseeseesessessesesseseeseesenseseesensessesessenseseesesseneesesensesessaneas 72,092 72,092 63,913 63,913
Less: Gross amounts of cash collateral received / posted subject to enforceable master

netting agreements™ 6,573 1,084 4811 1,724
Net amounts of derivative assets / liabilities presented in the balance sheet ..................... 8,403 11,846 7,258 8,413
Less: Gross amounts of financial instrument collateral received / posted subject to

enforceable master netting agreements but not offset in the consolidated balance sheet. 1,273 5,420 1,837 4,398
Net amounts of derivative assets / liabilities ............................cooooiiiiiiiiiie, 7,130 $ 6,426 $ 5421 §$ 4,015
(1)

in other assets / interest, taxes and other liabilities on the consolidated balance sheet.
)

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

Over-the-counter (OTC) derivatives include derivatives executed and settled bilaterally with counterparties without the use of an organized exchange or

central clearing house. The credit risk associated with bilateral OTC derivatives is managed through master netting agreements and obtaining collateral.
OTC-cleared derivatives are executed bilaterally in the OTC market but then novated to a central clearing counterparty, whereby the central clearing
counterparty becomes the counterparty to both of the original counterparties. Exchange traded derivatives are executed directly on an organized exchange
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that provides pre-trade price transparency. Credit risk is minimized for OTC-cleared derivatives and exchange traded derivatives through daily margining
required by central clearing counterparties.

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

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

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

®  Netting is performed at a counterparty level in cases where enforceable master netting and credit support agreements are in place, regardless of the type of

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

See Note 17, "Guarantee Arrangements, Pledged Assets and Collateral," for further information on offsetting related to resale and
repurchase agreements and securities borrowing and lending arrangements.

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

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

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

The changes in the fair value of the hedged item designated in a qualifying hedge are captured as an adjustment to the carrying
amount of the hedged item (basis adjustment). If the hedging relationship is terminated and the hedged item continues to exist,
the basis adjustment is amortized over the remaining life of the hedged item. We recorded basis adjustments for active fair value
hedges which decreased the carrying amount of our debt by less than $1 million during the three months ended March 31, 2015,
compared with an increase in the carrying amount of our debt of $1 million during the three months ended March 31, 2014. We
amortized $1 million and $3 million of basis adjustments related to terminated and/or re-designated fair value hedge relationships
of our debt during the three months ended March 31, 2015 and 2014, respectively. The total accumulated unamortized basis
adjustments for terminated fair value hedges amounted to increases in the carrying amount of our debt of $19 million and $21
million as of March 31, 2015 and December 31, 2014, respectively. Basis adjustments for active fair value hedges of available-
for-sale ("AFS") securities increased the carrying amount of the securities by $219 million during the three months ended March
31,2015, compared with an increase of $176 million during the three months ended March 31, 2014. Total accumulated unamortized
basis adjustments for active fair value hedges of available-for-sale securities amounted to an increase in the carrying amount of
$638 million as of March 31, 2015, compared with an increase of $458 million as of December 31, 2014.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments in fair value hedges and the hedged items in fair value hedges and their location on the consolidated statement of
income:

Net Ineffective
Gain (Loss)

Gain (Loss) on Derivative

Gain (Loss) on Hedged Items

Recognized

Interest Income

Interest Income

(Expense) Other Income (Expense) Other Income Other Income
(in millions)

Three Months Ended March 31, 2015

Interest rate contracts/AFS Securities................ $ 54) $ 249) $ 8 3§ 240 $ )
Interest rate contracts/subordinated debt ........... 3 — (11) — —
TOtal ..o $ 1) $ (249) $ 77 $ 240 $ 9)
Three Months Ended March 31, 2014

Interest rate contracts/AFS Securities................ $ (64) $ (219) § 102 3 213§ (6)
Interest rate contracts/subordinated debt ........... 4 (1) (15) 1 —
TOtal ..o $ (60) $ (220) $ 87 § 214§ (6)

Cash Flow Hedges We own or issue floating rate financial instruments and enter into forecasted transactions that give rise to
variability in future cash flows. As a part of our risk management strategy, we use interest rate swaps, currency swaps and futures
contracts to mitigate risk associated with variability in the cash flows. Changes in fair value of a derivative instrument associated
with the effective portion of a qualifying cash flow hedge are recognized initially in other comprehensive income (loss). When
the cash flows for which the derivative is hedging materialize and are recorded in income or expense, the associated gain or loss
from the hedging derivative previously recorded in accumulated other comprehensive loss is reclassified into earnings in the same
accounting period in which the designated forecasted transaction or hedged item affects earnings. Ifa cash flow hedge of a forecasted
transaction is de-designated because it is no longer highly effective, or if the hedge relationship is terminated, the cumulative gain
or loss on the hedging derivative to that date will continue to be reported in accumulated other comprehensive loss unless it is
probable that the hedged forecasted transaction will not occur by the end of the originally specified time period as documented at
the inception of the hedge, at which time the cumulative gain or loss is released into earnings. As of March 31,2015 and December 31,
2014, active cash flow hedge relationships extend or mature through July 2036. During the three months ended March 31, 2015,
$3 million of losses related to terminated and/or re-designated cash flow hedge relationships were amortized to earnings from
accumulated other comprehensive loss compared with losses of $1 million during the three months ended March 31, 2014. During
the next twelve months, we expect to amortize $11 million of remaining losses to earnings resulting from these terminated and/
or re-designated cash flow hedges. The interest accrual related to the derivative contract is recognized in interest income.

The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments in cash flow hedges (including amounts recognized in AOCI from all terminated cash flow hedges) and their locations
on the consolidated statement of income:

Gain (Loss)
Gain (Loss) Gain (Loss) . . Recognized
Recognized Reclassed Location of Gain in Income
in AOCI on . . From AOCI (Loss) Recognized on the
Derivative Location of Gain into Income in Income Derivative
(Effective (Loss) Reclassified (Effective on the Derivative (Ineffective
Portion) from AOCI Portion) (Ineffective Portion and Portion)
into Income Amount Excluded from
2015 2014 (Effective Portion) 2015 2014 Effectiveness Testing) 2015 2014
(in millions)
Three Months Ended March 31,
Interest income
Foreign exchange contracts.... § — $§ 1 (expense) $§ — $§ — Other income $§ — § —
Interest income .
Interest rate contracts.............. 33) (36) (expense) A3 ) Other income — —
Total....cveevieeieeieeeeeeeee $ (33 $ (35 $ 3 @) $ — § —
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Trading Derivatives and Non-Qualifying Hedging Activities In addition to risk management, we enter into derivative instruments
for trading and market making purposes, to repackage risks and structure trades to facilitate clients’ needs for various risk taking
and risk modification purposes. We manage our risk exposure by entering into offsetting derivatives with other financial institutions
to mitigate the market risks, in part or in full, arising from our trading activities with our clients. In addition, we also enter into
buy-protection credit derivatives with other market participants to manage our counterparty credit risk exposure. Where we enter
into derivatives for trading purposes, realized and unrealized gains and losses are recognized in trading revenue or residential
mortgage banking revenue. Credit losses arising from counterparty risk on over-the-counter derivative instruments and offsetting
buy protection credit derivative positions are recognized as an adjustment to the fair value of the derivatives and are recorded in
trading revenue.

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

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:

Amount of Gain (Loss)
Recognized in Income on
Derivatives

Location of Gain (Loss) Three Months Ended March 31,

Recognized in Income on Derivatives 2015 2014

(in millions)

Interest rate CONracts ............coccoeeerevucucurecreenenne Trading revenue $ 470 $ 61
Interest rate CONLracts ..........cceueueueueueueueueueuennes Residential mortgage banking revenue 24 11
Foreign exchange contracts...........cccceeeeeennennen. Trading revenue (356) 25
Equity contracts..........coceevevereeeneeeneeeneeseeens Trading revenue 1) —
Precious metals contracts .............cccocooeveininnnne. Trading revenue 46 8
Credit CONracts .......cecveveeevereeeeneeerieenieeseeeeeene Trading revenue (21) (7

TOtAL . $ 162 §$ 98
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The following table presents information on gains and losses on derivative instruments held for non-qualifying hedging activities
and their locations on the consolidated statement of income:

Amount of Gain (Loss)
Recognized in Income on
Derivatives

Three Months Ended March 31,

Location of Gain (Loss)
Recognized in Income on Derivatives 2015 2014

(in millions)

Interest rate CONLracts ........c.eeeveveveueverereuemeuenenes Gain (loss) on instruments designated at fair

value and related derivatives $ 109 § 116
Interest rate contracts ...........cceceevvviviiiiinnnnne Residential mortgage banking revenue — —
Foreign exchange contracts..........c.cocceereruneee. Gain (loss) on instruments designated at fair

value and related derivatives 6} 4
EqUity CONracts.....c.c.ceueueueuemeuereuereiererererenenenenes Gain (loss) on instruments designated at fair

value and related derivatives 257 81
Precious metals contracts ............ccoceeueeeneriennnee Gain (loss) on instruments designated at fair

value and related derivatives 1 16
Credit CONracts ........coevveeevereeeeenenenenenennens Gain (loss) on instruments designated at fair

value and related derivatives — 1
Credit CONracts ........coevveeeeeeeeeenenenenenenaens Other income 22 @)
TOtAL ...ttt $ 388 § 214

Credit-Risk Related Contingent Features We enter into total return swap, interest rate swap, cross-currency swap and credit
default swap contracts, amongst others which contain provisions that require us to maintain a specific credit rating from each of
the major credit rating agencies. Sometimes the derivative instrument transactions are a part of broader structured product
transactions. f HSBC Bank USA, National Association's ("HSBC Bank USA") credit ratings were to fall below the current ratings,
the counterparties to our derivative instruments could demand us to post additional collateral. The amount of additional collateral
required to be posted will depend on whether HSBC Bank USA is downgraded by one or more notches. The aggregate fair value
of all derivative instruments with credit-risk-related contingent features that were in a liability position as of March 31, 2015, was
$8,862 million for which we had posted collateral of $7,751 million. The aggregate fair value of all derivative instruments with
credit-risk-related contingent features that were in a liability position as of December 31, 2014, was $7,006 million for which we
had posted collateral of $6,136 million. Substantially all of the collateral posted is in the form of cash or securities available-for-
sale. See Note 17, "Guarantee Arrangements, Pledged Assets and Collateral," for further details.

The following tables summarize our obligation to post additional collateral (from the current collateral level) in certain hypothetical
commercially reasonable downgrade scenarios of our long term ratings. It is not appropriate to accumulate or extrapolate information
presented in the tables below to determine our total obligation because the information presented to determine the obligation in
hypothetical rating scenarios is not mutually exclusive.

Single-notch Two-notch

downgrade downgrade
Moody’s A2 A3

(in millions)

Amount of additional collateral to be posted upon downgrade ............ccecvevveviieienieienieieneeee e, $ 47 $ 414

Single-notch Two-notch

downgrade downgrade
Standard & Poor's (""S&P'") A+ A

(in millions)

Amount of additional collateral to be posted upon downgrade ............ccccvevieviieienrieienieieeeeeeereenen, $ — 3 47
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Notional Value of Derivative Contracts The following table summarizes the notional values of derivative contracts:

March 31, 2015 December 31, 2014

(in millions)

Interest rate:

Futures and fOrWardS............ooouiiiuiiiiiiiii ettt s e enae s $ 143,809 $ 87,406
SWADS .veeuveereeriertertietesteetesteete st etesseestesseessesseessasseesseeseesseeseesseeseesseeseesseeseebeesaeseessereas 2,913,021 3,096,382
OPHIONS WITEEETI....e.etieitietieie et ettt sttt st e e st e bt e e e st et e st et e eseeeseeneesneeneeeees 77,549 70,903
OptioNS PUICRASEA ......ovieieiieieiieiee ettt et se s e eneeneeenas 99,543 83,524
3,233,922 3,338,215
Foreign Exchange:

Swaps, futures and fOrwards ...........ccoeeeririerieeceeeeeee e 912,060 866,835
OPHONS WITEETI....evvivietieiietieeieeteeteeteete e etesteeseseeessesseessesssesseessesseessesseessesseensesseensenses 105,858 117,088
Options PUICRASEA ......cuiieieiieiieie et 101,442 118,350
610 USRS 63,229 58,700
1,182,589 1,160,973

Commodities, equities and precious metals:
Swaps, futures and fOrwards ...........ccoeceririeiireeeeeee e 46,163 48,263
OPHONS WITEETI . .euvivierieeietieeieteeeeeteete e etesteeaeseeesbesseessesssessesssesseesseseessesseessesseensenses 16,324 18,015
Options PUICRASEA ......cuiieieiieiieit et 20,637 23,452
83,124 89,730
CIEAIt AEIIVALIVES ....vveeieiieeceeie et eee et e e et eeae e e e eaaeeeeaaeeestaeesnneessenneessneeeans 237,549 240,737
TOMAL .ottt et ettt ettt et et ettt et et e e tb e b e eas e beerseebeenteereeateereenaeaas $ 4,737,184 §$ 4,829,655
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10. Fair Value Option

We report our results to HSBC in accordance with HSBC Group accounting and reporting policies ("Group Reporting Basis"),
which apply International Financial Reporting Standards ("IFRS"). 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
reporting to certain commercial loans held for sale, certain fixed rate long-term debt issuances and hybrid instruments which
include all structured notes and structured deposits. Changes in fair value for these assets and liabilities are reported as gain (loss)
on instruments designated at fair value and related derivatives in the consolidated statement of income.

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. Interest from these loans
is recorded as interest income in the consolidated statement of income. Because a substantial majority of the loans elected for the
fair value option are floating rate assets, changes in their fair value are primarily attributable to changes in loan-specific credit risk
factors. The components of gain (loss) related to loans designated at fair value are summarized in the table below. As of March 31,
2015 and December 31,2014, no loans for which the fair value option has been elected are 90 days or more past due or on nonaccrual
status.

Long-Term Debt (Own Debt Issuances) We elected to apply FVO 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. The components of gain (loss)
related to long-term debt designated at fair value are summarized in the table below.

Hybrid Instruments We elected to apply FVO accounting to all of our hybrid instruments issued, inclusive of structured notes
and structured deposits. The valuation of the hybrid instruments is predominantly driven by the derivative features embedded
within the instruments. Cash flows of the hybrid instruments 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. The components of gain (loss) related to hybrid instruments designated at fair value which
reflect the instruments described above are summarized in the table below.

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

Unpaid Principal
Fair Value Balance

(in millions)

At March 31, 2015
Commercial loans held for sale.........c.ooueoiiiiiiiniiiie e $ 255 §$ 270
Fixed rate long-term debt............ocoviiiiiiininiiiicc e 2,191 1,750
Hybrid instruments:
SrUCtUred dEPOSIES -...veeeiiiietieiet ettt sttt ettt 6,948 6,768
SHIUCTUIEA NOTES ..eevviieieiieiiecieeie ettt ettt et et aesteebesteesbessaebeesaesseessesseensesseensas 6,842 6,466
At December 31, 2014
Commercial loans held for sale.........c.couioiiiiiiiiiiii e $ 384 % 390
Fixed rate long-term debt 2,179 1,750
Hybrid instruments:
Structured dEPOSIES .....ecveeverieriirreieieieieteeeeee ettt e 7,346 7,176
SHIUCTUIEA NOTES ..eevviieieiieiiecieeie ettt ettt et et aesteebesteesbessaebeesaesseessesseensesseensas 6,612 6,275
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Components of Gain (Loss) on Instruments at Fair Value and Related Derivatives Gain (loss) on instruments designated at fair
value and related derivatives includes the changes in fair value related to interest, credit and other risks as well as the mark-to-
market adjustment on derivatives related to the financial instrument designated at fair value and net realized gains or losses on
these derivatives. The following table summarizes the components of gain (loss) on instruments designated at fair value and related
derivatives related to the changes in fair value of the financial instrument accounted for under FVO:

Long-Term Hybrid
Loans Debt Instruments Total

(in millions)

Three Months Ended March 31, 2015

Interest rate and other components™ ................cocoovivoiroercieeere, $ — $ @82 $ (288) $ (370)

Credit risk component®® ..o, (10) 70 29 89
Total mark-to-market on financial instruments designated at fair

VAIUE ..ottt (10) (12) (259) (281)
Net realized loss on financial instruments...........cccccceceecevverininrcncnnenne. — — — —
Mark-to-market on the related derivatives .........c.ccceeeeveeircenicnenicnennns — 70 279 349
Net realized gain on the related long-term debt derivatives.................. — 17 — 17
Gain (loss) on instruments designated at fair value and related

ETIVALIVES .. cuiiiiiiieetei ettt s $ (10) $ 75 $ 20§ 85
Three Months Ended March 31, 2014

Interest rate and other components™ ................cco.coooirrioriirrerrnnnnne. $ — 3 82) $ (153) $ (235)

Credit risk component®® ... ..o — 19 26 45
Total mark-to-market on financial instruments designated at fair
VALUC .ttt — (63) (127) (190)
Net realized loss on financial instruments...........c.cccceceeeevcencenencncnenne. — — — —
Mark-to-market on the related derivatives .........ccccccecveveivviniiininennns — 70 131 201
Net realized gain on the related long-term debt derivatives.................. — 17 — 17
Gain (loss) on instruments designated at fair value and related
ETIVALIVES ...ttt $ — 3 24 % 4 3 28

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

@ During the first quarter of 2015 and 2014, the gains in the credit risk component for long-term debt were attributable to the widening of our own credit
spreads.

®  During the first quarter of 2015, the gain in the credit risk component for hybrid instruments is attributable primarily to the widening of our own credit

spreads related to structured notes while the gain during the first quarter of 2014 was attributable primarily to the widening of our own credit spreads related
to structured notes partially offset by the tightening of credit spreads on structured deposits.
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11. Accumulated Other Comprehensive Loss

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

Three Months Ended March 31, 2015 2014

(in millions)

Unrealized gains (losses) on investment securities:

Balance at be@inning Of PETIOQ. .......c.euiiiiriiieiriee ettt $ 158 § (18)
Other comprehensive income (loss) for period:
Net unrealized gains (losses) arising during period, net of tax of $(11) million and $93 million, respectively .................. a9 144
Reclassification adjustment for gains realized in net income, net of tax of $(9) million and $(9) million, respectively™ . 14) 14)
Amortization of net unrealized losses on securities transferred from available-for-sale to held-to-maturity realized in
net income, net of tax 0f $3 MIITON' ..........ooiiiiieie ettt et ettt seeve et eneesesenens 5 —
Total other comprehensive income (10SS) fOr PEIIOQ........coueuiiririeuiririiicirieicereecretc ettt es (28) 130
Balance at @nd Of PEIIOd..........cooiiiiiiiiiiiiiiii e 130 112

Unrealized losses on other-than-temporarily impaired debt securities held-to-maturity:

Balance at beginning of period — (60)

Reclassification adjustment related to the accretion of unrealized other-than-temporary impairment, net of tax of $1

Other comprehensive income for period:

million" — 1
Total other comprehensive income for period.. — 1
Balance at @nd Of PEIIOA.........c.ciiiiiiiiiiii bbb — (59)

Unrealized losses on derivatives designated as cash flow hedges:
Balance at beginning 0f PETIOQ........c.ccuvveuiiriiieiirieiieer ettt ettt ettt ettt et b et et ea e nen (156) (83)
Other comprehensive loss for period:
Net unrealized losses arising during period, net of tax of $(12) million and $(13) million, respectively .........cccoceerenunuene 21 (21)
Reclassification adjustment for losses realized in net income, net of tax of $1 million and less than $1 million,
TESPECHIVELY ™ L. oo 2 1
Total other comprehensive 10ss fOr PETIOd ...........couiiiiiiiiiiiiiiiiiiiii e a9 (20)
Balance at €nd 0f PEIIOd........c.ccoiiiiiiiiiiiiiiiiciic e 175) (103)
Pension and postretirement benefit liability:
Balance at beginning 0f PETIOQ..........cuoviiiiiiiiiiiiiice et 3) 2
Other comprehensive income for period:
Change in unfunded pension and postretirement liability, net of tax of less than $1 million..........cccocveeeirieeinrceneine 1 —
Total other comprehensive iNCOME fOr PETIOM. .......c..eiruiieiieiirieieeete ettt sttt st ne e saeneens 1 —
Balance at and end of PETiod .........c.cuoiiiiiiiiiiiiiiiiiii e ?2) 2
Total accumulated other comprehensive loss at end of period...................c.ococoiiiiiie $ 7 $ (48)

1)
2

(3)

“)

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

Amount amortized to net income is included in interest income in our consolidated statement of income. During the third quarter of 2014, we transferred
securities from available-for-sale to held-to-maturity. At the date of transfer, AOCI included net pretax unrealized losses of $234 million related to the
transferred securities which will be amortized over the remaining contractual life of each security as an adjustment of yield in a manner consistent with the
amortization of any premium or discount.

Amount reclassified to the carrying value of the debt securities is included in securities held-to-maturity in our consolidated balance sheet.

Amount reclassified to net income is included in interest income (expense) in our consolidated statement of income.
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12. Pension and Other Postretirement Benefits

Defined Benefit Pension Plan The components of pension expense for the defined benefit pension plan recorded in our
consolidated statement of income and shown in the table below reflect the portion of pension expense of the combined HSBC
North America Pension Plan (either the "HBSC North America Pension Plan" or the "Plan") which has been allocated to us.

Three Months Ended March 31, 2015 2014

(in millions)
Service cost — benefits earned during the Period ............coeoeiriiiirininienineneeeeee e $ 2 $ 1
Interest cost on projected benefit Obligation ...........ccccvevieiiiiiiiiiiiiicec 17 18
Expected return 0N Plan @SSELS ........coeeireririiriintenieietetetet ettt ettt ettt ettt (23) (20)
Amortization of net actuarial [OSS .......c..covevueviirieiiiiiiieii e 9 9
PENSION EXPEIISE ..ttt ettt ettt ettt ettt b e bbbt bttt b et ettt e st et eb b e st et ebeebeebe b $ 5% 8

During the first quarter of 2015, HSBC North America made an additional contribution of $46 million to the Plan.

Postretirement Plans Other Than Pensions The components of net periodic benefit cost for our postretirement plans other than

pension are as follows:

Three Months Ended March 31, 2015 2014

(in millions)
Interest cost on accumulated benefit Obligation............coeeveiiiiiiiiiiieee e 1 1
Net periodic postretirement BeNefit COSt.......eiuiririiriiriiiriieieeiee et $ 1 3 1
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13. Related Party Transactions

In the normal course of business, we conduct transactions with HSBC and its subsidiaries. These transactions occur at prevailing
market rates and terms and include funding arrangements, derivative, servicing arrangements, information technology, centralized
support services, banking and other miscellaneous services. All extensions of credit by (and certain credit exposures of) HSBC
Bank USA to other HSBC affiliates (other than Federal Deposit Insurance Corporation ("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:

March 31, December 31,
2015 2014

(in millions)

Assets:
Cash and due from DANKS ..........cooviuiiieiiiiiiceeccceeceeee ettt ettt ettt e $ 171 $ 140
Interest bearing deposits With banks! ...........c..cooiviiiiiviiiieieeeeeee e 1,017 928
Trading ASSCES ) ettt ettt ettt ettt ettt e et e et et ee e eeen 21,048 20,194
| QY s T PP PRPRRRONt 5,016 4,821
Other™ ... 1,082 983
Total assets $ 28334 §$§ 27,066
Liabilities: -
DIEPOSIES «..vvieeeveteeeet ettt ettt ettt ae et et ts st sttt bt ee ettt s et eb et e st e b s eenas et b eteae st st ese e s s esees $ 15688 $ 16,596
Trading HaDIlIIEs™ ..........oo.oveioeeeeeeeeeee e 22,478 21,130
Short-term borrowings .... 1,676 847
o) Yo 157 4 0 6 <] o SRR — 3,981
ORET™ .t 387 459
TOTA] THADIIITIES. ...ttt ettt et ettt e e e st e e et e eaa e e st e sateeteesaseeaaeeseseesaeesanean $ 40,229 §$ 43,013

M Includes interest bearing deposits with HSBC Mexico S.A. of $800 million at both March 31, 2015 and December 31, 2014, respectively.

@ Trading assets and trading liabilities do not reflect the impact of netting which allows the offsetting of amounts relating to certain contracts if certain conditions
are met. Trading assets and liabilities primarily consist of derivatives contracts.

@ Other assets and other liabilities primarily consist of derivative contracts.
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Three Months Ended March 31, 2015 2014
(in millions)

Income/(Expense):

INEETESE INCOMIC ...ttt sttt sttt ettt e b et bbb sae et ae e ennene $ 30 $ 14

INEEIEST EXPEIISE ...ttt ettt sttt ettt ettt et bt et eae et saee bt eaaesbe e s enbeeenesbeennesueenneene (14) (18)
Net interest iNCOME (EXPEINSE) .....ccvivivirriiiireriiiiterccte ettt esennne e 16 4)
TTAAINE TEVEIIUC. ......utiiiieiieieeteetert sttt ettt et b bt ettt et et e et e bt eb e bt sbesbe e b b st et ebenaennen 148 852
Servicing and other fees from HSBC affiliates:

HSBC BanK PIC ..ottt 19 16

HSBC FINance COrporation ........c.cocoueeueieieieirteiieiene sttt seessetesteeesesnesteseesesaesaesressesaesaessessessensenne 16 15

HSBC Markets (USA) INC. ("HMUS™) ....cuooiiiiiiieircereceeeeet et 7 4

Other HSBC affIlIAtes ......c.coiriiiiiieieicieieieieetcese sttt st s et eee 14 12
Total servicing and other fees from HSBC affiliates.........ccccoivireninineniinieiiiceeceseeseeeee 56 47
Gain (loss) on instruments designed at fair value and related derivatives..........coceevererienieienieienceee 258 98
Support services from HSBC affiliates:

HMIUS ottt ettt ettt h et h et bbbt sttt b ettt n e (64) (57

HSBC Technology & Services (USA) ("HTSU™).c.ovuiiiiiniinieeecteeeeeer e (240) (253)

Other HSBC affIlIAtes ......c.coiriiiiiieieieieiccectee sttt ettt st s e (48) (44)
Total support services from HSBC affiliates..........ccooeivieinieinieiniiiiiicinieeeeeeeeeeseeee e (352) (354)
Stock based compensation expense with HSBC™ ...............cooooiiriierieieeeeeeeeeeeeeeeeee e (13) @)

M 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. Employees also may participate in a defined benefit pension plan and other postretirement plans sponsored by
HSBC North America which are discussed in Note 12, "Pension and Other Postretirement Benefits."

Funding Arrangements with HSBC Affiliates:

We use HSBC affiliates to fund a portion of our borrowing and liquidity needs. At December 31, 2014, long-term debt with affiliates
reflected $4.0 billion in floating rate senior debt with HSBC North America. During the first quarter of 2015, we repaid this debt
in full. See Note 15, "Retained Earnings and Regulatory Capital Requirements," for additional details.

We have the following funding arrangements available with HSBC affiliates, although there were no outstanding balances at either
March 31, 2015 or December 31, 2014:

*  $805 million committed line of credit with HSBC Investment (Bahamas) Limited; and
*  $150 million uncommitted line of credit with HSBC North America Inc. ("HNAI").

We have also incurred short-term borrowings with certain affiliates. In addition, certain affiliates have also placed deposits with
us.

Lending and Derivative Related Arrangements Extended to HSBC Affiliates:
At March 31, 2015 and December 31, 2014, we have the following loan balances outstanding with HSBC affiliates:

March 31, December 31,

2015 2014
(in millions)
HSBC FINance COrPOTatiOn............cveuieiirieieriirietieriotestestesessesessesseseessessesseseeseessesessessessessessessessens $ 3014 § 3,014
HSBC Markets (USA) Inc. ("HMUS") and subsidiari€s.........cccceeevieriercreerieeiienieecieeeieeieesve e 764 563
HSBC Bank Brasil S.A . .......oooo oot eete e et eaae e et e e eeaeeeeeaneeeenneeeeaeeeenns 1,110 1,108
Other short-term affiliate IeNding .........c.covveeiiiieiiieieiieete e sae e e 128 136
TOLAL LOAIIS. ...ttt ettt e e et e et eeeaaeeeeaateeeeseeesenaeeeenaeeesaseeesenneesanaeeesaeeesnes $ 5016 $ 4,821

HSBC Finance Corporation We have extended a $5.0 billion, 364-day uncommitted unsecured revolving credit agreement to
HSBC Finance which expires during the fourth quarter of 2015. The credit agreement allows for borrowings with maturities of
up to 5 years. At both March 31, 2015 and December 31,2014, $3.0 billion was outstanding under this credit agreement with $512
million maturing in September 2017, $1.5 billion maturing in January 2018 and $1.0 billion maturing in September 2018. We have
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also extended a committed revolving credit facility to HSBC Finance of $1.0 billion which did not have any outstanding balance
at either March 31, 2015 or December 31, 2014. This credit facility expires in May 2017.

HMUS and subsidiaries We have extended loans and lines, some of them uncommitted, to HMUS and its subsidiaries in the
amount of $6.7 billion at both March 31, 2015 and December 31, 2014, respectively, of which $764 million and $563 million,
respectively, was outstanding. The outstanding balances mature in May 2015.

HSBC Bank Brasil S.A. We have extended uncommitted lines of credit to HSBC Bank Brasil in the amount of $1.2 billion of
which $1.1 billion was outstanding at both March 31, 2015 and December 31, 2014, respectively. The outstanding balances mature
at various stages between 2016 and 2018.

We have extended lines of credit to various other HSBC affiliates totaling $2.3 billion which did not have any outstanding balances
at either March 31, 2015 and December 31, 2014.

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 March 31, 2015 and December 31, 2014, there were $128
million and $136 million, respectively, of these loans outstanding.

HUSI is also committed to provide liquidity facilities to backstop the liquidity risk in Regency, an asset-backed commercial paper
conduit consolidated by an HSBC affiliate, in relation to assets originated in the U.S. The notional amount of the liquidity facilities
provided by HUSI to Regency was approximately $2.7 billion as of March 31, 2015, which is less than half of Regency's total
liquidity facilities.

As part of a global HSBC strategy to offset interest rate or other market risks associated with certain securities, debt issues and
derivative contracts with unaffiliated third parties, we routinely enter into derivative transactions with HSBC Finance, HSBC Bank
plc and other HSBC affiliates. The notional value of derivative contracts related to these transactions was approximately $1,063.2
billion and $1,082.6 billion at March 31, 2015 and December 31, 2014, respectively. The net credit exposure (defined as the net
fair value of derivative assets and liabilities) related to the contracts was approximately $1,089 million and $1,166 million at March
31, 2015 and December 31, 2014, respectively. Our Global Banking and Markets business accounts for these transactions on a
mark to market basis, with the change in value of contracts with HSBC affiliates substantially offset by the change in value of
related contracts entered into with unaffiliated third parties.

Services Provided Between HSBC Affiliates:

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

» Servicing activities for residential mortgage loans across North America are performed both by us and HSBC Finance. As a
result, we receive servicing fees from HSBC Finance for services performed on their behalf and pay servicing fees to HSBC
Finance for services performed on our behalf. The fees we receive from HSBC Finance are reported in servicing and other
fees from HSBC affiliates. Fees we pay to HSBC Finance are reported in support services from HSBC affiliates. This includes
fees paid for the servicing of residential mortgage loans (with a carrying amount of $804 million and $837 million at March
31, 2015 and December 31, 2014, respectively) that we purchased from HSBC Finance in 2003 and 2004.

» HSBC North America's technology and certain centralized support services including human resources, corporate affairs, risk
management, legal, compliance, tax, finance and other shared services that 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.

*  Weuse HSBC Global Resourcing (UK) Ltd., an HSBC affiliate located outside of the United States, to provide various support
services to our operations including among other areas, customer service, systems, collection and accounting functions. The
expenses related to these services are included in support services from HSBC affiliates.

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

43



HSBC USA Inc.

Other Transactions with HSBC Affiliates

We received revenue from our affiliates for rent on certain office space, which has been recorded as a component of support services
from HSBC affiliates. Rental revenue from our affiliates totaled $15 million and $14 million during the three months ended March
31, 2015 and 2014, respectively.

14. Business Segments

We have four distinct business segments that we utilize for management reporting and analysis purposes, which are aligned with
HSBC's global businesses and business strategy: Retail Banking and Wealth Management ("RBWM"), Commercial Banking
("CMB"), Global Banking and Markets ("GB&M") and Private Banking ("PB"). There have been no changes in the basis of our
segmentation or measurement of segment profit as compared with the presentation in our 2014 Form 10-K.

Our segment results are presented in accordance with HSBC Group accounting and reporting policies, which apply International
Financial Reporting Standards ("IFRS") 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") (a non-U.S. GAAP financial
measure) as operating results are monitored and reviewed, trends are evaluated and decisions about allocating resources, such as
employees, are primarily made on this basis. However, we continue to monitor capital adequacy, establish dividend policy and
report to regulatory agencies on a U.S. GAAP basis.

We are currently in the process of re-evaluating the financial information used to manage our businesses, including the scope and
content of the U.S. GAAP financial data being reported to our Management and our Board. To the extent we make changes to this
reporting in 2015, we will evaluate any impact such changes may have on our segment reporting.

A summary of differences between U.S. GAAP and Group Reporting Basis as they impact our results are presented in Note 23,
"Business Segments," in our 2014 Form 10-K. There have been no significant changes since December 31, 2014 in the differences
between U.S. GAAP and Group Reporting Basis.
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The following table summarizes the results for each segment on a Group Reporting Basis, as well as provides a reconciliation of
total results under the Group Reporting Basis to U.S. GAAP consolidated totals:

Group Reporting Basis Consolidated Amounts

Group
Group Repor.ting
Adjustments/ Reporting Basis U.S. GAAP
Reconciling Basis Reclassi-  Consolidated
RBWM CMB GB&M PB Other Items Total Adjustmentsm fications” Totals

(in millions)
Three Months Ended March 31, 2015
Net interest income ™ ......... $ 197 $§ 201 $ 118 $ 49 § ©) $ 5) $ 554 $ 14) $ 66 $ 606
Other operating income...... 87 77 266 24 82 5 541 (10) (67) 464
Total operating income...... 284 278 384 73 76 — 1,095 (24) (0] 1,070
Loan impairment charges... 22 10 8 — — — 40 14 (6] 53

262 268 376 73 76 — 1,055 (38) — 1,017
Operating expenses® ......... 281 169 259 58 27 — 794 a7) — 777
Profit (loss) before income
taX eXPense........coevvurinnnn $ (@19 $ 99 S 117 $ 15 § 49 § — 3 261 $ 21 $ — 8 240
Balances at end of -
period:
Total assets......c.ceeveeruerenene $19,856 $30,788 $198,942 §$8,121 $ 804 $ — $258,511 § (56,958) $ 41 § 201,594
Total loans, net................. 16,902 29,649 23,341 6,424 — — 76,316 891 3,548 80,755
GoodWill ..c.ooveeiiieciiine 581 358 — 325 — — 1,264 348 — 1,612
Total deposits.......ccccevveuenee 29,240 22,209 38,891 10,973 — — 101,313 (5,975) 23,756 119,094
Three Months Ended March 31, 2014
Net interest income™" ......... $ 198 § 187 § 97 $ 49 $ (13) $ G)$ 513 % 15) $ 21 $ 519
Other operating income...... 113 68 294 25 25 5 530 @) (26) 500
Total operating income....... 311 255 391 74 12 — 1,043 19) 4) 1,019
Loan impairment charges... 2 7 15 5 — — 19 4 7 16
309 248 376 79 12 — 1,024 (23) 2 1,003

Operating expenses® ......... 279 158 239 55 25 — 756 ®) 2 750
Profit (loss) before income
taX EXPENSE..cvvvevemerrereneennen $ 30 $ 90 $ 137 ' $ 24 § (13) $ — 3 268 $ (15) $ — 3 253
Balances at end of -
period:
Total assets......c.cceeerueuenee $19,143  $25,594 $181,545 $8231 $§ 723 § — $235236 $ (47,888) $ (174) $ 187,174
Total loans, net.................. 16,177 24,509 17,485 6,022 — — 64,193 1,411 2,719 68,323
Goodwill 581 358 — 325 — — 1,264 348 — 1,612
Total deposits.........cccvuevenee 30,206 21,254 30,126 12,529 — — 94,115 (3,247) 14,663 105,531

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

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

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

®  Represents adjustments associated with differences between the Group Reporting Basis and the U.S. GAAP basis of accounting.

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

Bank dividends are a major source of funds used for payment by us of shareholder dividends and, along with interest earned on
investments, cover our operating expenses which consist primarily of interest on outstanding debt. Any significant dividend from
HSBC Bank USA would require the approval of the Office of the Comptroller of the Currency. Approval is also required if the
total of all dividends HSBC Bank USA declares in any year exceeds the cumulative net profits for that year, combined with the
profits for the two preceding years reduced by dividends attributable to those years. 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.

The following table summarizes the capital amounts and ratios of HSBC USA and HSBC Bank USA, calculated in accordance
with banking regulations in effect as of March 31, 2015 and December 31, 2014:

March 31, 2015 December 31, 2014
Capital Well-Capitalized Actual Capital Well-Capitalized Actual
Amount Ratio" Ratio Amount Ratio" Ratio

(dollars are in millions)

Total capital ratio:®

HSBC USA....cooeieeree $ 24,732 10.00% 16.34% § 21,017 10.00% 15.78%

HSBC Bank USA........ccoceueneee. 26,916 10.00 18.55 22,760 10.00 17.86
Tier 1 capital ratio:®

HSBC USA...ccoeiireiinen, 19,089 6.00 12.61 15,205 6.00 11.41

HSBC Bank USA........ccoeenee. 22,246 8.00 15.33 17,215 8.00 13.51
Common equity Tier 1 ratio:®)

HSBC USA oo 17,830 450 @ 1178 13,754 450 @ 1033

HSBC Bank USA........ccceeneee. 19,863 6.50 13.69 17,215 6.50 13.51
Tier 1 leverage ratio:

HSBC USA ..o, 19,089 400 @ 991 15,205 400 @ 854

HSBC Bank USA........cccoeenee. 22,246 5.00 12.02 17,215 5.00 10.06
Risk weighted assets:®

HSBC USA ..o 151,347 133,211

HSBC Bank USA.........ccccueuee. 145,121 127,456

(" 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. The regulatory ratios for an institution to be well-capitalized under Basel III became effective beginning January
1, 2015 and the new ratios are shown for both periods.

@ 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 in
both periods are the required regulatory minimum ratios beginning in 2015.

® At March 31, 2015, risk weighted assets are calculated under the Basel T Standardized Approach, which replaced the Basel I risk-based guidance for
determining risk weighted assets beginning January 1, 2015.

In 2013, U.S. banking regulators issued a final rule implementing the Basel I1I capital framework in the U.S. which, for banking
organizations such as HSBC North America and HSBC Bank USA, took effect January 1, 2014 with certain provisions being
phased in over time through the beginning of 2019. As a result, the capital ratios in the table above are reported in accordance with
the Basel III transition rules within the final rule. In addition, the Basel III final rule introduced the Standardized Approach for
risk weighted assets, which replaced the Basel I risk-based guidance for determining risk weighted assets beginning January 1,
2015.

During the first quarter of 2015, HSBC USA repaid $4,000 million of senior long-term debt previously issued to HSBC North
Americaand HSBC Bank USA repaid $900 million of subordinated long-term debt previously issued to HSBC USA. In conjunction
with these repayments, HSBC USA received a capital contribution of $4,000 million from its immediate parent, HNAI, in exchange
for one share of common stock and HSBC USA made capital contributions to its subsidiary, HSBC Bank USA, of $2,400 million
in exchange for two shares of common stock and $2,500 million in exchange for 250 shares of non-cumulative preferred stock.
These capital actions were taken to support our growth strategy and to strengthen the Basel I1I regulatory capital positions of both
HSBC USA and HSBC Bank USA.
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16. 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 be potentially significant to the VIE and therefore are deemed to be the primary
beneficiary. We take into account our entire involvement in a VIE (explicit or implicit) in identifying variable interests that
individually or in the aggregate could be significant enough to warrant our designation as the primary beneficiary and hence require
us to consolidate the VIE or otherwise require us to make appropriate disclosures. We consider our involvement to be significant
where we, among other things, (i) provide liquidity put options or other liquidity facilities to support the VIE's debt obligations;
(i) enter into derivative contracts to absorb the risks and benefits from the VIE or from the assets held by the VIE; (iii) provide a
financial guarantee that covers assets held or liabilities issued; (iv) design, organize and structure the transaction; and (v) retain a
financial or servicing interest in the VIE.

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

Consolidated VIEs The following table summarizes assets and liabilities related to our consolidated VIEs as of March 31, 2015
and December 31, 2014 which are consolidated on our balance sheets. Assets and liabilities exclude intercompany balances that
eliminate on consolidation.

March 31, 2015 December 31, 2014
Consolidated Consolidated Consolidated Consolidated
Assets Liabilities Assets Liabilities

(in millions)

Low income housing limited liability partnership:

OTHET @SSELS .nvvvveiee ettt ettt e e e e et eeeeeeeeaeeeseseeaseeesseseanees $ 372 $ — $ 380 $ —
Long-term debt.........ccccoeviiiiiiiniiiiiiieenereseeeeeeene — 92 — 92
Interest, taxes and other liabilities.........c..ccveeveeeiiiiiieeiicieeereeneee — 86 — 75
o] 7:1 USRS $ 372 $ 178 $ 380 §$ 167

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 is mandatorily redeemable at a future date. The LLP was created in order to ensure the utilization of future tax
benefits from these low income housing tax projects. The LLP was deemed to be a VIE as it does not have sufficient equity
investment at risk to finance its activities. Upon entering into this transaction, we concluded that we are the primary beneficiary
of the LLP due to the nature of our continuing involvement and, as a result, consolidate the LLP and report the equity interest
issued to the third party investor in other liabilities and the assets of the LLP in other assets on our consolidated balance sheet. The
investments held by the LLP represent equity investments in the underlying low income housing partnerships. As a practical
expedient, we amortize the investments in proportion to the allocated tax benefits under the proportional amortization method of
accounting. The LLP does not consolidate the underlying partnerships because it does not have the power to direct the activities
of the partnerships that most significantly impact the economic performance of the partnerships.
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Unconsolidated VIEs We also have variable interests in other VIEs that are not consolidated because we are not the primary
beneficiary. The following table provides additional information on these unconsolidated VIEs, including the variable interests
held by us and our maximum exposure to loss arising from our involvements in these VIEs, as of March 31,2015 and December 31,
2014:

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

(in millions)

At March 31, 2015
Asset-backed commercial paper conduits...................... $ 50 $ — 3 10,761 $ 2,710
Structured note VEhicles ..........ocviviriririnenenereiens 2,848 7 5,876 5,868
44 38 141 44
$ 2,942 § 45 9 16,778 $ 8,622
At December 31, 2014
Asset-backed commercial paper conduits....................... $ 29 $ — 3 10,984 $ 2,685
Structured note vehicles .........coceevereiiiiiiiiiieeecee 2,841 7 5,867 5,860
Low income housing partnerships...........ccccoceverereneennee 44 39 141 44
TOtAL ettt $ 2914 $ 46 3 16,992 $ 8,589

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

Asset-backed commercial paper ("ABCP") conduits We provide liquidity facilities to Regency, a multi-seller ABCP conduit
consolidated by an HSBC affiliate. Customers sell financial assets, such as trade receivables, to Regency, which funds the purchases
by issuing short-term highly-rated commercial paper collateralized by the assets acquired. We, along with other financial institutions,
provide liquidity facilities to Regency in the form of lines of credit or asset purchase commitments. These liquidity facilities support
transactions associated with a specific seller of assets to the conduit and we would only be required to provide support in the event
of certain triggers associated with those transactions and assets. Our obligations are generally pari passu with those of other
institutions that also provide liquidity support to the same conduit or for the same transactions. We do not provide any program-
wide credit enhancements to ABCP conduits.

Each seller of assets to an ABCP conduit typically provides credit enhancements in the form of asset overcollateralization and,
therefore, bears the risk of first loss related to the specific assets transferred. We do not transfer our own assets to Regency. We
also do not provide the majority of the liquidity facilities to Regency. We have no ownership interests in, perform no administrative
duties for, and do not service any of the assets held by Regency. We are not the primary beneficiary and do not consolidate Regency.
Credit risk related to the liquidity facilities provided is managed by subjecting these facilities to our normal underwriting and risk
management processes. The $2,710 million maximum exposure to loss presented in the table above represents the maximum
amount of loans and asset purchases we could be required to fund under the liquidity facilities. The maximum loss exposure is
estimated assuming the facilities are fully drawn and the underlying collateralized assets are in default with zero recovery value.

Structured note vehicles Our involvement in structured note vehicles includes derivatives such as interest rate and currency swaps
and investments in the vehicles' debt instruments. In limited circumstances, we entered into total return swaps taking on the risks
and benefits of certain structured notes issued by unconsolidated VIEs. The same risks and benefits are passed on to third party
entities through back-end total return swaps. We earn a spread for facilitating the transaction. Our maximum exposure to loss is
the notional amount of the derivatives wrapping the structured notes. The maximum exposure to loss will occur in the unlikely
scenario where the value of the structured notes is reduced to zero and, at the same time, the counterparty of the back-end swap
defaults with zero recovery. In other situations, we hold credit default swaps with structured note issuing VIEs under which we
receive credit protection on specified reference assets in exchange for the payment of a premium. Through these derivatives, the
VIEs assume the credit risk associated with the reference assets which are then passed on to the holders of the debt instruments
they issue. Because they create rather than absorb variability, the credit default swaps we hold are not considered variable interests.
We record all investments in, and derivative contracts with, unconsolidated structured note vehicles at fair value on our consolidated
balance sheet.

Low income housing partnerships Separately from the low income housing LLP discussed above, we invest as a limited partner
in low income housing partnerships that operate qualified affordable housing projects and generate tax benefits, including federal
low income housing tax credits, for investors. The partnerships are deemed to be VIEs because they do not have sufficient equity
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investment at risk and are structured with non-substantive voting rights. We are not the primary beneficiary of the VIEs and do
not consolidate them.

Our investment in low income housing partnerships are recorded in other assets on the consolidated balance sheet. As a practical
expedient, we amortize the investment in proportion to the allocated tax benefits under the proportional amortization method of
accounting. The maximum exposure to loss shown in the table above represents our recorded investment.

Beneficial interests issued by third-party sponsored securitization entities We hold certain beneficial interests such as mortgage-
backed securities issued by third party sponsored securitization entities which may be considered VIEs. The investments are
transacted at arm's-length and decisions to invest are based on a credit analysis of the underlying collateral assets or the issuer. We
are a passive investor in these issuers and do not have the power to direct the activities of these issuers. As such, we do not
consolidate these securitization entities. Additionally, we do not have other involvements in servicing or managing the collateral
assets or provide financial or liquidity support to these issuers which potentially give rise to risk of loss exposure. These investments
are an integral part of the disclosure in Note 3, "Securities,”" and Note 18, "Fair Value Measurements," and, therefore, are not
disclosed in this note to avoid redundancy.

17. Guarantee Arrangements, Pledged Assets and Collateral

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

The following table presents total carrying value and contractual amounts of our sell protection credit derivatives and major oft-
balance sheet guarantee arrangements as of March 31, 2015 and December 31, 2014. Following the table is a description of the
various arrangements.

March 31, 2015 December 31, 2014
Notional / Notional /
Maximum Maximum
Carrying Exposure to Carrying Exposure to
Value Loss Value Loss

(in millions)

Credit derivatives "™ ............ccooorrrrriirrrrreienne e $ (1,776) $ 115,685 $ (1,484) $ 117,768
Financial standby letters of credit, net of participations®® ....................... — 6,174 — 5,358
Performance standby letters of credit, net of participations®® ................ — 2,943 — 3,083
Liquidity asset purchase agreements™ ...................ccocooviervierreererreeenn. — 2,710 — 2,685
TOTAL .ottt $ (1,776) $ 127,512 $§ (1,484) $ 128,894

M Includes $32,035 million and $32,688 million of notional issued for the benefit of HSBC affiliates at March 31, 2015 and December 31, 2014, respectively.
@ Includes $880 million and $937 million issued for the benefit of HSBC affiliates at March 31, 2015 and December 31, 2014, respectively.

®  For standby letters of credit and liquidity asset purchase agreements, maximum loss represents losses to be recognized assuming the letter of credit and
liquidity facilities have been fully drawn and the obligors have defaulted with zero recovery.

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

Credit-Risk Related Guarantees

Credit derivatives Credit derivatives are financial instruments that transfer the credit risk of a reference obligation from the credit
protection buyer to the credit protection seller who is exposed to the credit risk without buying the reference obligation. We sell
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.
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Certain derivative contracts are subject to master netting arrangements and related collateral agreements. A party to a derivative
contract may demand that the counterparty post additional collateral in the event its net exposure exceeds certain predetermined
limits and when the credit rating falls below a certain grade. We set the collateral requirements by counterparty such that the
collateral covers various transactions and products, and is not allocated to specific individual contracts.

We manage our exposure to credit derivatives using a variety of risk mitigation strategies where we enter into offsetting hedge
positions or transfer the economic risks, in part or in entirety, to investors through the issuance of structured credit products. We
actively manage the credit and market risk exposure in the credit derivative portfolios on a net basis and, as such, retain no or a
limited net sell protection position at any time. The following table summarizes our net credit derivative positions as of March 31,
2015 and December 31, 2014:

March 31, 2015 December 31, 2014
Carrying / Fair Carrying / Fair
Value Notional Value Notional

(in millions)

Sell-protection credit derivative pOSItiONS ..........cecveveeeererieriererienn $ (1,776) $ 115,685 $ (1,484) $ 117,768
Buy-protection credit derivative poSitions............ceceeererereerereeneenne 2,142 121,864 1,741 122,969
Net POSIION ... $ 366 $ 6179 $ 257§ 5,201

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

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

Standby letters of credit A standby letter of credit is issued to a third party for the benefit of a customer and is a guarantee that
the customer will perform or satisfy certain obligations under a contract. It irrevocably obligates us to pay a specified amount to
the third party beneficiary if the customer fails to perform the contractual obligation. We issue two types of standby letters of
credit: performance and financial. A performance standby letter of credit is issued where the customer is required to perform some
non-financial contractual obligation, such as the performance of a specific act, whereas a financial standby letter of credit is issued
where the customer's contractual obligation is of a financial nature, such as the repayment of a loan or debt instrument. As of
March 31,2015, the total amount of outstanding financial standby letters of credit (net of participations) and performance guarantees
(net of participations) were $6,174 million and $2,943 million, respectively. As of December 31, 2014, the total amount of
outstanding financial standby letters of credit (net of participations) and performance guarantees (net of participations) were $5,358
million and $3,083 million, respectively.

The issuance of a standby letter of credit is subject to our credit approval process and collateral requirements. We charge fees for
issuing letters of credit commensurate with the customer's credit evaluation and the nature of any collateral. Included in other
liabilities are deferred fees on standby letters of credit, which represent the value of the stand-ready obligation to perform under
these guarantees, amounting to $52 million and $50 million at March 31,2015 and December 31, 2014, respectively. Also included
in other liabilities is an allowance for credit losses on unfunded standby letters of credit of $17 million and $16 million at March
31, 2015 and December 31, 2014, respectively.
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The following table summarizes the credit ratings of credit risk related guarantees including the credit ratings of counterparties
against which we sold credit protection and financial standby letters of credit as of March 31, 2015 as an indicative proxy of
payment risk:

Credit Ratings of the Obligors or the Transactions

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

(dollars are in millions)

Sell-protection Credit Derivatives"

Single name credit default swaps ("CDS") 27 $ 72,959 $ 19,139 $ 92,098

Structured CDS.........cceeeueeene e ——— 1.8 6,111 652 6,763
Index credit derivatives 2.2 4,840 8,288 13,128
Total TetUIN SWaPS.....coveveieieieiirerertestere et 2.7 3,299 397 3,696
SUBLOAL ...ttt ettt ettt ettt aea 87,209 28,476 115,685
1.1 6,717 2,400 9,117

$ 93,926 $ 30,876 S 124,802

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

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

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

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

Non Credit-Risk Related Guarantees and Other Arrangements

Liquidity asset purchase agreements We provide liquidity facilities to Regency, a multi-seller ABCP conduit consolidated by an
HSBC affiliate. Regency finances the purchase of individual assets by issuing commercial paper to third party investors. Each
liquidity facility is transaction specific and has a maximum limit. Pursuant to the liquidity agreements, we are obligated, subject
to certain limitations, to advance funds in an amount not to exceed the face value of the commercial paper in the event Regency
is unable or unwilling to refinance its commercial paper. A liquidity asset purchase agreement is economically a conditional written
put option issued to the conduit where the exercise price is the face value of the commercial paper. As of March 31, 2015 and
December 31,2014 we had issued $2,710 million and $2,685 million, respectively, of liquidity facilities to provide liquidity support
to ABCP conduits. See Note 16, "Variable Interest Entities," for further information.

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

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
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28, "Litigation and Regulatory Matters," in our 2014 Form10-K for additional discussion of related exposure. There have been no
significant changes with regards to this exposure since December 31, 2014. The outstanding principal balance on these loans was
approximately $5.7 billion at both March 31, 2015 and December 31, 2014, respectively.

Mortgage Loan Repurchase Obligations In the ordinary course of business, we originate and sell mortgage loans and provide
various representations and warranties related to, among other things, the ownership of the loans, the validity of the liens, the loan
selection and origination process, and the compliance to the origination criteria established by the agencies. In the event of a breach
of our representations and warranties, we may be obligated to repurchase the loans with identified defects or to indemnify the
buyers. Our contractual obligation arises only when the breach of representations and warranties are discovered and repurchase
is demanded. Historically, these sales had been primarily to government sponsored entities ("GSEs") and, as a result of settlements
with FNMA and FHLMC during 2013 and 2014, the repurchase exposure associated with these sales has been substantially resolved.
In addition, with the conversion of our mortgage processing and servicing operations to PHH Mortgage in 2013, new agency
eligible originations are sold directly to PHH Mortgage and PHH Mortgage is responsible for origination representations and
warranties for all loans purchased.

During the first quarter of 2014, we entered into a settlement with the FHLMC for $25 million, reflected in realized losses in the
liability rollforward below, which settled our liability for substantially all loans sold to FHLMC from January 1, 2000 through
2013. As a result of the settlement and a re-assessment of the residual exposure, we released $34 million in repurchase reserves.
We continue to maintain repurchase reserves for exposure associated with residual risks not covered by the settlement agreement.

The following table provides information about outstanding repurchase demands received from GSEs and other third parties at
March 31, 2015 and December 31, 2014:

March 31, December 31,

2015 2014
(in millions)
GISES ettt ettt ettt ettt e et e bt e bt e bt e e bt e h e e e bt e s abeeabeesateebeesabeebeenareeates S 2 3 2
(011115 ¢TSRS 1
TOTAL ...ttt ettt ettt ettt ettt et ettt et e sttt et et et ete et ete et ete et ettt eas et e at et eas et et ete s ete et ete et eneateaes $ 3 5 3

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.

The following table summarizes the change in our estimated repurchase liability for loans sold to the GSEs and other third parties
during the three months ended March 31, 2015 and 2014 for obligations arising from the breach of representations and warranties
associated with the sale of these loans:

Three Months Ended March 31, 2015 2014

(in millions)
Balance at beginning Of PEriod ..........coeviriiriiiiiiiiiiicree et $ 27 § 99
Increase (decrease) in liability recorded through €arnings ...........cocevevererenienienienieiininerenenesceeene 3) (34)
REAIZEA LOSSES .....cvneniiieiieit ettt sttt ettt et et s a e (4)) (29)
Balance at end 0f PEriod.........coeiiiiiiiiiiriee ettt $ 23§ 36

Our remaining mortgage repurchase liability of $23 million at March 31, 2015 represents our best estimate of the loss that has
been incurred including interest, resulting from various representations and warranties in the contractual provisions of our mortgage
loan sales adjusted for settlements reached with counterparties. Because the level of mortgage loan repurchase losses is dependent
upon economic factors, investor demand strategies and other external risk factors such as housing market trends that may change,
the level of the liability for mortgage loan repurchase losses requires significant judgment. We have seen recent changes in investor
demand trends, including significantly lower levels of demands received, and continue to evaluate our methods of determining
the best estimate of loss based on these recent trends. As these estimates are influenced by factors outside our control, there is
uncertainty inherent in these estimates making it reasonably possible that they could change. The range of reasonably possible
losses in excess of our recorded repurchase liability is between zero and $25 million at March 31, 2015. 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.
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Pledged Assets

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

March 31, December 31,

2015 2014
(in millions)
Interest bearing deposits With DANKS ...........cooeiiiiiiiiiiie e $ 397 § 415
Trading ASSCES ) ettt ettt et e et et e et e et e et 2,809 2,886
Securities available-for-Sale™ .............coo..rivrrieeriesiiesessess s 24,794 22,023
Securities held-t0-MAtUTIEY ........cciiieiiiieii ettt ettt et e s et e eneeneeeneenseeneas 3,410 3,602
L0ANS™) ..o 13,488 12,580
Other aSSEtS™ ........veooieeoeeeeeeee e 1,996 2,495
TOMAL ettt ettt ettt ettt ettt et e ettt eete et e ettt e ett e beeateete et e eaeeteereebeert e teeteeteetseteeateereenns $ 46,894 §$§ 44,001

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

@ Securities available-for-sale 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 Federal Home Loan Bank of New York ("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 that can be sold or repledged by the secured party continue to be reported on the consolidated
balance sheet. The fair value of securities available-for-sale that can be sold or repledged was $9,869 million and $8,348 million
at March 31, 2015 and December 31, 2014, respectively. The fair value of trading assets that can be sold or repledged was $2,809
million and $2,886 million at March 31, 2015 and December 31, 2014, respectively.

The fair value of collateral we accepted but not reported on the consolidated balance sheet that can be sold or repledged was $8,608
million and $6,765 million at March 31, 2015 and December 31, 2014, respectively. This collateral was obtained under security
resale agreements. Of this collateral, $1,182 million and $2,226 million has been sold or repledged as collateral under repurchase
agreements or to cover short sales at March 31, 2015 and December 31, 2014, respectively.

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

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

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

Repurchase agreements may require us to deposit cash or other collateral with the lender. In connection with resale agreements,
it is our policy to obtain possession of collateral, which may include the securities purchased, with market value in excess of the
principal amount loaned. The market value of the collateral subject to the resale and repurchase agreements is regularly monitored,
and additional collateral is obtained or provided when appropriate, to ensure appropriate collateral coverage of these secured
financing transactions.
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The following table provides information about repurchase agreements and resell agreements that are subject to offset as of March
31,2015 and December 31, 2014:

Gross Amounts Not Offset in the
Balance Sheet

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

(in millions)
As of March 31, 2015:
Assets:

Securities purchased under
agreements to resell............. $ 8,608 1,643 6,965 6,965 — $ —

Liabilities:

Securities sold under
repurchase agreements......... $ 13,860 1,643 12,217 12,217 — 3 —

As of December 31, 2014:
Assets:

Securities purchased under
agreements to resell ............. $ 7,165 5,752 1,413 1,413 — 3 —

Liabilities:

Securities sold under
repurchase agreements......... $ 13,459 5,752 7,707 7,707 — 3 —

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

applicable netting criteria as permitted by generally accepted accounting principles.

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.
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18. 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 risk adjustment - The credit risk adjustment is an adjustment to a group of financial assets and financial liabilities,
predominantly derivative assets and derivative liabilities, to reflect the credit quality of the parties to the transaction in arriving at
fair value. A credit valuation adjustment to a financial asset is required to reflect the default risk of the counterparty. A debit
valuation adjustment to a financial liability is recorded to reflect the default risk of HUSI.

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 a 95 percent confidence
interval (i.e., two standard deviations). Other stress scenarios may be performed using highly stressed historical inputs such as
credit spreads experienced during a credit crisis. We also utilize unobservable parameter adjustments when instruments are valued
using internally developed models which reflects the uncertainty in the value estimates provided by the model.

Valuation of uncollateralized derivatives - During 2014, we adopted a funding fair value adjustment ("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 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.
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Level 3 valuation technique with significant unobservable inputs - Level 3 inputs are unobservable inputs for the asset or liability
and include situations where fair values are measured using valuation techniques based on one or more significant unobservable
input.

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

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

A valuation committee, chaired by the Head of Business Finance of GB&M, meets monthly to review, monitor and discuss
significant valuation matters arising from credit and market risks. The committee is responsible for reviewing and approving
valuation policies and procedures including any valuation adjustments pertaining to, among other things, independent price
verification, market liquidity, unobservable inputs, model uncertainty and counterparty credit risk. All valuation models are
reviewed by the valuation committee in terms of model development, enhancements and performance. All models are independently
reviewed by the Markets IMR function and applicable valuation model recommendations are reported to and discussed with the
valuation committee. Significant valuation risks identified in business activities are corroborated and addressed by the committee
members and, where applicable, are escalated to the Chief Financial Officer of HUSI and the Audit Committee of the Board of
Directors.

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

The following factors are considered in determining fair values:

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

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

=  consistency among different pricing sources;

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

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

= the source of the fair value information; and

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

Greater weight is given to quotations of instruments with recent market transactions, pricing quotes from dealers who stand ready
to transact, quotations provided by market-makers who structured such instrument and market consensus pricing based on inputs
from a large number of survey participants. Any significant discrepancies among the external quotations are reviewed and
adjustments to fair values are recorded where appropriate. Where the transaction volume of a specific instrument has been reduced
and the fair value measurement becomes less transparent, Finance will apply more detailed procedures to understand and challenge
the appropriateness of the unobservable inputs and the valuation techniques used by the independent pricing service. Where
applicable, Finance will develop a fair value estimate using its own pricing model inputs to test reasonableness. Where fair value
measurements are determined using internal valuation models, Finance will validate the fair value measurement by either developing
unobservable inputs based on the industry consensus pricing surveys in which we participate or back testing by observing the
actual settlements occurring soon after the measurement date. Any significant valuation adjustments are reported to and discussed
with the valuation committee.
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Fair Value of Financial Instruments The fair value estimates, methods and assumptions set forth below for our financial
instruments, including those financial instruments carried at cost, are made solely to comply with disclosures required by generally
accepted accounting principles in the United States and should be read in conjunction with the financial statements and notes
included in this report.

The following table summarizes the carrying value and estimated fair value of our financial instruments at March 31, 2015 and
December 31, 2014:

Carrying Fair
March 31, 2015 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term financial aSSEtS ........ccevevverienieieiiieeinererceeseseee $ 33,260 $ 33260 $ 972 § 32,249 § 39
Federal funds sold and securities purchased under resale
AGTECIMNCIES ...ttt e 6,965 6,965 — 6,965 —
Non-derivative trading assets .........ccecevereereriierieneeneeieneeieneens 15,938 15,938 2,912 9,925 3,101
DEIIVALIVES.....eeieeieeeeee et e e ean 8,403 8,403 8 8,350 45
SECUTILIES ..vveeeeeiieceeee ettt e et eeae e et e e e e eeneeeeenreeeenes 47,111 47,446 25,141 22,305 —
Commercial loans, net of allowance for credit losses.................... 61,113 62,494 — — 62,494
Commercial loans designated under fair value option and held
FOT SALE ...ttt e 255 255 — 255 —
Commercial loans held for sale........c.ccceceverinnnnincicn 36 36 — 36 —
Consumer loans, net of allowance for credit 10sses ......c..c.ccoueuee. 19,642 18,143 — — 18,143
Consumer loans held for sale:
Residential MOTtgages........coeeverieeieniieiienieiereee e 24 25 — 20 5
Other CONSUIMET .......eeueeitieietieieeteeee ettt ee et 90 90 — — 90
Financial liabilities:
Short-term financial liabilities..........ccooereeieeieieieiecee e $ 15,710 $ 15,710 $ — $ 15,671 $ 39
Deposits:
Without fixed Maturiti€s .........ccvvevvverieiieeeeeeeeeee e 109,625 109,625 — 109,625 —
Fixed mMaturities ....cocuvviiiiiiiiieiee et 2,521 2,524 — 2,524 —
Deposits designated under fair value option ..........ccceceeveenenenene 6,948 6,948 — 5,022 1,926
Non-derivative trading liabilities...........ccceeverieriieienieierieeiene 646 646 477 169 —
DIETIVALIVES....eviteeeititesteeieste ettt ettt ese e sneeseesesneseeeeeeaees 11,846 11,846 19 11,798 29
Long-term debt .......coocveriieiieiecceccee s 20,387 21,259 — 21,259 —
Long-term debt designated under fair value option ...................... 9,033 9,033 — 8,391 642
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Carrying Fair
December 31, 2014 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term fINancial ASSELS ......veeveeeeeeeeeeeeeeee et $ 31,746 $ 31,746 § 891 $ 30,807 $ 48
Federal funds sold and securities purchased under resale
AGTECINCIIES ...ttt ettt et ettt et sae et sae e ne 1,413 1,413 — 1,413 —
Non-derivative trading assets ........ccoevvevereerereeresieereseeneeneneens 15,490 15,490 2,675 9,722 3,093
DIEIIVALIVES ....eeiiveieeeeeee ettt e e e enae e s eae e s enaeesenaeeeas 7,258 7,258 10 7,200 48
TSI e10 4 18 (URSR 43,609 43,835 22,048 21,787 —
Commercial loans, net of allowance for credit losses.................... 57,595 58,891 — — 58,891
Commercial loans designated under fair value option and held
FOT SALE ..t e 384 384 — 384 —
Commercial loans held for sale............coccoveiiiiniiiiiieeee 144 144 — 144 —
Consumer loans, net of allowance for credit losses ...........c.c........ 19,466 17,896 — — 17,896
Consumer loans held for sale:
Residential MOTtZages. ......cevverververierrieieniieieneeeeeeeneeseenee e 18 19 — 14 5
Other CONSUMET.......cc.eiuiriiriiriirieieie ettt 66 66 — — 66
Financial liabilities:
Short-term financial lHabilities ...........covevviviiviiiieiceeceeeeceeee $ 12,861 §$ 12,861 $ — $ 12813 §$ 48
Deposits:
Without fixed Maturities .....cc.uvveeiiveiiiieeiieiieeeee e 105,962 105,962 — 105,962 —
Fixed Maturities .....ccveeeeeveeiiieeeeeeeeeeeee e 2,810 2,813 — 2,813 —
Deposits designated under fair value option ........c..cccecevereneennene. 7,346 7,346 — 5,378 1,968
Non-derivative trading 1liabilities..........ccccoueverirverrenienienienenenennens 705 705 653 52 —
DIETIVALIVES.c..cuveteteieierteieete ettt ettt s 8,413 8,413 8 8,376 29
Long-term debt .........oooieiiiiiiiiiie e 18,733 19,524 — 19,524 —
Long-term debt designated under fair value option ...................... 8,791 8,791 — 8,144 647

Loan values presented in the table above were determined using the Fair Value Framework for measuring fair value, which is
based on our best estimate of the amount within a range of value we believe would be received in a sale as of the balance sheet
date (i.e. exit price). The secondary market demand and estimated value for our residential mortgage loans has been heavily
influenced by the challenging economic conditions during the past several years, including house price depreciation, elevated
unemployment, changes in consumer behavior, changes in discount rates and the lack of financing options available to support
the purchase of receivables. For certain consumer loans, investors incorporate numerous assumptions in predicting cash flows,
such as future interest rates, higher charge-off levels, slower voluntary prepayment speeds, different default and loss curves and
estimated collateral values than we, as the servicer of these loans, believe will ultimately be the case. The investor's valuation
process reflects this difference in overall cost of capital assumptions as well as the potential volatility in the underlying cash flow
assumptions, the combination of which may yield a significant pricing discount from our intrinsic value. The estimated fair values
at March 31, 2015 and December 31, 2014 reflect these market conditions. The increase in the relative fair value of our residential
mortgage loans since December 31,2014 reflects the conditions in the housing industry which have continued to show improvement
in 2015 due to improvements in property values as well as lower required market yields and increased investor demand for these
types of receivables.
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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 as of March 31,2015 and December 31, 2014, and indicates the fair value
hierarchy of the valuation techniques utilized to determine such fair value:

Fair Value Measurements on a Recurring Basis

Gross Net
March 31, 2015 Level 1 Level 2 Level 3 Balance Netting" Balance
(in millions)
Assets:
Trading Securities, excluding derivatives:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... $ 2912 § 107 $ — $ 3,019 § — 3 3,019
Obligations of U.S. States and political subdivisions ............ccccecereeruens — 586 — 586 — 586
Collateralized debt Obligations.........coeeveeeeuerierieerinieec e — — 253 253 — 253
Asset-backed securities:
Residential mortgages — 139 — 139 — 139
StUENt LOANS ....c.veieiieiiieiecrieeee e — 88 — 88 — 88
Corporate and other domestic debt SECUrIties. ........ccerveireerieererienieeeiens — — 2,848 2,848 — 2,848
Debt Securities issued by foreign entities:
COTPOTALE ...ttt ettt ettt s ettt eee bt besae e e e enenee — 183 — 183 — 183
Government-backed ...........ocooevviiiiiiiiiieecce e — 5,494 — 5,494 — 5,494
EQUItY SECUTTLIES ...veuvevietiieieiieteieeee ettt — 18 — 18 — 18
Precious metals trading — 3,310 — 3,310 — 3,310
Derivatives'®:
INtEreSt rate CONTIACTS......c..iecvieeereereeeeee ettt e et eaee e 32 51,719 21 51,772 — 51,772
Foreign exchange CONTIACES .........eoveiririeeieerierieeetenie et seeeeeeee 22 27,735 19 27,776 — 27,776
EQUItY CONEIACES ....veuviiietiieieiieiesieee sttt — 2,245 165 2,410 — 2,410
Precious metals CONIACES .........evvereireireeiieierierieeeteteee et 33 794 — 827 — 827
CIedit CONTIACTS.....ocvviirieceie ettt eee et et aeeete e eereeeareereeas — 4,025 258 4,283 — 4,283
DErivatives NETHINE .....c.evverveeeiiiieieirieeeiete ettt eeeee — — — — (78,665) (78,665)
TOtal dEIIVALIVES ....ceeeviteieiieteiee ettt 87 86,518 463 87,068 (78,665) 8,403
Securities available-for-sale:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 25,141 2,721 — 27,862 — 27,862
Obligations of U.S. states and political subdiviSions ...........cccecevereeruens — 748 — 748 — 748
Asset-backed securities:
Commercial MOTtZAZES. ....c.veverveeeuiriieeiieierieiereeteseee et seeeeeenee — 29 — 29 — 29
HOME EQUILY ..ttt — 85 — 85 — 85
OBRET ...ttt sens — 94 — 94 — 94
Debt Securities issued by foreign entities:
COTPOTALE ...ttt ettt ettt s ettt eee bt besae e e e enenee — 360 — 360 — 360
Government-backed ...........ocovevviiiiiiiiiiicce e — 3,753 — 3,753 — 3,753
EQUItY SECUTTLIES ...veuvevietiieeeiieteieeee ettt st — 165 — 165 — 165
L0ANS™ ...cooeettee e eeeeeeeesss e — 255 — 255 — 255
Mortgage servicing rights™ ... — — 141 141 — 141
Total assets. . $ 28,140 §$ 104,653 §$ 3,705 §$ 136,498 $ (78,665) $ 57,833
Liabilities: -
Deposits in domestic offices™ .............cooviriroreeooeeeeece oo $ — § 5022 $§ 1926 $ 6948 § — $ 6948
Trading liabilities, excluding derivatives ............coeevveveeeeereneeneneeees 477 169 — 646 — 646
Derivatives'®:
INtEreSt rate CONTIACTS......c..eeeveeeeeeereeeeeeeeteeeee et ereeeaee e e eeeeneea 58 52,183 1 52,242 — 52,242
Foreign exchange CONTIACES .........eveeruirieeieerienieeeteieeee e eeenes 47 26,315 19 26,381 — 26,381
Equity contracts — 1,603 122 1,725 — 1,725
Precious metals CONIACES .......c.evveeeireireeiieierieieeetee e 31 645 — 676 — 676
CIedit CONTIACTS.....ocvviirieceie ettt eee et et aeeete e eereeeareereeas — 3,932 66 3,998 — 3,998
DErivatives NETHINE .....c.evverveeeiiiieieirieeeiete ettt eeeee — — — — (73,176) (73,176)
TOtAl dEIIVALIVES .....vveeiieieeiieieiece ettt aenes 136 84,678 208 85,022 (73,176) 11,846
Long-term debt™ ... — 8,391 642 9,033 — 9,033
Total HaDIHES . ...c.veeeeeeteeeieeieieeee e $ 613 $§ 98260 S$§ 2,776 § 101,649 $ (73,176) $ 28,473
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Fair Value Measurements on a Recurring Basis

Gross Net
December 31, 2014 Level 1 Level 2 Level 3 Balance Netting™ Balance

(in millions)
Assets:
Trading Securities, excluding derivatives:

U.S. Treasury, U.S. Government agencies and sponsored enterprises..... $ 2,675 $ 48 3 — $ 2723 3 — $ 2,723
Obligations of U. S. States and political subdivisions ............c.ccceeueeennne. — 591 — 591 — 591
Collateralized debt obligations...........coeueueervereirnieiirinereirreiceneeecens — — 253 253 — 253
Asset-backed securities:
Residential MOTtZAZES .......cvevevvrveveiririeinirieiirinieecereeteeseeieee e — 142 — 142 — 142
Student loans ........c.cccoeveeeeunnneee. . — 86 — 86 — 86
Corporate and other domestic debt securities...........cecvververveereriereenenene — 1 2,840 2,841 — 2,841
Debt Securities issued by foreign entities:
COTPOTALE ...ttt sttt sttt st ettt e e st et ebeensebeas — 184 — 184 — 184
Government-backed ..........ccoceeeeiiiiiiiieeiice e — 6,656 — 6,656 — 6,656
EQUILY SECUTTHIES w.ovvevveviiinierieteieierietetetee sttt se et eaesnenaeseesensens — 22 — 22 — 22
Precious metals trading .........cooeeeeririeenniecrnieccreniecerece e — 1,992 — 1,992 — 1,992
Derivatives®:
INtErest rate CONTIACTS.....ccvievieriieeiieiieete et ettt e et eere et e eveeaeeeeaeens 46 46,012 1 46,059 — 46,059
Foreign exchange contracts. — 22,241 23 22,264 — 22,264
EQUILY CONTACES ...evvevveiiiiieiieteieieit ettt et se b nnens — 2,212 180 2,392 — 2,392
Precious metals CONLIACES ........ccveevieieriierieieeie ettt aenens 59 1,013 — 1,072 — 1,072
Credit CONMTACES.......ccvievieierieteeeeete ettt et ets v ere s sbeereeene e — 3,899 296 4,195 — 4,195
Derivatives NELHNE .....c.cccoveueuiririereinirieicrieeeieenetee sttt saeaenens — — — — (68,724) (68,724)
Total derivatives 105 75,377 500 75,982 (68,724) 7,258
Securities available-for-sale:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 22,048 3,117 — 25,165 — 25,165
Obligations of U.S. states and political subdivisions .........c.c.cccceerveueecnnne — 667 — 667 — 667
Asset-backed securities:
Commercial MOTtAZES.......covveveerrruererirueeirinieieereereretreereeseeaeneneeaenes — 43 — 43 — 43
HOME QUILY ...ttt — 89 — 89 — 89
OBRET .ttt — 94 — 94 — 94
Debt Securities issued by foreign entities:
Corporate . — 517 — 517 — 517
Government-backed ..........ccoceeeeviiiiiiieerice e — 3,398 — 3,398 — 3,398
EQUILY SECUTTTIES w.evvevveeiiinierietiieieeeeteteiete sttt se et s esesneneeseesenaens — 167 — 167 — 167
L0ANS™) ..ot eeeessess s — 384 — 384 — 384
Mortgage servicing rights™ ..........c....cooovoerveireoenreeee e — — 159 159 — 159
Total assets $ 24828 $ 93,575 $§ 3,752 § 122,155 § (68,724) $ 53,431
Liabilities: -
Deposits in domestic offices™............coooiwirveeeeeereeeeeeeeee oo $ — $ 5378 $ 198 $ 7346 $ — $ 7346
Trading liabilities, excluding derivatives ...........c.coeccereeennccrnniccnnnenes 653 52 — 705 — 705
Derivatives®:
INtErest rate CONTIACTS.....ccuviiiieiieeiieiie et eee ettt e ere e ebe et e e aeeaeeeaaeens 43 46,683 1 46,727 — 46,727
Foreign eXchange CONtIACES ........c.couvvrueueririeueenieteeninieitereereeeeeeereesaenenens 13 20,847 23 20,383 — 20,883
EQUILY CONTACES ...evvevieiiiinieiieteieieit ettt se s naens — 1,661 138 1,799 — 1,799
Precious metals CONIACES ......c.ovveveerirueuiririeieinieicenieee ettt saeienens 18 596 — 614 — 614
Credit contracts... . — 3,941 86 4,027 — 4,027
Derivatives NELHNE .....c.cccoveueuiririereiniricieireeiceretee sttt saeaenens — — — — (65,637) (65,637)
TOtAl AETIVALIVES ... 74 73,728 248 74,050 (65,637) 8,413
Long-term debt™ ..........coovooioioe oo — 8,144 647 8,791 — 8,791
Total Habilities. ... ..ovveeereeres e $ 727 $ 87302 $§ 2863 $ 90,892 § (65,637) § 25255
(M Represents counterparty and cash collateral netting which allow the offsetting of amounts relating to certain contracts if certain conditions are met.
)

Includes trading derivative assets of $6,506 million and $5,602 million and trading derivative liabilities of $10,642 million and $7,459 million as of
March 31, 2015 and December 31, 2014, respectively, as well as derivatives held for hedging and commitments accounted for as derivatives.
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@ Includes certain commercial loans held for sale which we have elected to apply the fair value option. See Note 6, "Loans Held for Sale," for further

information.
)

)

See Note 7, "Intangible Assets," for additional information.

See Note 10, "Fair Value Option," for additional information.

Transfers between levels of the fair value hierarchy are recognized at the end of each reporting period.

Transfers between Levels 1 and 2 measurements There were no transfers between Levels 1 and 2 during the three months ended

March 31, 2015 and 2014.

Information on Level 3 assets and liabilities The following table summarizes additional information about changes in the fair
value of Level 3 assets and liabilities during the three months ended March 31, 2015 and 2014. As a risk management practice,
we may risk manage the Level 3 assets and liabilities, in whole or in part, using securities and derivative positions that are classified
as Level 1 or Level 2 measurements within the fair value hierarchy. Since those Level 1 and Level 2 risk management positions
are not included in the table below, the information provided does not reflect the effect of such risk management activities related
to the Level 3 assets and liabilities.

Total Gains and

P )] Current
(Losses) Included in Period
Trading Transfers  Transfers Unrealized
Jan. 1, Revenue Other Purch- Issu- Settle- Into Out of Mar. 31, Gains
2015 (Loss) Revenue ases ances ments Level 3 Level 3 2015 (Losses)
(in millions)
Assets:
Trading assets, excluding
derivatives:
Collateralized debt
0bligations ...........ccvuens $ 253 8§ 9 $ — S — 8 — 8 ®) $ — S — $ 254 S 7
Corporate and other
domestic debt securities... 2,840 — — 8 — — — — 2,848 —
Derivatives, net®:
Interest rate contracts....... — 19 1 — — — — — 20 20
Foreign exchange
contracts........cccuveeeeeeenennn. — — — — — — — — — —
Equity contracts............... 42 23 — — — 21) — @ 43 14
Credit contracts................ 210 (12) — — — 6) — — 192 (40)
Mortgage servicing rights® 159 — 14) — — @) — — 141 (14)
Total assets......cccceververerenennes $ 3,504 $ 39 § 13) $ 8 $ — $ @39 S — 3 1 $ 3498 $ (13)
Liabilities:
Deposits in domestic
offices™ .o, $(1,968) $ — 8 a19) $ — $ (89 $ 49 8§ — 8 101§ (1,926) $ 13)
Long-term debt®............... (647) — ) — 87) 79 — 20 (642) (6)
Total liabilities............c...... $(2,615) $ — (26) $ — $ (176) $ 128 § — § 121 8§ (2,568) $ (19)
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Total Gains and

in® Current
(Losses) Included in Period
Trading Transfers  Transfers Unrealized
Jan. 1, Revenue Other Purch- Issu- Settle- Into Out of Mar. 31, Gains
2014 (Loss) Revenue ases ances ments Level 3 Level 3 2014 (Losses)
(in millions)
Assets:
Trading assets, excluding
derivatives:
Collateralized debt
obligations ...........cc.evee. $ 254 $ 7 $ — 3 — — 3 3) $ — 3 — $ 258 % 7
Corporate and other
domestic debt securities... 2,260 %) — 553 — — — — 2,308 6)
Government debt
securities issued by
foreign entities................. 121 2 — _ _ (6) — — 117 4)
Derivatives, net®:
Interest rate contracts....... 1 — — — — — — — 1 —
Foreign exchange
contracts . 95 1 — — — (6) — 6 96 1
Equity contracts............... 3 19 — — — (7) 4 5 24 12
Precious metals contracts ?2) 2 — — — — — — — —
Credit contracts................ 191 (13) — — — 3 — — 181 (28)
Mortgage servicing rights® 227 — (12) — — (10) — — 205 (12)
Total assets.........ccoevevrvenene $ 3,150 $ 13 3 (12) § 553 — $ (29 S 4 8 11 $ 3,600 $ (30)
Liabilities:
Deposias in domestic
offices™ ... $(2334) $  (124) $ -5  — (25 $ 167 $ (68) $ 140 $ (2,244) $ (23)
Long-term debt. (900) 93 — — (43) 47 — 71 (732) (2)
Total liabilities.................... $(3,234) $ 31) $ — § — 68 $ 214 § 68) $ 211§ (2,976) $ (25)

M Includes realized and unrealized gains and losses.

@ Tevel 3 net derivatives included derivative assets of $463 million and derivative liabilities of $208 million as of March 31, 2015 and derivative assets of

$694 million and derivative liabilities of $392 million as of March 31, 2014.

®  See Note 7, "Intangible Assets," for additional information.

@ See Note 10, "Fair Value Option," for additional information.
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The following table presents quantitative information about the unobservable inputs used to determine the recurring fair value
measurement of assets and liabilities classified as Level 3 fair value measurements as of March 31, 2015 and December 31, 2014:

March 31, 2015
Fair Value
Financial Instrument Type (in millions) Valuation Technique(s) Significant Unobservable Inputs Range of Inputs
Collateralized debt obligations ................ 254  Broker quotes or consensus Prepayment rates 1% - 6%
pricing and, where applicable,
discounted cash flows
Conditional default rates 6% -7%
Loss severity rates 90% - 91%
Corporate and other domestic debt 2,848 Discounted cash flows Spread volatility on collateral assets 1% - 4%
SCCUTTEICS w.vevvenevereienieeeseeeeeeete e eeeeereene
Correlation between insurance claim  80%
shortfall and collateral value
Interest rate derivative contracts.............. 20 Market comparable adjusted for Probability to fund for rate lock 6% -99%
probability to fund commitments
Foreign exchange derivative contracts . —  Option pricing model Implied volatility of currency pairs 17% - 22%
Equity derivative contracts'” .................. 43  Option pricing model Equity / Equity Index volatility 13% - 65%
Equity / Equity and Equity / Index 47% - 59%
correlation
Credit derivative contracts...............c........ 192 Option pricing model Correlation of defaults of a portfolio 49% - 52%
of reference credit names
Issuer by issuer correlation of 82% - 83%
defaults
Mortgage servicing rights ..........ccceeevveneee 141  Option adjusted discounted cash Constant prepayment rates 11% -51%
flows
Option adjusted spread 8% -14%
Estimated annualized costs to service ~ $91 - $333 per
account
Deposits in domestic offices (structured (1,926) Option adjusted discounted cash Implied volatility of currency pairs 17% -22%
deposits) M@ e, flows
Equity / Equity Index volatility 13% - 65%
Equity / Equity and Equity / Index 47% - 59%
correlation
Long-term debt (structured notes) "™ ... (642) Option adjusted discounted cash Implied volatility of currency pairs 17% - 22%

flows

63

Equity / Equity Index volatility

Equity / Equity and Equity / Index
correlation

13% - 65%
47% -59%



HSBC USA Inc.

December 31, 2014
Fair Value
Financial Instrument Type (in millions) Valuation Technique(s) Significant Unobservable Inputs Range of Inputs
Collateralized debt obligations ................ 253  Broker quotes or consensus pricing ~ Prepayment rates 1% - 6%
and, where applicable, discounted
cash flows
Conditional default rates 6% - 7%
Loss severity rates 90% - 91%
Corporate and other domestic debt 2,840 Discounted cash flows Spread volatility on collateral assets 2% - 4%
SECUTTLIES ...
Correlation between insurance claim  80%
shortfall and collateral value
Interest rate derivative contracts.............. —  Market comparable adjusted for Probability to fund for rate lock 6% - 98%
probability to fund commitments
Foreign exchange derivative contracts" . —  Option pricing model Implied volatility of currency pairs 10% - 17%
Equity derivative contracts™ ................... 42 Option pricing model Equity / Equity Index volatility 11% - 60%
Equity / Equity and Equity / Index 47% - 73%
correlation
Credit derivative contracts ............c.ccc...... 210  Option pricing model Correlation of defaults of a portfolio 52% - 57%
of reference credit names
Issuer by issuer correlation of 82% - 83%
defaults
Mortgage servicing rights .........c.coeeuenee. 159  Option adjusted discounted cash Constant prepayment rates 10% - 49%
flows
Option adjusted spread 8% - 19%
Estimated annualized costs to service ~ $91 - $333 per
account
Deposits in domestic offices (structured (1,968) Option adjusted discounted cash Implied volatility of currency pairs 10% - 17%
deposits) @ e, flows
Equity / Equity Index volatility 11% - 60%
Equity / Equity and Equity / Index 47% - 73%
correlation
Long-term debt (structured notes)™@ ... (647) Option adjusted discounted cash Implied volatility of currency pairs 10% - 17%
flows
Equity / Equity Index volatility 11% - 60%
Equity / Equity and Equity / Index 47% - 73%
correlation

M

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

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

Significant Unobservable Inputs for Recurring Fair Value Measurements

Collateralized Debt Obligations ("CDOs")

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

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

Loss severity rate - Included in our Level 3 CDOs portfolio are collateralized loan obligations (CLOs) and trust preferred
securities which are about equally distributed. The loss severity rate for trust preferred securities as of March 31,2015 is about
1.8 times that of CLOs.

Derivatives

Correlation of default - The default correlation of a group of credit exposures measures the likelihood that the credit references
within a group will default together. The default correlation is a significant input to structured credit products such as nth-to-
default swaps. In addition, the correlation between the currency and the default risk of the reference credits is a critical input
to a foreign currency denominated credit default swap where the correlation is not observable.
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= Implied volatility - The implied volatility is a significant pricing input for freestanding or embedded options including equity,
foreign currency and interest rate options. The level of volatility is a function of the nature of the underlying risk, the level of
strike price and the years to maturity of the option. Depending on the underlying risk and tenure, we determine the implied
volatility based on observable input where information is available. However, substantially all of the implied volatilities are
derived based on historical information. The implied volatility for different foreign currency pairs is between 17 percent and
22 percent while the implied volatility for equity/equity or equity/equity index is between 13 percent and 65 percent, respectively
at March 31, 2015. Although implied foreign currency volatility and equity volatility appear to be widely distributed at the
portfolio level, the deviation of implied volatility on a trade-by-trade basis is narrower. The average deviation of implied
volatility for the foreign currency pair and at-the-money equity option are 7 percent and 6 percent, respectively at March 31,
2015.

*  Correlations of a group of foreign currency or equity - Correlation measures the relative change in values among two or more
variables (i.e., equity or foreign currency pair). Variables can be positively or negatively correlated. Correlation is a key input
in determining the fair value of a derivative referenced to a basket of variables such as equities or foreign currencies. A majority
of the correlations are not observable, but are derived based on historical data. The correlation between equity/equity and
equity/equity index was between 47 percent and 59 percent at March 31, 2015.

Sensitivity of Level 3 Inputs to Fair Value Measurements

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

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

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

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

Significant Transfers Into and Out of Level 3 Measurements During the three months ended March 31, 2015, we transferred
$101 million of deposits in domestic offices and $20 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 to maturity
and there is more observability in short term volatility.

During the three months ended March 31, 2014, we transferred $140 million of deposits in domestic offices and $71 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.
Additionally, during the three months ended March 31, 2014, we transferred $68 million of deposits in domestic offices, 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.
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Assets and Liabilities Recorded at Fair Value on a Non-recurring Basis Certain financial and non-financial assets are measured
at fair value on a non-recurring basis and therefore, are not included in the tables above. These assets include (a) mortgage and
commercial loans classified as held for sale reported at the lower of amortized cost or fair value and (b) impaired loans or assets
that are written down to fair value based on the valuation of underlying collateral during the period. These instruments are not
measured at fair value on an ongoing basis but are subject to fair value adjustment in certain circumstances (e.g., impairment).
The following table presents the fair value hierarchy level within which the fair value of the financial and non-financial assets has
been recorded as of March 31, 2015 and December 31, 2014. The gains (losses) during the three months ended March 31, 2015
and 2014 are also included.

Non-Recurring Fair Value Measurements Total Gains (Losses)
as of March 31, 2015 For the Three
Months Ended
Level 1 Level 2 Level 3 Total March 31, 2015
(in millions)
Residential mortgage loans held for sale” ................. $ — 8 1 8 5% 6 $ —
Consumer 10anS®..........co.oveveeeeeeeeeeeeeeeeeeeeeeee s — 37 — 37 (10)
Commercial loans held for sale® ...........cooovvvvrrinn. — 35 — 35 3
Impaired commercial loans™.............ccoocoovvervrieen. — — 48 48 —
Real estate owned™ .........ooovevoeeeeeeeeee e, — 22 — 22 1
Total assets at fair value on a non-recurring basis....... $ — S 95 § 53 $ 148 $ a7
Non-Recurring Fair Value Measurements Total Gains (Losses)
as of December 31, 2014 For the Three
Months Ended
Level 1 Level 2 Level 3 Total March 31, 2014
(in millions)
Residential mortgage loans held for sale™ .................. $ — S — S 5% 5% 3
Consumer 10anS@..........o.ovurveeeeeeeeeeeeeeeeeeeeeeeeereee e, — 164 — 164 (15)
Commercial loans held for sale® ............cocovvvinnrene.. — 77 — 77 —
Impaired commercial loans®..............ccoccoovivrvvcernnnn, — — 53 53 6)
Real estate owned®™ .........o.ooveeeeeeeeeeeeeeeeeeeeeeeeereeeen, — 19 — 19 1
Total assets at fair value on a non-recurring basis....... $ — $ 260 $ 58 $ 318 $ 17)

1)

2

3)
“)

&)

As of March 31, 2015 and December 31, 2014, the fair value of the loans held for sale was below cost. Certain residential mortgage loans held for sale have
been classified as a Level 3 fair value measurement within the fair value hierarchy as the underlying real estate properties which determine fair value are
illiquid assets as a result of market conditions and significant inputs in estimating fair value were unobservable. Additionally, the fair value of these properties
is affected by, among other things, the location, the payment history and the completeness of the loan documentation.

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.

As of March 31, 2015 and December 31, 2014, the fair value of the loans held for sale was below cost.

Certain commercial loans have undergone troubled debt restructurings and are considered impaired. As a matter of practical expedient, we measure the
credit impairment of a collateral-dependent loan based on the fair value of the collateral asset. The collateral often involves real estate properties that are
illiquid due to market conditions. As a result, these loans are classified as a Level 3 fair value measurement within the fair value hierarchy.

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.
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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 as of March 31, 2015 and December 31, 2014:

As of March 31, 2015

Significant
Fair Value Unobservable Range of
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs
Valuation of third party appraisal on
Residential mortgage loans held for sale .............c..ccoeevevievennnne.. $ 5 underlying collateral Loss severity rates 0% - 100%
Valuation of third party appraisal on
Impaired commercial 10ans..............ccoooveveveieveececieeieeeee 48 underlying collateral Loss severity rates ~ 17% - 40%
As of December 31, 2014
Significant
Fair Value Unobservable Range of
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs
Valuation of third party appraisal on
Residential mortgage loans held for sale.............cccoovvveeiienenee. $ 5 underlying collateral Loss severity rates 0% - 100%
Valuation of third party appraisal on
Impaired commercial 10ans.............ccooevevereicieieiiceeieee 53 underlying collateral Loss severity rates 8% - 47%

Significant Unobservable Inputs for Non-Recurring Fair Value Measurements

Residential mortgage loans held for sale primarily represent subprime residential mortgage loans which were previously acquired
with the intent of securitizing or selling them to third parties. The weighted average loss severity rate for these loans was
approximately 68 percent at March 31, 2015. These severity rates are primarily impacted by the value of the underlying collateral
securing the loans.

Impaired loans represent commercial loans. The weighted average severity rate for these loans was approximately 32 percent at
March 31, 2015. These severity rates are primarily impacted by the value of the underlying collateral securing the loans.

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

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

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

Loans - Except for certain commercial loans held for sale for which the fair value option has been elected, we do not record loans
at fair value on a recurring basis. From time to time, we record impairments to loans. The write-downs can be based on observable
market price of the loan, the underlying collateral value or a discounted cash flow analysis. In addition, fair value estimates are
determined based on the product type, financial characteristics, pricing features and maturity.

*  Loans held for sale — Certain residential mortgage whole loans, consumer receivables and commercial loans are recorded at
the lower of amortized cost or fair value. Where available, we measure held for sale mortgage whole loans based on transaction
prices of loan portfolios of similar characteristics observed in the whole loan market. 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. The fair value estimates of consumer receivables and commercial loans are determined primarily
using the discounted cash flow method with estimated inputs in prepayment rates, default rates, loss severity, and market rate
of return.

*  Commercial loans held for sale designated under FVO — We record certain commercial loans held for sale at fair value. Where
available, fair value is based on observable market consensus 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.
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Commercial loans — Commercial loans and commercial real estate loans are valued by discounting the contractual cash flows,
adjusted for prepayments and the borrower’s credit risk, using a discount rate that reflects the current rates offered to borrowers
of similar credit standing for the remaining term to maturity and, when applicable, our own estimate of liquidity premium.

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

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

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

Lending-related commitments - The fair value of commitments to extend credit, standby letters of credit and financial guarantees
are not included in the table. The majority of the lending related commitments are not carried at fair value on a recurring basis nor
are they actively traded. These instruments generate fees, which approximate those currently charged to originate similar
commitments, which are recognized over the term of the commitment period. Deferred fees on commitments and standby letters
of credit totaled $52 million and $50 million at March 31, 2015 and December 31, 2014, respectively.

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

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

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

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

Asset-backed securities, including collateralized debt obligations — Fair value is primarily determined based on pricing
information obtained from independent pricing services adjusted for the characteristics and the performance of the underlying
collateral.
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The following tables provide additional information relating to asset-backed securities as well as certain collateralized debt
obligations held as of March 31, 2015:

Trading asset-backed securities:

Rating of Securities:" Collateral Type: Level 2 Level 3 Total
(in millions)
AAA A Residential mortgages - Alt A..........cccoueueneee. $ 80 $ — S 80
Residential mortgages - Subprime ................. 53 53
Student 10ans ..........cceevevveviieienieieeeeeeeee. 88 — 88
Total AAA -A.eeeeeeeee e 221 221
BBB B ....cioireiineecees Collateralized debt obligations....................... — 253 253
CCC-Unrated ......ccoeeveveeeenereeeeenenenes Residential mortgages - Subprime ................. 6 6
$ 227§ 253§ 480
Available-for-sale securities backed by collateral:
Rating of Securities:" Collateral Type: Level 2 Level 3 Total
(in millions)
AAA A Commercial mortgages.............ccceeveveverennee. $ 29§ — § 29
Home equity - Alt A....ooovveeeveeieeeee, 85 — 85
Other 94 — 94
Total AAA -A. o $ 208§ — § 208

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

Ratings for collateralized debt obligations represent the ratings associated with the underlying collateral.

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

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

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

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

We use the OIS curves as inputs to measure the fair value of collateralized derivatives. Historically, we valued uncollateralized
derivatives by discounting expected future cash flows at a benchmark interest rate, typically LIBOR or its equivalent. In line with
evolving industry practice, we changed this approach during 2014. We now view the OIS curve as the base discounting curve for
all derivatives, both collateralized and uncollateralized, and have adopted 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.
This is an area in which a full industry consensus has not yet emerged. We will continue to monitor industry evolution and refine
the calculation methodology as necessary.
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Significant inputs related to derivative classes are broken down as follows:

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

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

*  Foreign Exchange ("FX") Derivatives — FX transactions, 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 own credit standing for financial liabilities (the "credit risk
adjustments") in determining the fair value measurement. For derivative instruments, we calculate the credit risk adjustment by
applying the probability of default of the counterparty to the expected exposure, and multiplying the result by the expected loss
given default. We also take into consideration the risk mitigating factors including collateral agreements and master netting
arrangements in determining credit risk adjustments. We estimate the implied probability of default based on the credit 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). Where specific
proxy credit default swap is not available, we apply a blended approach based on a combination of credit default swaps referencing
to credit names of similar credit standing and the historical rating-based probability of default.

Real estate owned - Fair value is determined based on third party appraisals obtained at the time we take title to the property and,
if less than the carrying amount of the loan, the carrying amount of the loan is adjusted to the fair value. The carrying amount of
the property is further reduced, if necessary, at least every 45 days to reflect observable local market data, including local area
sales data.

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

Structured notes and deposits — Structured notes and deposits are hybrid instruments containing embedded derivatives and are
elected to be measured at fair value in their entirety under fair value option accounting principles. The valuation of hybrid instruments
is predominantly driven by the derivative features embedded within the instruments. The valuation of embedded derivatives may
include significant unobservable inputs such as correlation of the referenced credit names or volatility of the embedded option.

Cash flows of the funded notes 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.

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

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

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

The following supplements, and should be read together with, the disclosure in Note 28, "Litigation and Regulatory Matters," in
our 2014 Form 10-K. Only those matters with significant updates and new matters since our disclosure in our 2014 Form 10-K
are reported herein.

In addition to the matters described below, and in our 2014 Form 10-Ks, in the ordinary course of business, we are routinely named
as defendants in, or as parties to, various legal actions and proceedings relating to activities of our current and/or former operations.
These legal actions and proceedings may include claims for substantial or indeterminate compensatory or punitive damages, or
for injunctive relief. In the ordinary course of business, we also are subject to governmental and regulatory examinations,
information-gathering requests, investigations and proceedings (both formal and informal), certain of which may result in adverse
judgments, settlements, fines, penalties, injunctions or other relief. In connection with formal and informal inquiries by these
regulators, we receive numerous requests, subpoenas and orders seeking documents, testimony and other information in connection
with various aspects of our regulated activities.

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

For the litigation and governmental and regulatory matters disclosed below and in Note 28, "Litigation and Regulatory Matters,"
in our 2014 Form 10-K 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 $60 million for HUSI and its U.S. affiliates. The litigation and governmental and
regulatory matters underlying this estimate of possible loss will change from time to time and actual results may differ significantly
from this current estimate.

Based on the facts currently known, in respect of each of the below 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.

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 In the Speedy Stop Food Stores LLC v. Visa Inc. (Tex. Dist. Ct., Victoria City, No. 13-10-75377-A) case,
the court granted plaintiff’s motion for partial summary judgment on the issue of whether plaintiff has antitrust standing and denied
defendants’ motion for partial summary judgment on the same issue in April 2015. Discovery is proceeding.

Salveson v. JPMorgan Chase et al. (N.D.Cal. No. 13-CV-5816) The motion for reconsideration of the court’s order granting
defendants’ motion to dismiss is fully briefed, and we await a decision from the court.

Checking Account Overdraft Litigation In March 2015, plaintiffs in the state court action (Ofra Levin et al v. HSBC Bank USA,
N.A. et al. (N.Y. Sup. Ct. 650562/11) (“State Action™)) filed papers in support of an agreement reached with HSBC Bank USA to
settle the claims on a class wide basis for $30 million. The settlement is subject to court approval. The court has scheduled a
preliminary approval hearing for July 7, 2015, at which time the court will also consider the federal plaintiffs' motion to intervene
in the action.

In the federal court multidistrict litigation (In re HSBC Bank, USA, N.A. Debit Card Overdraft Fee Litigation (E.D.N.Y. 2:13-
MD-02451)), HSBC Bank USA filed a motion to stay the federal court action given the settlement in the State Action. Plaintiffs
opposed the motion and filed a cross-motion for injunctive relief seeking to prevent the settlement in the State Action from
proceeding. In April 2015, the court issued an order denying plaintiffs’ motion for an injunction and granting, in part, HSBC Bank
USA’s motion for a stay. The court ruled that discovery may proceed but that the pending motion for class certification would be
held in abeyance pending proceedings in the State Action regarding approval of the settlement.

DeKalb County, et al. v. HSBC North America Holdings Inc., et al. In March 2015, the court denied the HSBC defendants’ motion
for summary judgment.

Lender-Placed Insurance Matters In April 2015, the court granted preliminary approval of the settlement reached by the parties
in the Weller, et al. v. HSBC Mortgage Services, Inc., et al. (D. Col. No. 13-CV-00185) putative class action regarding lender
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placed flood insurance. Under the agreement, HSBC agreed to pay $1.8 million inclusive of claims, attorneys’ fees and
administrative costs. The court has scheduled a final settlement approval hearing for October 2015.

Private Mortgage Insurance Matters The court denied the HSBC defendants’ motion for summary judgment, without prejudice.

People of the State of New York v. HSBC Bank USA, National Association and HSBC Mortgage Corporation (USA) On March
30, 2015, the court granted HSBC Mortgage Corporation’s ("HSBC Mortgage") motion for summary judgment and dismissed the
New York Attorney General’s (“AG”) Petition. The AG may appeal the court’s decision.

Precious Metals Fix Matters

In re Commodity Exchange Inc., Gold Futures and Options Trading Litigation (Gold Fix Litigation) A second consolidated
amended complaint was filed in March 2015, and defendants must file their consolidated response thereto on April 30, 2015.

In re London Silver Fixing, Ltd. Antitrust Litigation (Silver Fix Litigation) Defendants filed a consolidated response to the
consolidated amended complaint in March 2015. Plaintiffs filed a second amended complaint in response to the motion in April
2015.

Platinum and Palladium Fix Litigation Plaintiffs filed a consolidated amended complaint in April 2015. Defendants’ consolidated
response thereto is due in June 2015.

Madoff Litigation

In December 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 a number of funds incorporated outside the United States whose assets were invested with Madoff Securities. Plaintiffs
(including funds, funds investors and the Madoff Securities trustee, as described below) have commenced Madoff-related
proceedings against numerous defendants in a multitude of jurisdictions. Various HSBC companies have been named as defendants
in suits in the United States, Ireland, Luxembourg and other jurisdictions. Certain suits (which include U.S. putative class actions)
allege that the HSBC defendants knew or should have known of Madoff's fraud and breached various duties to the funds and fund
investors.

In March 2015, the U.S. Supreme Court denied the Herald and Thema plaintiffs’ petition for writ of certiorari in the In re Herald,
Primeo and Thema Securities Litigation. The dismissal of the Herald and Thema plaintiffs’ claims on grounds of forum non
conveniens is now complete.

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. For these reasons, among others, we
are unable to reasonably estimate the aggregate liability or ranges of liability that might arise as a result of these claims but they
could be significant. In any event, we consider that we have good defenses to these claims and will continue to defend them
vigorously.

Benchmark Rate Litigation

Defendants’ motions to dismiss the amended complaints filed in individual actions were heard in the first quarter of 2015.

Residential Funding Litigation

In December 2013, Residential Funding Company, LLC (“RFC”) filed an action against HSBC Mortgage in Minnesota state court
relating to alleged losses RFC suffered as a result of its purchase of approximately 8,800 mortgage loans from HSBC Mortgage
between 1986 and 2007. The action subsequently was removed and transferred to the U.S. District Court for the Southern District
of New York (“S.D.N.Y.”) and then referred to the Bankruptcy Court for the S.D.N.Y. for disposition in connection with RFC’s
pending bankruptcy action. Residential Funding Co. v. HSBC Mortg. Corp. (USA), Adv. Proc. No. 14-01915(MG). An amended
complaint was subsequently filed with Rescap Liquidating Trust, as successor to RFC f/k/a Residential Funding Corporation as
the named plaintiff. RFC alleges claims for breach of contract for alleged breach of representations and warranties concerning the
quality and characteristics of the mortgage loans and contractual indemnification for alleged losses incurred by RFC arising out
of purported defects in loans that RFC purchased from HSBC Mortgage and subsequently sold to third parties. In February 2015,
the court granted in part and denied in part HSBC Mortgage’s motion to dismiss. The court dismissed breach of contract claims
relating to loans purchased before May 14, 2006 on statute of limitations grounds but allowed other claims to proceed. Discovery
is proceeding.

Mortgage Securitization Pool Trust Litigation Additional actions have been filed against HSBC Bank USA in its role as trustee
for certain trusts by National Credit Union Administration Board, as liquidating agent, and the Western and Southern Life Insurance
Company, et al., in the U.S. District Court for the Southern District of New York and Ohio state court, respectively, alleging that
the trusts have sustained losses to collateral. These matters are at very early stages.
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Shareholder Derivative Action The nominal corporate defendants (HSBC, HSBC Bank USA, HSBC North America and HSBC
USA) filed a motion to dismiss the amended complaint in March 2015. Individual defendants who have been served also responded
to the amended complaint.

Charlotte Freeman, et al. v. HSBC Holdings plc, et al. Defendants filed a motion to dismiss in March 2015. In response, plaintiffs
filed an amended complaint in April 2015. Motions to dismiss are to be filed in May 2015.

Alfredo Villoldo, et al. v. HSBC Bank USA, N.A., et al. HSBC and HSBC Bank USA filed a motion to dismiss in April 2015.
Other Regulatory and Law Enforcement Investigations

In November 2014, the Argentine tax authority filed a complaint alleging an unlawful 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. The Argentine Congress has convened a special committee to investigate the matter and issues
related to allegations of evasion of Argentine income taxes broadly. The Committee met on April 1,2015 and is expected to continue
to meet weekly and we are monitoring its proceedings.
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20.

New Accounting Pronouncements

The following new accounting pronouncements were adopted effective January 1, 2015:

Residential Real Estate Collateralized Consumer Mortgage Loans In January 2014, the Financial Accounting Standards
Board ("FASB") issued an Accounting Standards Update ("ASU") to define an in-substance repossession or foreclosure of
residential real estate for purposes of determining whether or not an entity should derecognize a consumer mortgage loan
collateralized by that real estate. Under the standard, an in-substance repossession or foreclosure has occurred if the entity
has obtained legal title to the real estate as a result of the completion of a foreclosure (even if the borrower has rights to
reclaim the property after the foreclosure upon the payment of certain amounts specified by law), or if, through a deed in
lieu of foreclosure or other legal agreement, the borrower conveys all interest in the real estate to the entity in satisfaction
of the loan. The standard also requires entities to disclose both the amount of foreclosed residential real estate held as well
as the recorded investment in consumer mortgage loans collateralized by residential real estate that the entity is in the process
of foreclosing upon. We adopted this guidance on January 1, 2015. The adoption of this standard did not have any impact
on our financial statements. See Note 4, "Loans," for the new disclosure required by this standard.

Repurchase to Maturity Transactions, Repurchase Financings, and Disclosures In June 2014, the FASB issued an ASU
which changes the accounting for repurchase-to-maturity transactions to secured borrowing accounting and requires secured
borrowing accounting for the repurchase agreement in a contemporaneous repurchase financing arrangement. The
accounting changes in the ASU are effective for all annual and interim periods beginning January 1, 2015. The ASU also
requires new disclosure about repurchase agreements, securities lending transactions, and repurchase-to-maturity
transactions that are accounted for as secured borrowings to be presented for annual periods beginning January 1, 2015,
and for interim periods beginning April 1, 2015. The adoption of this guidance did not have a significant impact on our
financial position or results of operations.

The following are accounting pronouncements which will be adopted in future periods:

Recognition of Revenue from Contracts with Customers In May 2014, the FASB issued an ASU which provides a principles-
based framework for revenue recognition that supersedes virtually all previously issued revenue recognition guidance.
Additionally, the ASU requires improved disclosures to help users of financial statements better understand the nature,
amount, timing, and uncertainty of revenue that is recognized. The core principle of the five-step revenue recognition
framework is that an entity should recognize revenue to depict the transfer of promised goods or services to customers in
an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or services.
The ASU will be effective for all annual and interim periods beginning January 1, 2017. The amendments in the ASU may
be applied either retrospectively to each prior reporting period presented or retrospectively with the cumulative effect of
adoption recognized in equity at the date of initial application. We are currently evaluating the potential impact of adopting
this ASU, including determining which transition method to apply.

Amendments to the Consolidation Analysis In February 2015, the FASB issued an ASU which rescinds the deferral of
VIE consolidation guidance for reporting entities with interests in certain investment funds and provides a new scope
exception to registered money market funds and similar unregistered money market funds. The ASU makes several other
amendments including a) the elimination of certain criteria previously used for determining whether fees paid to a decision
maker represent a variable interest; b) revising the consolidation model for limited partnerships and similar entities which
could be variable interest entities or voting interest entities; ¢) excluding certain fees paid to a decision maker from the risk
and benefit test in the primary beneficiary determination if certain conditions are met; and d) reduces the application of the
related party guidance for VIEs. The ASU will be effective for all annual and interim periods beginning January 1, 2016
and the guidance can be applied either retrospectively or by recording a cumulative effect adjustment to equity with early
adoption permitted. We are currently evaluating the potential impact of adopting this ASU, but currently do not expect the
adoption of this guidance will have a significant impact on our financial position or results of operations.

There have been no additional accounting pronouncements issued during the first quarter of 2015 that are expected to have or
could have a significant impact on our financial position or results of operations.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Statements

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

* uncertain market and economic conditions, uncertainty relating to the U.S. debt and budget matters, the potential for
future downgrading of U.S. debt ratings, a decline in housing prices, unemployment levels, tighter credit conditions,
changes in interest rates or a prolonged period of low or negative interest rates, the availability of liquidity, unexpected
geopolitical events, heightened market concerns over sovereign creditworthiness in over-indebted countries, changes in
consumer confidence and consumer spending, and consumer perception as to the continuing availability of credit and
price competition in the market segments we serve;

» changes in laws and regulatory requirements;
» the ability to deliver on our regulatory priorities;
* extraordinary government actions as a result of market turmoil;

»  capital and liquidity requirements under Basel 111, the Federal Reserve Board's ("FRB") Comprehensive Capital Analysis
and Review ("CCAR"), and the Dodd-Frank Act stress testing ("DFAST");

» changes in central banks' policies with respect to the provision 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 ("HSBC Bank USA") to fulfill the requirements imposed by the deferred prosecution agreements
with the U.S. Department of Justice, the U.S. Attorney's Office for the Eastern District of New York, and the U.S. Attorney's
Office for the Northern District of West Virginia, our agreement with the Office of the Comptroller of the Currency, our
other consent agreements as well as 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 financial condition of our clients and counterparties and our ability to manage counterparty risk;

»  concentrations of credit and market risk;

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

» the ability to attract and retain customers and to retain key employees;

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

»  disruption in our operations from the external environment arising from events such as natural disasters, terrorist attacks,
global pandemics, or essential utility outages;

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

» third party suppliers' and outsourcing vendors' ability to provide adequate services;
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* losses suffered due to the negligence or misconduct of our employees or the negligence or misconduct on the part of
employees of third parties;

*  our ability to meet our funding requirements;

» adverse changes to our credit ratings;

*  our ability to cross-sell our products to existing customers;

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

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

*  heightened regulatory and government enforcement scrutiny of financial institutions;

» continued heightened regulatory scrutiny with respect to residential mortgage servicing practices, with particular focus
on loss mitigation, foreclosure prevention and outsourcing;

» changes to our mortgage servicing and foreclosure practices;
» changes in the methodology for determining benchmark rates;

* heightened regulatory and government enforcement scrutiny of financial markets, with a particular focus on 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;

* changes in bankruptcy laws to allow for principal reductions or other modifications to mortgage loan terms;

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

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

» the other risk factors and uncertainties described under Item 1A, "Risk Factors" in our Annual Report on Form 10-K for
the year ended December 31, 2014 ("2014 Form 10-K").

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

HSBC USA is an indirect 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
(HMD&A") as "We", lluS" Or Hour".

Current Environment The U.S. economy continued its recovery during the first quarter of 2015. While consumer sentiment
reached an 11 year high in January, modest declines occurred in February and March due to bad weather and a bump in gasoline
prices which resulted in overall sentiment remaining broadly flat at March 31, 2015 compared with year-end levels. In March, the
Federal Reserve Board dropped its assurance that it would remain patient before acting on rates, however indications were that
future increases may begin later and with a smaller succession of increases than previously expected. The prolonged period of low
interest rates continues to put pressure on spreads earned on our deposit base.

Although the number of jobs created in March was much lower than anticipated, the U.S. economy added almost 600 thousand
jobs during the first quarter of 2015, while the number of long-term unemployed fell almost 8 percent since December 31, 2014
and total unemployment fell to 5.5 percent as of March 2015. Despite these trends, headwinds remain as wage growth remains
weak, an elevated number of part-time workers continue to seek full-time work, the number of discouraged people who have
stopped looking for work remains elevated and economic uncertainty remains high in many economies outside the U.S., including
Latin America where tepid economic activity has continued into the first quarter of 2015. The sustainability of the economic
recovery 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. These conditions
in combination with global economic conditions, fiscal policy, geo-political concerns and the impact of recent regulatory changes
including the on-going implementation of the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the "Dodd-
Frank Act" or "Dodd-Frank") and the heightened regulatory and government scrutiny of financial institutions will continue to
impact our results in 2015 and beyond.

While the housing market in the U.S. continues to recover, the strength of recovery varies by market. Certain courts and state
legislatures have issued rules or statutes relating to foreclosures and scrutiny of foreclosure documentation has increased in some
courts. Also, in some areas, officials are requiring additional verification of information filed prior to the foreclosure proceeding.
The combination of these factors has led to a significant backlog of foreclosures in several jurisdictions which will continue to
take time to resolve.

Performance, Developments and Trends The following table sets forth selected financial highlights of HSBC USA for the three
months ended March 31, 2015 and 2014 and as of March 31, 2015 and December 31, 2014:

Three Months Ended March 31, 2015 2014
(dollars are in millions)

INEE INCOIMIC ..ot e e e e e e e eeta e e e e e eeataeeeessentaaeeeeeenaaareeeeeenaaraeeas $ 164 $ 104
Rate of return on average:

TOLAL ASSELS.....evteueetietieieet ettt ettt b bbbt b et bbbttt et eh bt et b bt eae b b 3% 2%

Total common shareholders' @QUILY ........ccccoriiiiiiiiiiiiee e 3.8 23
INEt INLETESE MATZII .. .eeutitieeieiieiteeteete et et ete st e e et e eteesee et esee st eaeesseeneesseensesseenseeseensesseenseensenseensenseenes 1.39 1.30
EfTICICNCY TALIO ... iitieuiietieiieiete ettt ettt ettt et e st e e st e e e et e et e et e esseessesseeseanseessesseasaesseensesseensessaensensaens 72.6 73.6
Commercial net charge-0fF 1AM ...........oo.ieieeeeeeeeeeeeeeeee et .04 .20

Consumer net charge-0ff ratiol!) ................coooivuiiieeeoeee oo .49 Sl

® Excludes loans held for sale.
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March 31, December 31,
2015 2014

(dollars are in millions)

Additional Select Ratios:

Allowance as a percent 0f 10ANS™1..............oo.oiuieieeeeee oot s e 86% .87%
Commercial allowance as a percent 0f 10ans'" ................covviviiuieeeeeee oo, 87 .85
Consumer allowance as a percent 0f 10ans™) ..............o.cooiiuriueiueeeeeeeeeee oo 85 .96
Consumer two-months-and-over contractual delinqUeNCY ...........coceverererenenieiienieneineneeeeesenne 5.24 5.59
L0aNS 10 AEPOSIES TAHOP ...t e e e s e e ee s 93.52 91.94
Total capital to risk Weighted aSSELS........cecerieriiiieieiiee et 16.34 15.78
Tier 1 capital to risSk WeIZhted @SSELS ....cuvivviiiieiiiieieiieieetet ettt ettt et esae e esae e esseesaens 12.61 11.41
Common eqUILY TIET 1 TAHI0...cc.eetirirtirtitertet ettt ettt ettt et ebe et et sbe st b e 11.78 10.33
Total sharcholders’ equity t0 tOtal ASSELS.........ccvirieriiiieiieietietete ettt ettt sae e esae e esse e esseesnens 10.45 9.14

Select Balance Sheet Data:

Cash and interest bearing deposits With banks..............cccoceveiniiniiniinice e $ 33221 $ 31,698
TTAQING ASSELS...ecuviiuieiietieitietiet ettt et e st et e steestesteesaesteesseessesseessenseessasseeseesseessesseessesseessesssessasssessanseans 22,444 21,092
Securities available-fOr-Sale ...........coiiiiiririniriiiecece et 33,096 30,140
Loans:

COMMETCIAL JOANS ...ttt ettt ettt ettt ettt sae b b e 61,647 58,087

CONSUIMET LOAMNS ....vieiiiiieiiietieti ettt et et e e et et e bt esbesteesseeseesseesaesseessesseessesseessesssessesssesseessansenssenseenns 19,811 19,654
TOLAL LOAIS ...ttt sttt e et e e e s et e e st et e ene e st et e eneenteeneenaeeneenseereenneeneens 81,458 77,741
DIEPOSIES....ueivvetieiteeiiet et ettt et et e bt e et e s te et e s beesbesteesbesteesbeessenbeesaenbeessanbeere e bt eraeeheeraeeaeensesreenbesreerseasaens 119,094 116,118
o

Excludes loans held for sale.

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

Net income was $164 million during the three months ended March 31, 2015 compared with income of $104 million during the
three months ended March 31, 2014. Income before income tax was $240 million during the three months ended March 31, 2015
compared with income of $253 million during the three months ended March 31, 2014. The slight decrease in income before
income tax reflects a higher provision for credit losses, higher operating expenses and lower other revenues, partially offset by
higher net interest income.

Our results in all periods were impacted by the change in the fair value of our own debt attributable to credit spread for which we
have elected fair value option which distorts comparability of the performance trends of our business between periods. The following
table summarizes the impact of this item for all periods presented:

Three Months Ended March 31, 2015 2014

(in millions)
Income before income tax, as rEPOTEA .........eevuerieriirierieieeeee ettt et et ettt e s e sae e enaesseeneesneens $ 240 $ 253
Fair value movement on own fair value option debt attributable to credit spread...............ccccceveennnes (70) (19)
Adjusted Performance!™ ..............oo.ovieoeeeeeeeeeeeeee oo $ 170 $ 234
m

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

Excluding the impact of the change in the fair value of our own debt attributable to credit spread for which we have elected fair
value option in the table above, our adjusted performance for the three months ended March 31, 2015 decreased $64 million
compared with the prior year period as lower other revenues, driven primarily by lower trading revenue, a higher provision for
credit losses and higher operating expenses were partially offset by higher net interest income.

See "Results of Operations" for more detailed discussion of our operations trends. In addition, see "Balance Sheet Review" for
further discussion on our receivable trends, "Liquidity and Capital Resources" for further discussion on funding and capital and
"Credit Quality" for additional discussion on our credit trends.
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We continue to focus on cost optimization efforts to ensure realization of cost efficiencies. To date, we have identified and
implemented various opportunities to reduce costs through organizational structure redesign, vendor spending, discretionary
spending and other general efficiency initiatives which have resulted in workforce reductions. Additional cost reduction
opportunities have been identified and are in the process of implementation. These efforts continue and, as a result, we may incur
restructuring charges in future periods, the amount of which will depend upon the actions that ultimately are implemented. We
also continue to evaluate our overall operations as we seek to optimize our risk profile and cost efficiencies as well as our liquidity,
capital and funding requirements. This could result in further strategic actions that may include changes to our legal structure,
asset levels, cost structure or product offerings in support of HSBC'’s strategic priorities.

During the first quarter of 2015, HSBC USA repaid $4,000 million of senior long-term debt previously issued to HSBC North
Americaand HSBC Bank USA repaid $900 million of subordinated long-term debt previously issued to HSBC USA.. In conjunction
with these repayments, HSBC USA received a capital contribution of $4,000 million from its immediate parent, HSBC North
America Inc. ("HNAI"), in exchange for one share of common stock and HSBC USA made capital contributions to its subsidiary,
HSBC Bank USA, of $2,400 million in exchange for two shares of common stock and $2,500 million in exchange for 250 shares
of non-cumulative preferred stock. These capital actions were taken to support our growth strategy and to strengthen the Basel
III regulatory capital positions of both HSBC USA and HSBC Bank USA.

Basis of Reporting

Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United
States ("U.S. GAAP"). Certain reclassifications have been made to prior year amounts to conform to the current year presentation.

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

Group Reporting Basis We report financial information to HSBC in accordance with HSBC Group accounting and reporting
policies which apply International Financial Reporting Standards ("IFRS") 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 (a non-U.S. GAAP financial measure) are used in managing our
businesses and rewarding performance of employees, our management also separately monitors net income under this basis of
reporting. The following table reconciles our U.S. GAAP versus Group Reporting Basis net income:

Three Months Ended March 31, 2015 2014
(in millions)
Net income — U.S. GAAP DASIS ....ooueiiiiieiiiieieeeese ettt sttt sttt $ 164 § 104
Adjustments, net of tax:
LOAN IMPAITINCNL ....c.veeiieiieiieiietietesteetesteetesteete st essesseesseeseesseessesseassesseassesssessesseessesssensenssessenssensenns 14 23
L0ans Neld fOr SALE ..ottt bbbttt neen 8 —
POINSION COSES .. uuiitiiiiieitieetieeteest e et e et e et estt e e bt e tteebeestaeesbeessaeasseesseesseesseesssaasaessseesssansseenssessseenseens 1 8
SECUTTEICS ..t evteevreeteettete et ete st e ste st esteeete b e eee e beessesseesse et e esseessensesseessesssensenssenseessenseessenseessenseensenssansennes 2) 2)
L0AN OTTZINATION ....eettiitieetieeiiesie et e ste et estte et esttesbeesaaeeebeestseenseesaesnseenseessseenseeasseessessseenssesnseenseens A3 4)
(0] 7S] 4 SRS 3 —
DIEIIVALIVES ...evvveeetieciie et eetee et e ette ettt e et eeeteeeteeeteeeteeeabeestaeeabeesaseeaseessseeeseesseeabeeasseeaseeassesaseesseenseeseean 3 —
OFRET ettt ettt e h e bt e h etk et et et et et a e en et aeea e eheehe bt beebesbeatententen 11 3)
Net income — Group Reporting Basis .........cooeiieiiiieiiiieieeeeee et 165 126
Tax expense — Group Reporting BaSiS ........c.cccvevierieiieiieieiieieeteie ettt et sae e saesnne e esae e essesnees 96 142
Profit before tax — Group Reporting BasiS........c.cccveiiiiiiieriieiiienieeieesie ettt eveeieesveeseee e snesne e $ 261 $ 268

The significant differences between U.S. GAAP and Group Reporting Basis impacting our results presented in the table above are
discussed in more detail within "Basis of Reporting" in our 2014 Form 10-K. There have been no significant changes since
December 31, 2014 in the differences between U.S. GAAP and Group Reporting Basis impacting our results.
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Balance Sheet Review

We utilize deposits and borrowings from various sources to provide liquidity, fund balance sheet growth, meet cash and capital
needs, and fund investments in subsidiaries. The following table provides balance sheet totals at March 31, 2015 and increases
(decreases) since December 31, 2014:

Increase (Decrease) From
December 31, 2014

March 31, 2015 Amount %

(dollars are in millions)

Period end assets:

Short-term IMVESTIMENTS .....vvviiiiieiieiieeeecieeee e e e e e eesaeeeeeeeeaaaeeees $ 40,186 $ 7,075 21.4%
| oY 4 S 1< AR 80,755 3,694 4.8
Loans held fOr SALE .......ccvieieiieieieeiere ettt s 405 (207) (33.8)
TTAAING ASSELS...eeutieetetieiieetiete ettt eb et ettt et sbe e sae e e saean 22,444 1,352 6.4
SECUTILIES ... et ee e e et e e e e et e e e et e e e e e e eeneeeenteeeeenneeeenneeean 47,111 3,502 8.0
(011 1S) g L1 TR 10,693 639 6.4

$ 201,594 $ 16,055 8.7%

Funding sources:

TOtAl AEPOSILS ..vvivvieieiieeieeietieieete ettt ettt et sb ettt b et essesseseeteeseereeseebesbessens $ 119,094 S 2,976 2.6%
Trading HabilIties .....cc.eoveieieieietieeee ettt 11,288 3,124 38.3
ShOTt-term DOITOWINGS ......eeveiuieeeeiieieeeieste et eee ettt seeeseeseesaeseesteeneesseeneeseeans 15,653 2,858 22.3
Long-term debt......cc.ocvieiieiieiieieie et e 29,420 1,896 6.9
AlL Other HaDIItIES ....cvieveeiieeieiicieeie ettt ettt e ae e s eeeas 5,068 1,097 27.6
Shareholders” EQUILY......c..coeveierieirircreere ettt s 21,071 4,104 24.2

$ 201,594 $ 16,055 8.7%

Short-Term Investments Short-term investments include cash and due from banks, interest bearing deposits with banks, federal
funds sold and securities purchased under agreements to resell. In managing our overall liquidity, short-term investments increased
since December 31, 2014, driven by recent debt issuances which have not been re-deployed into loans as well as increases in non-
core deposits, net trading liabilities and short-term borrowings. Balances will fluctuate from period to period depending upon our
liquidity position at the time.
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Loans, Net The following summarizes our loan balances at March 31, 2015 and increases (decreases) since December 31, 2014:

Increase (Decrease) From
December 31, 2014

March 31, 2015 Amount %

(dollars are in millions)

Commercial loans:

Construction and Other 1€l ESALE .......v.eveeieeeeeeeeee et $ 10,901 $ 601 5.8%
Business and corporate banking...........c.cocceveeereeineninenieeneeneeneeneeneennenens 19,251 1,432 8.0
GIobal BANKING'™ ..o 28,029 1,642 6.2
Other commErcial 10ANS .......c.oeieriiicieriieieiee e 3,466 (115) (3.2)
Total cOmMMETCIAl JOANS .......vvviiieiiiiiieieceee e 61,647 3,560 6.1
Consumer loans:
Residential MOTtZAZES .....ccvvevieieiieierii ettt seeeeesnees 16,991 330 2.0
Home equity MOTtZAZES .....coovieuieiieiieiieienieee ettt s 1,716 (68) (3.8)
Credit CardS ..c.veveeeieieieieieeeee ettt ettt ettt 680 (40) (5.6)
OthET CONSUIMET ...evveiieiieetieniieeteieete e ete e eaesteesbessaesseesaesseesaeseessesseessessnensessees 424 (65) (13.3)
Total CONSUMET 1OANS.......ccccouviiiiiiiiieiee ettt eeta e e e eareeeeeeenaees 19,811 157 8
TOtAL LOANS ..ttt e e ettt e e s s e e e e e e e s ataeeeeeennnaes 81,458 3,717 4.8
Allowance for Credit LOSSES .......cuevirieririeniieientieie et sie et sre e eeee e esenreens 703 23 34
LLOAIS, T1EE oottt et e e et e e et e ee st e eae s e eae e e ene e eeneeeeeneeeeneeenee $ 80,755 $ 3,694 4.8%
m

Represents large multinational firms including globally focused U.S. corporate and financial institutions and U.S. dollar lending to multinational banking
customers managed by HSBC on a global basis. Also includes loans to HSBC affiliates which totaled $5,016 million and $4,821 million at March 31, 2015
and December 31, 2014, respectively.

Commercial loans increased compared with December 31, 2014 due to new business activity which reflects our continued focus
on expanding our core offerings and proactively targeting companies with international banking requirements in key growth
markets.

Residential mortgage loans increased compared with December 31, 2014 as we continue to target new residential mortgage loan
originations towards our Premier and Advance customer relationships and sell newly originated conforming loans to PHH Mortgage
Corporation ("PHH Mortgage"). Home equity mortgages decreased compared with December 31, 2014 reflecting net paydowns
as our focus continues to shift towards residential mortgage loans and new origination volume continues to decline.

Prior to 2014, real estate markets in a large portion of the United States were affected by stagnation or declines in property values
for a number of years. While the loan-to-value ("LTV") ratios for our mortgage loan portfolio have generally deteriorated since
origination, we have seen a general improvement in the LTVs for our mortgage loan portfolio during the last two years. The
following table presents LT Vs for our mortgage loan portfolio, excluding mortgage loans held for sale:

LTVs at LTVs at
March 31, 20150@ December 31, 2014

First Lien Second Lien First Lien Second Lien
LTV S8B0%0u ittt st 93.1% 76.3% 92.3% 74.5%
80% LTV < O0%0.uuiiiiieieeeieeieeeee ettt ettt ve e veeaee e 3.9 11.2 42 11.9
90% < LTV < L00%0..c.uievievieiieiieiieieseeee e eaeseeae e e seaessesnnens 1.9 7.3 2.1 7.7
LTV > 1009 c.ueeeeiieiie ettt ae e s 1.1 5.2 1.3 6.0
Average LTV for portfolio.........coceeveverenenenicnieiiiincncncncnee, 56.9 60.7 57.4 61.6

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 (formerly known as the Office of Federal Housing Enterprise Oversight)
house pricing index ("HPI") at either a Core Based Statistical Area ("CBSA") or state level. The estimated value of the homes could differ from actual fair
values due to changes in condition of the underlying property, variations in housing price changes within metropolitan statistical areas and other factors. As
aresult, actual property values associated with loans that end in foreclosure may be significantly lower than the estimates used for purposes of this disclosure.
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@ Current property values are calculated using the most current HPIs available and applied on an individual loan basis, which results in an approximate three

month delay in the production of reportable statistics. Therefore, the information in the table above reflects current estimated property values using HPIs as
of December 31, 2014 and September 30, 2014, respectively.

Credit card receivable balances decreased compared with December 31, 2014 reflecting seasonal paydowns.
Other consumer loans decreased since December 31, 2014 reflecting paydowns.

Loans Held for Sale The following table summarizes loans held for sale at March 31, 2015 and increases (decreases) since
December 31, 2014:

Increase (Decrease) From
December 31, 2014

March 31, 2015 Amount %
(dollars are in millions)

ComMETCIAL J0ANS .....cueiiieiiitieeieiietest ettt b e e s e esaeseens $ 291 § (237) (44.9)%
Consumer loans:

Residential MOTtZages......c.eevevieieriieieiieie sttt 24 6 333 %

OthEr CONSUIMECT....c.uiiutiiieiiietietieteeteeetesteeeesaeeaesteesaesseessesseessesseesseeseensesssessennes 90 24 36.4

Total CONSUMET LOANS ......ueeiieeiieiieeie e et etee et et seeesaeebeesaeebeeseaeenseenes 114 30 35.7 %
Total 10ans held fOr Sale.........c.coveviieieiiiiieieeeieee et 3 405 $ (207) (33.8)%

Commercial loans held for sale decreased compared with December 31, 2014. Balances will fluctuate from period to period
depending upon volume and level of activity. Commercial syndicated loans that are originated with the intent of selling them to
unaffiliated third parties and commercial loans that we purchased from the secondary market and hold as hedges against our
exposure to certain total return swaps are classified as commercial loans held for sale and are recorded at fair value as we have
elected to designate these loans under the fair value option. The fair value of commercial loans held for sale under these programs
was $255 million and $384 million at March 31, 2015 and December 31, 2014, respectively.

Commercial loans held for sale also included $34 million and $44 million of global banking loans at March 31, 2015 and
December 31, 2014, respectively, which were transferred to held for sale during 2014, as well as commercial real estate loans of
$2 million and $100 million at March 31, 2015 and December 31, 2014, respectively.

Residential mortgage loans held for sale increased slightly compared with December 31, 2014. We sell all our agency eligible loan
originations servicing released directly to PHH Mortgage. Also included in residential mortgage loans held for sale are subprime
residential mortgage loans of $4 million at both March 31, 2015 and December 31, 2014 which were acquired from unaffiliated
third parties and from HSBC Finance Corporation ("HSBC Finance") with the intent of securitizing or selling the loans to third
parties.

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

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. The valuation allowance on consumer loans held for sale was $12 million and $15 million at
March 31,2015 and December 31, 2014, respectively. The valuation allowance on commercial loans held for sale was $12 million
and $5 million at March 31, 2015 and December 31, 2014, respectively.
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Trading Assets and Liabilities The following table summarizes trading assets and liabilities balances at March 31, 2015 and
increases (decreases) since December 31, 2014:

Increase (Decrease) From
December 31, 2014

March 31, 2015 Amount %

(dollars are in millions)

Trading assets:

SECUTTHES" ... seeeesssese e seseesssss e $ 12,628 $ (870) (6.4)%
PIecious MELALS .......cceerieiirieiinieinicenercertct sttt 3,310 1,318 66.2
Derivatives, Nt .........cooccrrrrveeuemmmuereereeeeeesssssseseeessesseesssssessesessesssssssseesse 6,506 904 16.1

$ 22,444 $ 1,352 6.4 %

Trading liabilities:

Securities sold, not yet purchased.............ccccoovviviiniiiiii $ 646 $ 37 (5.4)%
Payables for precious metals...........ccooeeveerieieiieieceeeeee e — (22) (100.0)
DErIVALIVES, NEL™ ......vieeoirevierireiiis sttt 10,642 3,183 42.7

$ 11,288 § 3,124 38.3 %

M See Note 2, "Trading Assets and Liabilities," in the accompanying consolidated financial statements for a breakout of trading securities by category.

@ AtMarch 31, 2015 and December 31, 2014 the fair value of derivatives included in trading assets has been reduced by $6,573 million and $4,811 million,
respectively, relating to amounts recognized for the obligation to return cash collateral received under master netting agreements with derivative counterparties.

®  AtMarch 31,2015 and December 31, 2014 the fair value of derivatives included in trading liabilities has been reduced by $1,084 million and $1,724 million,
respectively, relating to amounts recognized for the right to reclaim cash collateral paid under master netting agreements with derivative counterparties.

Securities balances decreased compared with December 31, 2014 due primarily to a decrease in foreign sovereign guaranteed
positions, partially offset by increases in U.S. Treasury and U.S. government agency mortgage-backed securities. Securities
positions are held to mitigate the risks of interest rate products issued to customers of domestic and emerging markets. Balances
of securities sold, not yet purchased decreased since December 31, 2014 reflecting a decrease in U.S. Treasury positions related
to hedges of derivatives in the interest rate trading portfolio.

Precious metals trading assets increased compared with December 31, 2014 driven by an increase in our own gold and silver
inventory positions held as hedges for client activity. The increase also reflects a slight increase in spot rates for certain metals.
Precious metal positions may not represent our net underlying exposure as we may use derivatives contracts to reduce our risk
associated with these positions, the fair value of which would appear in derivatives in the table above.

Derivative asset and liability balances both increased since December 31, 2014 mainly from market movements as valuations of
interest rate and foreign exchange derivatives increased.

Securities Securities include securities available-for-sale and securities held-to-maturity. With regards to securities available for
sale, balances will fluctuate between periods depending upon our liquidity position at the time. The increase in balances since
December 31, 2014 largely reflects net purchases of U.S. government sponsored and government agency mortgage-backed
securities partially offset by net sales of U.S. Treasury securities as part of a continuing strategy to re-balance the securities portfolio
for risk management purposes based on the current interest rate environment and liquidity needs.

Other Assets Other assets includes intangibles and goodwill. Other assets increased since December 31, 2014 due primarily to
higher derivative balances associated with hedging activities, an increase in net deferred tax assets and higher investments in
Federal Home Loan Bank stock.
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Deposits The following summarizes deposit balances by major depositor categories at March 31, 2015 and increases (decreases)
since December 31, 2014:

Increase (Decrease) From
December 31, 2014

March 31, 2015 Amount %
(dollars are in millions)

Individuals, partnerships and cOrporations...........c.ceoerereereeriereeeeeneneseseseseene $ 102,662 $ 6,275 6.5%
Domestic and foreign banks ..........ccceceeereririnineneneneneieeeeceeeese e 15,222 (3,357) (18.1)
U.S. government and states and political subdivisions ..........cccceceevererenercnennne 881 56 6.8
Foreign governments and official inStitutions.........cccevevveveieeeccneniencncncncneenen 329 2 .6
TOtAl AEPOSIES. ...vivieeiiitieiieiieieete ettt ettt ettt b e st b e s te b e et ebeete e b e ean e reens $ 119,094 $ 2,976 2.6%
Total COTe dePOSIES™) ...........oveoveeeeeeeeeeeeee oo $ 86,779 $ 2,293 2.7%

M Core deposits, as calculated in accordance with Federal Financial Institutions Examination Council ("FFIEC") guidelines, generally include all domestic
demand, money market and other savings accounts, as well as time deposits with balances not exceeding $100,000.

Deposit balances increased since December 31,2014 largely due to an increase in wholesale time deposits driven by new issuances,
higher levels of commercial savings reflecting new business activity in key growth markets and increased deposits from individuals
driven by the impact of promotional rates offered on savings accounts in our Premier segment. These increases were partially
offset by reductions in call deposits from banks as counterparties seek alternative placement options given the low rate environment.
The strategy for our core retail banking business includes building relationship deposits across multiple markets, channels and
segments. This strategy involves various initiatives, such as:

*  HSBC Premier, a premium service wealth and relationship banking proposition designed for the internationally-minded
client with a dedicated premier relationship manager. Total Premier deposits increased to $21,285 million at March 31,
2015 as compared with $20,343 million at December 31, 2014; and

»  Expanding our existing customer relationships by needs-based sales of wealth, banking and mortgage products.
We continue to actively manage our balance sheet to increase profitability while maintaining adequate liquidity.

Short-Term Borrowings Short-term borrowings increased since December 31, 2014 primarily due to increased levels of securities
sold under agreements to repurchase resulting from the management of our short-term liquidity positions, partially offset by a
decrease in commercial paper outstanding.

Long-Term Debt Long-term debt increased compared with December 31, 2014 reflecting the impact of debt issuances, including
increased borrowings from the Federal Home Loan Bank of New York ("FHLB"), partially offset by debt repayments and
retirements. Debt issuances during the three months ended March 31, 2015 totaled $8,956 million, of which $17 million was issued
by HSBC Bank USA. During the first quarter of 2015, HSBC USA repaid $4,000 million of senior debt previously issued to HSBC
North America. See Note 15, "Retained Earnings and Regulatory Capital Requirements," for additional details.

Incremental issuances from the $40 billion HSBC Bank USA Global Bank Note Program totaled $17 million during the three
months ended March 31, 2015. Total debt outstanding under this program was $4,499 million and $4,501 million at March 31,
2015 and December 31, 2014, respectively. 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.

Incremental issuances from our shelf registration statement with the SEC totaled $4,339 million of senior debt during the three
months ended March 31, 2015, which included $3,300 million of senior notes issued by HSBC USA in February as well as $1,039
million of structured notes. Total long-term debt outstanding under this shelf was $18,418 million and $17,161 million at March 31,
2015 and December 31, 2014, respectively.

Borrowings from the FHLB totaled $5,600 million and $1,000 million at March 31, 2015 and December 31, 2014, respectively.

All Other Liabilities All other liabilities increased compared with December 31, 2014 due primarily to higher outstanding
settlement balances related to security purchases and higher derivative balances associated with hedging activities.
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Results of Operations

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

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

2015 Compared to
2014
Increase (Decrease)

Three Months Ended March 31, 2015 Volume Rate 2014

(dollars are in millions)

Interest income:

ShOTt-term INVESTMENLS ......veveieeirieeieieieieteteteteteteeete ettt ere sttt se st se e eseneesenens $ 22 $ 7 S 1M $ 16
TTAAING SECUTTICS ...e.vventieeietieieeeieeee ettt ettt ete st eet e s st e e eseenteeneenteeneesaeeneesneensennean 95 8 39 48
SECUTTEIES ...ttt sttt sttt ettt ettt sttt sttt b et sr e ne e 204 35) 28 211
Commercial LoANS. ........ccoiuiiiiiiiieiee e 320 59 (26) 287
CONSUMET LOAMNS ...ttt ettt sttt ettt ettt be bbb naenean 181 6 ?2) 177
OBRET ...ttt 15 (4)) 6 10
Total INTETESt INCOME ......evevirieeirteiietiieteeetetee ettt sttt ettt et et se et e et saebenaenen 837 44 44 749
Interest expense:

DIEPOSIES ..ttt sttt ea bbbtk b ettt n et ae bbbt bt et naentan 46 12 (6] 35
Short-term DOITOWINES ........cerviuiriiiiiiirieiecee e 11 3) 8 6
LONGEITN AEDE.....c.eiitiiiiiieieeee ettt 167 50 (53) 170
Tax liabilities and other 3 A3 ©) 15
Total INtErest EXPENSC....ecverrierierieieereeieereereeeesreseresreeenens 227 56 (55) 226
Net interest income — taxable equivalent basis 610 $ (12)$ 99 523
Less: tax equivalent adjustment ...........cceceveruireieriieienieieceeeeeeere et ee e ae e s e 4 - 4
Net interest income — non taxable equivalent basis .........ccccceceeververvnrninininincnenens S 606 $ 519
Yield on total interest arning aSSELS.........cevvererirererterierienteiereeeeeeee et seennenee 1.91% 1.86%
Cost of total interest bearing Habilities ...........cocoviriririreniereeeee e .69 73
Interest rate SPIEAd ........c.coeruerierieieieieiecece ettt ettt T 1.13
Benefit from net non-interest paying funds'’.............c...coocovvoieoriercereeeeseeeeeee s 17 17
Net interest margin on average €arning assets ..........ccoevereereereereeerrereresererensenensens T1.39% 1.30%

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

while decreased percentages reflect a reduction in this excess.

Net interest income increased during the three months ended March 31,2015 due to an increase in interest income, driven primarily
by higher income from trading securities and commercial loans, while interest expense was relatively flat.

Short-term investments Higher interest income during the three months ended March 31, 2015 reflects higher average balances,
primarily in securities purchased under agreements to resell.

Trading securities The increase in interest income during the three months ended March 31, 2015 was driven primarily by a shift
in asset mix to longer term, higher yielding securities and, to a lesser extent, higher average securities balances. Securities in the
trading portfolio are managed as hedges against the derivative activity of our customers, which, in response to the current interest
rate environment, has shifted towards longer term, higher yielding returns.
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Securities Interest income decreased during the three months ended March 31, 2015 due primarily to lower average outstanding
balances which reflects the sales of U.S. Treasury, U.S. government agency mortgage-backed and other asset-backed securities,
partially offset by a shift in asset mix to higher yielding securities.

Commercial loans Interest income increased during the three months ended March 31, 2015 driven by higher average balances
due to loan growth, partially offset by lower yields on newly originated loans and refinanced loans. Lower yields reflect market
conditions and a continued focus on higher quality lending to reduce credit risk exposure in our loan portfolio.

Consumer loans Interest income increased during the three months ended March 31, 2015 driven by higher residential mortgage
average balances, partially offset by lower yields on newly originated loans. Lower yields on newly originated loans reflect market
conditions and a continued focus on higher quality lending to reduce credit risk exposure in our loan portfolio.

Deposits Higher interest expense during the three months ended March 31, 2015 primarily reflects the impact of higher average
interest-bearing deposit balances.

Short-term borrowings Higher interest expense during the three months ended March 31, 2015, reflects higher rates paid on these
borrowings, partially offset by lower average outstanding borrowings, primarily in securities sold under repurchase agreements.

Long-term debt Interest expense was lower in the three months ended March 31, 2015 driven by a shift in mix towards lower
yielding non-subordinated debt, partially offset by higher outstanding borrowings.

Tax liabilities and other Interest expense decreased during the three months ended March 31, 2015 reflecting the impact of the
conclusion of certain state and local tax audits in the second quarter of 2014 which resulted in the settlement of significant uncertain
tax positions covering a number of years.

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

Increase (Decrease)
Three Months Ended March 31, 2015 2014 Amount %

(dollars are in millions)

Commercial:
Construction and other Teal €STAtE .........cccvveeeeueeeeeeieeeeeeeeeeeeeeeee e eeee e $ 2 $ 2 $ — — %
Business and corporate banking ............cccoeeeereneieiieieeieieeseeese e 24 19 5 26.3
GlobaAl DANKING ...ttt 21 7 14 *
Other COMMETTIAL .....c.eeveueuiiriieiiirete ettt 1 4 5 *
Total COMMETCIAL......c.ciiiiiiiiiiiiie e $ 48 $ 24 $ 24 100.0
Consumer:
Residential MOTtZAZES ...c.cecveverueriririininenietetee ettt — (16) 16 100.0
Home equity MOTEZAZES. .....coveerueeeriiiriiieiiietenreienteentetste e ne ?2) 2 4) *
Credit card receivables .........ccooeririririrenineieieeteeeeeeee e 3 5 (2) (40.0)
OthEr CONSUIMIET .....viniiieiiniieieteiirrtetet ettt ettt 4 1 3 *
TOtal CONSUMET ...ttt 5 ®) 13 *
Total provision for credit I0SSES ..........cvrvrieriiririeieriiieiereiieeereeee et $ 53 § 16 § 37 *
Provision as a percentage of average loans, annualized..........c..c.ccocevenencnnenne - 03% ot%

*  Not meaningful.

Our provision for credit losses increased $37 million during the three months ended March 31, 2015 driven by a higher provision
for credit losses in our commercial loan portfolio and, to a lesser extent, in our consumer loan portfolio. During the three months
ended March 31, 2015, we increased our allowance for credit losses as the provision for credit losses was higher than net charge-
offs by $23 million.

The provision for credit losses in our commercial portfolio increased $24 million during the three months ended March 31, 2015.
The increase was driven primarily by downgrades, reflecting weaknesses in the financial circumstances of certain customer
relationships, higher provisions associated with oil and gas industry loan exposures and loan growth. Crude oil prices remained
depressed during the first quarter of 2015 and as a result of these market conditions, we downgraded certain credits which resulted
ina $12 million increase to the allowance for credit losses. We will continue to conduct quarterly reviews of our oil and gas industry
credit exposures to ensure our credit grades continue to reflect current conditions. If oil and gas prices stay at end of March levels
for an extended period of time, further adjustments to our allowance for credit losses may be required.

86



HSBC USA Inc.

The provision for credit losses on residential mortgages including home equity mortgages increased $12 million during the three
months ended March 31,2015, as the positive impacts from lower severity estimates due to improvements in home prices, continued
improvements in economic and credit conditions, including lower dollars of delinquency on accounts less than 180 days
contractually delinquent and the continued origination of higher quality Premier mortgages were more pronounced in the prior
year period. The first quarter of 2015 also reflects lower loss estimates associated with the remediation of certain mortgage servicing
activities.

The provision for credit losses associated with credit card receivables decreased $2 million during the three months ended March
31,2015. The decrease reflects lower outstanding balances, continued improvements in economic and credit conditions, including
improvements in delinquency roll rates.

Our methodology and accounting policies related to the allowance for credit losses are presented in our 2014 Form 10-K under
the caption "Critical Accounting Policies and Estimates" and in Note 2, "Summary of Significant Accounting Policies and New
Accounting Pronouncements." 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:

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount %

(in millions)
Credit Card fEES......coveiiiiieieeeeeer e $ 10 $ 14 3 @) (28.6)%
Other fees and COMMISSIONS .......c.covevrueiriirieirieiineenieertee et 182 173 9 5.2
TTUSE INCOMIE ....c.veiieiiciec s 35 31 4 12.9
Trading FEVENUE .....c..eveieiieiieiieiieitee ettt s 33 133 (100) (75.2)
Net other-than-temporary impairment l0SSEs .........c.cecevcerereriererenenenenen — ) 2 100.0
Other SeCUTTties ZAINS, NET......c.coveerueirieiriiieiererentetentererteeereeeeseeeereeeseeenes 23 22 1 4.5
Servicing and other fees from HSBC affiliates ............ccccoeveneincinccnenns 56 47 9 19.1
Residential mortgage banking revenue ............ccceceeevecieininicninenenennenenn 19 48 (29) (60.4)
Gain on instruments designated at fair value and related derivatives ......... 85 28 57 *

Other income:

Valuation of loans held for sale...........c.cccoeoiiiiiiininiceee 6) 1 (7 *
INSUTANCE.....ciiiiieiie et 5 3 2 66.7
Miscellaneous INCOME ........ccvevuveiereieiereieee et eees 22 2 20 *
Total Other INCOME ......c..cvveviieieeieiiciieteee ettt 21 6 15 *
Total Other TEVENUES.........eeveeieieriieieeeee ettt $ 464 $ 500 $ (36) (7.2)%

*  Not meaningful.

Credit card fees Credit card fees decreased in the three months ended March 31, 2015 due to higher cost estimates associated with
our credit card rewards program.
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Other fees and commissions Other fees and commissions increased in the three months ended March 31, 2015 largely due to
higher fee based income resulting from increased levels of commercial lending activity, partially offset by lower custodial fees
due to a decrease in precious metals average inventory held under custody. The following table summarizes the components of
other fees and commissions:

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount %
(in millions)
ACCOUNL SETVICES .....vveiaierereiesiietetesisesesesessesesesessssesesesessesesesessesesesesesas $ 69 $ 70 $ @) (1.4)%
Credit FACIITIES. .. .ecveevicrecre ettt ettt ettt ettt ettt e eve e e 63 52 11 21.2
CUSLOdIal TRES......ueevieiiiiiiiieieite et 3 11 ®) (72.7)
OthET FEES . .iiuiiiiii ettt et e e be e s aaeeaee s 47 40 7 17.5
Total other fees and COMMISSIONS..........ccevverrereerieeiieiieieie e eee e $ 182 $ 173§ 9 52%

Trust income Trust income increased in the three months ended March 31, 2015 reflecting higher fee income associated with our
management of fixed income assets driven primarily by growth in emerging market debt sales.

Trading revenue Trading revenue is generated by participation in the foreign exchange, rates, credit, equities and precious metals
markets. The following table presents trading related revenue by business activity and includes net interest income earned on
trading instruments, as well as an allocation of the funding benefit or cost associated with the trading positions. The trading related
net interest income component is included in net interest income on the consolidated statement of income. Trading revenues related
to the mortgage banking business are included in residential mortgage banking revenue.

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount Y%
(in millions)

Trading TEVENUE ......c.evevevieiiereieeiieieteieet ettt ese s es b sess s s sesesesesesennenes $ 33 8 133§ (100) (75.2)%

Net INEETESt INCOMEC.....c.vieuietieietieieeeee et ee et ste et et e st seeeeee e eneesteeneeneeens 65 19 46 *

Trading related TEVENUE ........ccoeiiiiiriirieiereeeeeeee e $ 98 $ 152 $ (54) (35.5)%

Business Activities: -
DErIVATIVES ! . ... $ 2 $ 758 (33)  (44.00%
Balance sheet management.............cocovevierierieieieneeenencncnenencsesieeens ®) 4 (12) *
Foreign eXChange..........cccceeiiiiiiniiinieeeee e 56 57 (1 (1.8)
Precious Metals .......eeeeeeieieieeeeee e 15 18 3) (16.7)
Capital fINANCING......ceeiriiiiriiiieiee e @ — @) *
Other trading......ccceoveeiiriririneerereeeeeeeeeee et 3) 2) (1) (50.0)

Trading related TEVENUE ........ccoeiiiiiriiiireeeeeeee e $ 98 $ 152 $ (54) (35.5)%

* Not meaningful.

M Includes derivative contracts related to credit default and cross-currency swaps, equities, interest rates and structured credit products.

Trading related revenue decreased during the three months ended March 31, 2015 primarily due to lower revenue from derivatives
and balance sheet management activities.

Trading revenue from derivative products decreased during the three months ended March 31, 2015 due to the performance of our
legacy structured credit products, which included lower valuation gains, as well as lower new deal activity in emerging markets
related products driven by less stable economic conditions in Latin America, partially offset by higher net interest income on bond
positions held as hedges against derivative exposures.

Trading revenue related to balance sheet management activities decreased during the three months ended March 31, 2015 primarily
due to the performance of economic hedge positions used to manage interest rate risk.

Foreign exchange trading revenue was relatively flat during the three months ended March 31, 2015.

Precious metals revenue decreased during the three months ended March 31, 2015 driven by reduced trade volumes as investor
demand shifted in favor of other assets.
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Capital financing revenue decreased during the three months ended March 31, 2015 due to valuation adjustments on credit default
swap hedge positions.

Net other-than-temporary impairment losses During the three months ended March 31, 2015, there were no other-than-temporary
impairment losses recognized. During the three months ended March 31, 2014, one debt security held by a consolidated variable
interest entity ("VIE") otherwise known as Bryant Park, which was previously determined to be other-than-temporarily impaired,
had a change to its other-than-temporary impairment estimate related to the credit component which was recognized in earnings.

Other securities gains (losses), net We maintain various securities portfolios as part of our balance sheet diversification and risk
management strategies. During the three months ended March 31, 2015 and 2014, we sold $5,491 million and $6,855 million,
respectively, of primarily U.S. Treasury, U.S. government agency mortgage-backed and other asset-backed securities as part of a
continuing strategy to re-balance the securities portfolio for risk management purposes based on the current interest rate
environment. The gross realized gains and losses from sales of securities in both periods, which is included as a component of
other securities gains, net above, are summarized in Note 3, "Securities," in the accompanying consolidated financial statements.

Servicing and other fees from HSBC affiliates Affiliate income increased in the three months ended March 31, 2015, largely
reflecting higher billings associated with internal audit activities performed for other HSBC affiliates and a revenue sharing payment
associated with the sale of certain investments managed on behalf of HSBC Finance.

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

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount %
(in millions)
Net INLErESt INCOMIEC ... .cvieuveerieiiereereeteete e eete et eete e eeteereeereereeeteerseebeerneereens $ 45 46 $ (1 2.2)%
Servicing related income:
Servicing fe€ INCOME ......ecvveeerieiieeieeiie ettt e e saeeae e 15 18 3) (16.7)
Changes in fair value of Mortgage Servicing Rights ("MSRs") due to
changes in valuation model inputs or asSUMpPtions.............cc.coccocvveennv.n. an (12) 1 8.3
CUSLOMET PAYIMEGIES ....euveeueieeieeeeiiereeeteeeeeteseee e seee e eetenteente e eneeseeeeeeeee 8) (10) 2 20.0
Trading — Derivative instruments used to offset changes in fair value
OF MISRS ..ot 24 15 9 60.0
Total servicing related INCOME..........ccevueeriiieiiiieeeeeeeee e 20 11 9 81.8
Originations and sales related income (loss):
Losses on sales of residential mortgages..........coecvevveevereeveeeenveeeennenne (6) — (6) *
Recovery for repurchase obligations .............cccceveenerienieienieeecee 4 34 (30) (88.2)
Total originations and sales related income (108S).......cccceeeveevereereennnne. ?2) 34 (36) *
Other MOTtZage INCOME .......ccvieeieeriereetieieeeenteeeereeeesteesaesreesseeseesseeseesseens 1 3 2) (66.7)
Total residential mortgage banking revenue included in other revenues.... 19 48 (29) (60.4)
Total residential mortgage banking related revenue.............cocoeveveviverenene. $ 64 $ 94 $ (30) (31.9)%

* Not meaningful.

Net interest income was relatively flat during the three months ended March 31, 2015 as higher net interest income driven by
growth in residential mortgage average outstanding balances was offset by lower net interest income from a declining home equity
mortgage portfolio and lower yields on newly originated loans. Lower yields on newly originated loans reflects the lower risk
profile of our Premier customers and market conditions. Consistent with our strategy, additions to our residential mortgage portfolio
are primarily mortgages to our Premier and Advance customers, while sales of loans consist of newly originated conforming loans
sold to PHH Mortgage as discussed further below.

Total servicing related income increased in the three months ended March 31, 2015 due primarily to improved net hedged MSRs
results, partially offset by lower servicing fees due to a decline in our average serviced loan portfolio. As a result of our strategic
relationship with PHH Mortgage, we no longer add new volume to our serviced portfolio as all agency eligible loans are sold to
PHH Mortgage on a servicing released basis. Changes in net hedged MSRs results are driven by changes in the MSRs valuation
due to updated market based assumptions such as interest rates, expected prepayments, primary-secondary spreads and cost of
servicing which differ from period to period along with changes in the value of the underlying instruments used to hedge changes
in the fair value of the MSRs. Consequently, primarily as a result of the elimination of new volume and declining mortgage rates,
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our MSRs fair value decreased during the three months ended March 31, 2015, which was more than offset by gains on instruments
used to hedge changes in the fair value of the MSRs.

Originations and sales related income (loss) declined in the three months ended March 31, 2015 largely due to a lower recovery
for repurchase obligations associated with loans previously sold and $6 million of losses associated with the execution of certain
Community Reinvestment Act activities. During the three months ended March 31, 2015, we recorded a recovery for repurchase
obligations of $4 million compared with a recovery of $34 million in the year ago period. During the first quarter of 2014, we
entered into a settlement with the Federal Home Loan Mortgage Corporation ("FHLMC") for $25 million which settled our liability
for substantially all loans sold to the FHLMC from January 1, 2000 through 2013. The settlement and a re-assessment of the
residual exposure resulted in a release of reserves. We continue to maintain repurchase reserves for exposure associated with
residual risks not covered by the settlement agreement.

Gain (loss) on instruments designated at fair value and related derivatives We have elected to apply fair value option accounting
to certain commercial loans held for sale, certain own fixed-rate debt issuances and all of our hybrid instruments issued, inclusive
of structured notes and structured deposits. We also use derivatives to economically hedge the interest rate risk associated with
certain financial instruments for which fair value option accounting has been elected. Gain (loss) on instruments designated at fair
value and related derivatives increased in the three months ended March 31, 2015 attributable primarily to the widening of our
own credit spreads associated with our own debt. See Note 10, "Fair Value Option," in the accompanying consolidated financial
statements for additional information including a breakout of these amounts by individual component.

Valuation of loans held for sale The valuation loss on loans held for sale during the three months ended March 31, 2015 reflects
a valuation write-down on a commercial loan held for sale. Loans held for sale are recorded at the lower of their aggregate cost
or fair value, with adjustments to fair value being recorded as a valuation allowance. Valuations on residential mortgage loans held
for sale that we originate are recorded as a component of residential mortgage banking revenue in the consolidated statement of
income.

Other income Other income, excluding the valuation of loans held for sale as discussed above, increased in the three months ended
March 31, 2015 due primarily to higher income associated with credit default swap protection which largely reflects exposures to
a single counterparty.

Operating Expenses Compliance costs, which remained a significant component of our cost base, totaled $66 million in the three
months ended March 31, 2015, compared with $74 million in the prior year period. While we continue to focus attention on cost
mitigation efforts in order to continue realization of optimal cost efficiencies, compliance related costs remain elevated due to the
remediation required by regulatory consent agreements and the implementation of global standards.
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The following table summarizes the components of operating expenses:

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount %
(dollars are in millions)
Salary and employee Denefits.......cocevevverieieieiiiiiriniiiienncreeese e $ 246 $ 215§ 31 14.4 %
OCCUPANCY EXPEINSE, NET ..euetiuiiiiiiieiiinieeienieentenieete ettt seeeeesaee 56 57 @) (1.8)
Support services from HSBC affiliates:
Fees paid to HSBC Markets (USA) Inc. ("HMUS") ....ccocvininininenns 64 57 7 12.3
Fees paid to HSBC Technology & Services (USA) ("HTSU").............. 240 253 (13) (5.1)
Fees paid to other HSBC affiliates ..........coceoeievieienininiiciincscneene 48 44 4 9.1
Total support services from HSBC affiliates.........cccceceverenencrincncnnns 352 354 (2) (.6)
Other expenses:
Equipment and SOfTWAare ..........coceverenienienienieieieeeenenceceene s 12 14 (2) (14.3)
IMATKEEINE ...ttt s 16 9 7 77.8
OULSIAE SEIVICES ...evvvieirierieriirtietente ettt ettt bt et sae b sbesee e saeneens 21 13 8 61.5
Professional fEes ........cccueiviiiiiiiiireeeeee e 21 22 1) (4.5)
Federal Deposit Insurance Corporation ("FDIC") assessment fee ......... 31 31 — —
IMISCEILANEOUS .....eviiiiieiieterie sttt 22 35 13) (37.1)
Total Other EXPENSES .....cceveririiriririiteieteeereeeeee et 123 124 (1 (.8)
Total OPETating EXPEINSES .....ceueevireiriirtirterientetenieeeteitee ettt eee st nee $ 777 $ 750 $ 27 3.6 %
Personnel - average NUMDET ............ccoioiriiiiiiniiincicccecceeee W 6183
EffICIENCY IO 1. 72.6% 73.6%

Salaries and employee benefits Salaries and employee benefits expense increased during the three months ended March 31, 2015
despite a reduction in the average number of personnel. The reduction in average personnel reflected continued cost management
efforts including a reduction in Retail Banking and Wealth Management personnel, due in part to branch optimization, which was
partially offset by the addition of higher cost personnel associated with growth initiatives in certain businesses, strengthening
controls and the implementation of global standards which resulted in an overall increase in expense.

Occupancy expense, net Occupancy expense was relatively flat in the three months ended March 31, 2015.

Support services from HSBC affiliates Support services from HSBC affiliates was relatively flat in the three months ended March
31,2015 as lower expense due to changing the billing process for certain third-party loan servicing costs from support service fees
paid to HTSU in 2014 to a direct expense in 2015 and lower compliance costs were offset by increased costs associated with our
investment in process enhancements and infrastructure to improve and modernize our legacy business systems, increased staffing
associated with capital planning and reporting activities and higher fees paid to HMUS. Compliance costs reflected in support
services from affiliates (primarily from HTSU) totaled $63 million during the three months ended March 31, 2015, compared with
$71 million in first quarter of 2014. A summary of the activities charged to us from various HSBC affiliates is included in Note
13, "Related Party Transactions," in the accompanying consolidated financial statements.

Other expenses Other expenses remained relatively flat in the three months ended March 31, 2015 as higher outside services
expense due to changing the billing process for certain third-party loan servicing costs as discussed above and higher marketing
expenses driven largely by promotional campaigns associated with our Premier and Advance customer propositions were largely
offset by lower loss provisions associated with off-balance sheet credit exposures and higher levels of expense capitalization
relating to internally developed software.

Efficiency ratio Our efficiency ratio was 72.6 percent during the three months ended March 31, 2015 compared with 73.6 percent
during the year-ago period. Our efficiency ratio was impacted in each period by the change in the fair value of our own debt
attributable to credit spread for which we have elected fair value option accounting. Excluding the impact of this item, our efficiency
ratio for the three months ended March 31, 2015 increased to 77.7 percent compared with 75.0 percent in the prior year period
due to higher operating expenses and lower other revenues, driven primarily by lower trading revenue, partially offset by higher
net interest income.
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Income taxes The following table provides an analysis of the difference between effective rates based on the total income tax
provision attributable to pretax income and the statutory U.S. Federal income tax rate:

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount %
(dollars are in millions)

Income before iNCOME taX EXPENSE........euvrverrrerrererieririereriererieressesesneeeseeenes $ 240 $§ 253 § (13) 5.1)%

INCOME TAX EXPEIISE ...cuveneniiieiieiieiietesteete sttt ettt ettt 76 149 (73) (49.0)

EffectiVe taX Tate.....c.ooieriieieeiieeeteee ettt 31.7% 58.9%

The effective tax rate for the three months ended March 31, 2015 reflects changes in valuation allowance reserves in relation to
certain state net operating loss carryforwards and the net benefit from our low income housing tax credit investments. The effective
tax rate for the three months ended March 31, 2014, was primarily impacted by the effects of re-valuing our deferred tax assets
for New York State Tax Reform that was enacted on March 31, 2014 which resulted in a decrease to our net deferred tax asset of
approximately $75 million, partially offset by changes in estimates in the amount of state income taxes deductible on the federal
income tax return and the net benefit from low income housing tax credit investments. During the three months ended March 31,
2015 and2014, werecognized $6 million and $7 million, respectively, of net benefits from low income housing tax credit investments
in income tax expense.

On April 13, 2015, New York Governor Cuomo signed legislation related to the 2015-2016 budget containing amendments to
reform New York City’s corporate tax rules. These reforms will have the effect of aligning New York City’s corporate tax regime
with New York State following the changes previously enacted to the latter in 2014. The legislation enacted on April 13, 2015 is
retroactively effective as of January 1, 2015, which is the same general effective date for the New York State corporate tax reform.
We expect this change to have a significant impact on our deferred taxes which should result in a decrease to our net deferred tax
asset of approximately $53 million in the second quarter of 2015.

We expect financial performance for HSBC North America and its subsidiary entities will continue to improve and therefore
anticipate that reliance may be placed solely on projected future taxable income from continuing operations in management's
evaluation of the recognition of the deferred tax assets in the near future as the sustainability of the improving financial performance
continues to be demonstrated. The reliance on future taxable income from continuing operations within our evaluation of the
recognition of deferred tax assets may result in the reversal of valuation allowances against certain state deferred tax assets. At
March 31, 2015, we had recorded approximately $7 million of valuation allowances against these certain state deferred tax assets.
These state deferred tax assets represent unitary filing states with partial valuation allowances against net operating loss
carryforwards that could be utilized against future taxable income from continuing operations.
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Segment Results — Group Reporting Basis

We have four distinct business segments that are utilized for management reporting and analysis purposes which are aligned with
HSBC's global businesses and business strategy: Retail Banking and Wealth Management ("RBWM"), Commercial Banking
("CMB"), Global Banking and Markets ("GB&M") and Private Banking ("PB"). The segments, which are generally based upon
customer groupings and global businesses, are described under Item 1, "Business," in our 2014 Form 10-K. There have been no
changes in the basis of our segmentation or measurement of segment profit as compared with the presentation in our 2014 Form
10-K.

We report financial information to our parent, HSBC, in accordance with HSBC Group accounting and reporting policies, which
apply International Financial Reporting Standards ("IFRS") 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") (a non-
U.S. GAAP financial measure) as operating results are monitored and reviewed, trends are evaluated and decisions about allocating
resources, such as employees, are primarily made on this basis. However, we continue to monitor capital adequacy, establish
dividend policy and report to regulatory agencies on a U.S. GAAP basis. The significant differences between U.S. GAAP and
Group Reporting Basis as they impact our results are summarized in Note 14, "Business Segments," in our 2014 Form 10-K.

We are currently in the process of re-evaluating the financial information used to manage our businesses, including the scope and
content of the U.S. GAAP financial data being reported to our Management and our Board. To the extent we make changes to this
reporting in 2015, we will evaluate any impact such changes may have on our segment reporting.

Retail Banking and Wealth Management Our RBWM segment provides a full range of banking and wealth products and services
through our branches and direct channels to individuals. These services include asset-driven services such as credit and lending,
liability-driven services such as deposit taking and account services and fee-driven services such as advisory and wealth
management. During the first quarter of 2015, we continued to direct resources towards the development and delivery of premium
service. Particular focus has been placed on HSBC Premier, HSBC's global banking service that was re-launched in 2014 and
offers customers a seamless international service, and HSBC Advance, a proposition directed towards the emerging affluent client
in the initial stages of wealth accumulation.

Consistent with our strategy, the growth of our residential mortgage portfolio is driven primarily by lending to our Premier and
Advance customers. Following the conversion of our mortgage processing and servicing operations to PHH Mortgage in 2013,
we sell our agency eligible originations directly to PHH Mortgage on a servicing released basis, resulting in no new mortgage
servicing rights being recognized.

The following table summarizes the Group Reporting Basis results for our RBWM segment:

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount %

(in millions)
Net INETESE INCOIMIE ...ttt eees $ 197 $ 198 $ ) (:5)%
Other Operating INCOME. .....c..cveieiririrerertietentereete ettt 87 113 (26) (23.0)
Total OPerating INCOMIE ..........cerveiriirieiinieienieenteereertet ettt 284 311 27) 8.7
Loan impairment Charges.........c.ecueererereriinenenienieieeeeeeeeee e e 22 2 20 *
Net OPErating IMCOME.....c.coveuerueirierieierietertetert ettt sttt be e 262 309 (47) (15.2)
OPETALING EXPEIISES ..envnrenreneenteiieiteieeieniesiesteetesteseeteseteneenteseesesnesbesaessessenae 281 279 2 i
Profit (1088) DEfOIE taX ...c.eervrueiiiirieieiirieiete et $ 19) $ 30 § (49) *

*  Not meaningful.

Our RBWM segment reported a loss before tax during the three months ended March 31, 2015 compared with a profit before tax
during the prior year period driven by lower other operating income and higher loan impairment charges.

Net interest income was relatively flat during the three months ended March 31, 2015 as higher net interest income driven by
growth in residential mortgage average outstanding balances was offset by lower net interest income from a declining home equity
mortgage portfolio and lower yields on newly originated loans. Lower yields on newly originated loans reflects the lower risk
profile of our Premier customers and market conditions.

Other operating income decreased in the three months ended March 31, 2015 driven by a lower recovery for mortgage loan
repurchase obligations associated with previously sold loans, as the prior year period reflects a release of reserves due primarily
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to a settlement with FHLMC which settled our liability for substantially all loans sold to FHLMC, as well as losses associated
with the execution of certain Community Reinvestment Act activities, partially offset by improved net hedged MSRs results.

Loan impairment charges increased during the three months ended March 31, 2015 as the positive impacts from lower severity
estimates due to improvements in home prices, continued improvements in economic and credit conditions including lower dollars
of delinquency on accounts less than 180 days contractually delinquent, and the continued origination of higher quality Premier
mortgages, were more pronounced in the prior year period.

Operating expenses were relatively flat in the three months ended March 31, 2015.

Commercial Banking 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. 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.
Payments and Cash Management, Global Trade and Receivables Finance and Credit and Lending are key product groups which
enable CMB to deliver the global connections required by customers. Whether it is through commercial centers, the retail branch
network, or via HSBCnet, CMB provides customers with 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. An increase in the number
of relationship managers and product partners is enabling us to gain a larger presence in key growth markets, including the West
Coast, Southeast and Midwest.

New loan originations have resulted in a 31 percent increase in quarter-to-date average loans outstanding to Large Corporate
customers and a 9 percent increase in quarter-to-date average loans outstanding to Middle Market customers since the first quarter
of 2014. Total quarter-to-date average loans outstanding increased 19 percent across all CMB client groups as compared with the
first quarter of 2014.

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

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount %
(in millions)

Net INtETESt INCOIME .....uvvieiiriiriirienieriieteetertertetet ettt ettt nes $ 201§ 187 § 14 7.5%
Other Operating INCOME. ........cveieieieiietire ettt 77 68 9 13.2
Total Operating INCOME ......c..ccueiririririiirteeerteeeeeteeee et 278 255 23 9.0
Loan impairment Charges. ........ccoocvevirieniiieninieneees e 10 7 3 42.9
Net OPerating IMCOME.......ccereruerererintiriententeteteteteetetereeae et st saenes 268 248 20 8.1
OPETALING EXPEISES ..euvvenvienrereeiintieteeitenteetesteete st estesbeentesbeentesseenteeseenseeaes 169 158 11 7.0
Profit BEfOTe taX .....covervirieiiieicieieee e $ 99 90 $ 9 10.0%

Our CMB segment reported a higher profit before tax during the three months ended March 31, 2015 driven by higher net interest
income and higher other operating income, partially offset by higher loan impairment charges and higher operating expenses.

Net interest income increased in the three months ended March 31, 2015 due to the favorable impact of higher loan balances,
primarily in key growth markets, partially offset by lower yields on newly originated loans and refinanced loans.

Other operating income was higher during the three months ended March 31, 2015 driven primarily by higher fees generated from
an increase in credit commitments, gains on sale in Commercial Real estate, higher Payments and Cash Management revenues
and higher GB&M collaboration income due to an increase in corporate derivatives and capital financing.

Loan impairment charges increased during the three months ended March 31, 2015 driven primarily by downgrades, reflecting
weaknesses in the financial circumstances of certain customer relationships, higher provisions associated with oil and gas industry
loan exposures and loan growth.

Operating expenses increased during the three months ended March 31, 2015 driven by higher salaries expense related to growth
initiatives, higher litigation costs and higher technology and corporate function support service costs.

Global Banking and Markets Our GB&M business segment supports HSBC’s emerging markets-led and financing-focused 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
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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 each client’s financial requirements with a long-term relationship management approach. In
addition to GB&M clients, GB&M works with RBWM, CMB and PB to meet their domestic and international banking needs.

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

»  Banking and financing advice and solutions for corporate and institutional clients, including loans, working capital, trade
services, payments and cash management, leveraged and acquisition finance, as well as capital raising in the debt and
equity 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.

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

We continue to target U.S. companies with international banking requirements and foreign companies with banking needs in the
Americas. Consistent with our global strategy, we are also focused on identifying opportunities to cross-sell our products to CMB
and RBWM customers. Furthermore, we have seen higher corporate loan balances compared with the prior year. During the first
quarter of 2015 U.S. financial market conditions reflected continued low interest rates and generally less volatile credit spreads
and foreign exchange prices. In Metals, gold prices on average were lower than the prior year and less volatile.

The following table summarizes the Group Reporting Basis results for the GB&M segment:

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount %

(in millions)
INEt INEETESt INCOIME ...vvvevieietieietiietiieiieie ettt ettt neebe e seneens $ 118 $ 97 $ 21 21.6 %
Other Operating INCOMIC. .......eeueeiuireieeeierte ettt sttt e e eee 266 294 (28) 9.5
Total operating iNCOME™ ..........c..ccoouorvieeeeeeeeeeeeeeeeeeeee e 384 391 7 (1.8)
Loan impairment Charges..........coecvevuievieriierienieeie et eee e ens 8 15 @) (46.7)
Net Operating iNCOME .........eeiuieuiereieiereeierieete ettt seeeee e eeesaeas 376 376 — —
OPETAtING EXPEISES ..vevvenrierrerreeriaeeerteeeesseaeesseessesseesesseesesseesesseensesssessennes 259 239 20 8.4
Profit BEfOTe taX .....ocvivviiiiiieeicieieeeceee ettt $ 117 § 137§ (20) (14.6)%

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

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount %
(in millions)
CIEAItP ... $ 7 8 33 3 (26) (78.8)%
RALES ..ttt ettt 40 58 (18) (31.0)
Foreign Exchange and Metals .............cociiiiiiinniiiniiiincccece e 67 77 (10) (13.0)
EQUITIES ..ottt ettt 17 4 13 *
Total Global MArKets........c.coueueeriereuiinieicininieiiineeicenteee et eercee st aenene 131 172 (41) (23.8)
Capital FINANCING ........cccovvviiiiiiiiiiiiiiicice s 89 62 27 435
Payments and Cash Management.... 920 85 5 59
SECUTTEIES SEIVICES. .....ocuiuiiiiiiiiiiiiiiicice e 3 3 — —
Global Trade and Receivables FINance..............ccoccocoeveciniiiiiniciinicincceene 13 11 2 18.2
Balance Sheet Management® ............co...coovomrvveeervonerveneeeeeeeeeesssseseeseseseeesensnees 64 64 — —
8 — 8 *
(14) (6) (3) *
$ 384 § 391§ (7) (1.8)%

*  Not meaningful.
@ Credit includes gains of $1 million and $32 million in the three months ended March 31, 2015 and 2014, respectively, of operating income related to

structured credit products and mortgage loans held for sale which we no longer offer.
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®  Includes gains on the sale of securities of $23 million in both the three months ended March 31, 2015 and 2014.

@ Other includes corporate funding charges and earnings on capital.

Our GB&M segment reported a lower profit before tax during the three months ended March 31, 2015 driven by lower other
operating income and higher operating expenses partially offset by higher net interest income and lower loan impairment charges.

Credit revenue decreased during the three months ended March 31, 2015 from the performance of legacy credit products. Changes
in the fair value of legacy structured credit products resulted in gains of $1 million during the three months ended March 31, 2015,
compared with gains of $29 million during the three months ended March 31, 2014. Included in the changes in fair value from
structured credit products were increases in fair value of $4 million during the three months ended March 31, 2015 related to
exposures to monoline insurance companies, compared with increases of $16 million during the three months ended March 31,
2014. Revenue from Rates decreased during the three months ended March 31, 2015 due to lower new deal volumes, primarily
in emerging markets related activity which were impacted by less stable economic conditions in Latin America. Foreign Exchange
and Metals revenue decreased during the three months ended March 31, 2015 due to lower custody fee income from Metals which
reflects the sale of our GB&M London Branch precious metals custody and clearing business to an HSBC affiliate during the
fourth quarter of 2014. The increase in Equities during the three months ended March 31, 2015 was driven by the impact of fair
value adjustments on certain equity linked structured note liabilities, which were related to movements in our own credit spreads.

Capital Financing revenue increased during the three months ended March 31, 2015 due to higher revenue related to the hedging
of a single loan exposure, higher financing fees from increased deal activity and higher net interest income driven by higher loan
balances.

Balance Sheet Management revenue was flat during the three months ended March 31, 2015 as increased interest income was
offset by lower revenue related to the performance of economic hedge positions used to manage interest rate risk.

Debit valuation adjustments on derivative liabilities reflects a movement of our spreads.

Loan impairment charges decreased in the three months ended March 31, 2015 as the prior year period reflected higher expected
loss on a single name exposure.

Operating expenses increased during the three months ended March 31,2015 driven by higher staff costs related to growth initiatives
and higher technology and corporate function support service costs.

Private Banking PB serves high net worth and ultra-high net worth individuals and their families with a focus on multi-generational
families, business owners and entrepreneurs who require sophisticated solutions to help meet their most complex needs domestically
and abroad. Accessing the most suitable products from the marketplace, 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. PB strategy is concentrated on three main areas: growth, streamlining and global standards.

Client deposit levels decreased $930 million or 8 percent compared with March 31, 2014. Total loans increased $432 million or
8 percent compared with March 31, 2014 from commercial and industrial, and residential mortgage portfolios. Overall period end
client assets were $430 million lower than March 31, 2014 primarily due to lower institutional custody customer balances and
lower deposits balances, partially offset by higher discretionary and fiduciary portfolios.

The following table provides additional information regarding client assets during the first quarter of 2015 and 2014:

Three Months Ended March 31, 2015 2014

(in millions)

Client assets at beginning of the PEriod..........ccevvveriieiiiieiiiiieeeee et b e ees $ 44,102 $§ 44,661
INEE NEW IMIONECY ....cuevieuiieeiieeteeeiteetee e bt eteeeete e teessbeesseesabeesseassseassaessseassaassseessaessseasseessseensaessseanseessseenses 735 129
VAlUC CHANGE ......veiiieiieiicece ettt ettt ettt e e e s teesbesbeesbeeseesbeessesseessesseensesseessesaeessensnas 195 675

Client assets at €Nd Of PETIOQ ........ccueivviiuiiiiicicieceecte ettt ettt et et v et veeteeereens $ 45,032 $ 45,465

96



HSBC USA Inc.

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

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount %

(in millions)
INEt INTETEST INCOIMIE oot e e e e e e e e e e e e e e e eeeeeeeee e e e eeeeneeeeeee $ 49 3 49 3 — — %
Other Operating IMCOMIE. ......c..eerveerrereienrerereeteneeetrteeenteeesteeeereeesesenesenennenes 24 25 (1) (4.0
Total Operating INCOME ......c..ccveieiririreririeerereete ettt 73 74 €)) (1.4)
Loan impairment TECOVETIES .......cceuevruerreuerrereruereriertnierenieesseeesesenesenensenes — 5) 5 100.0
Net OPerating IMCOME.......coereruerererinririenienteteteteeetetereeaeeie st ere e e seenes 73 79 (6) (7.6)
OPEIAtING EXPEIISES ..uvenveurenieneenieiieieeteatestesteatestestesesesteseeneeseeneeseeresaeseessenee 58 55 3 5.5
Profit Defore taX ......c.oeieeeieieeiee e $ 15 $ 24 $ 9) (37.5)%

Our PB segment reported lower profit before tax during the first quarter of 2015 driven primarily by lower loan impairment
recoveries and higher operating expenses.

Net interest income was flat during the first quarter of 2015.
Other operating income was relatively flat during the first quarter of 2015.

Loan impairment recoveries decreased during the first quarter of 2015 as the prior year period reflects recoveries related to the
payoff of a troubled debt restructuring loan and releases of reserves due to loan pay downs.

Operating expenses increased during the first quarter of 2015 driven by higher risk and technology support service costs.

Other The other segment primarily includes changes in the fair value of certain debt issued for which fair value option accounting
was elected and related derivatives, income and expense associated with certain affiliate transactions, adjustments to the fair value
on HSBC shares held for stock plans, interest expense associated with certain tax exposures and income associated with other tax
related investments.

The following table summarizes the Group Reporting Basis results for the Other segment:

Increase (Decrease)

Three Months Ended March 31, 2015 2014 Amount %

(in millions)
NEt INLETESE EXPEIISE ..nvnnienieiieieetieteete sttt steseestestesee st e et et ebeebesbesbesbesbeseens $ ©6) $ (13) $ 7 53.8%
Gain on own fair value option debt attributable to credit spread................. 70 19 51 *
Other Operating INCOME. .....c..eveieieieiieieiie ettt 12 6 6 100.0
Total Operating INCOME ......c.cveieiririririrtieenereete ettt 76 12 64 *
Loan impairment Charges.........c.eoueeeeriririinenienieeieeeeeeee e — — — —
Net OPerating IMCOME.......ccerererererinrirterenteteteteteretereeaeere st ere e s seenes 76 12 64 *
OPETAtING EXPEIISES ..uvenveureneenienieiieuteteatestestestestesseseseteneeneeseeneesearesaessensenee 27 25 2 8.0
Profit (1088) BEfOre taX .......coveveuieiririniriniieenereteceeeeeee e $ 49 3 (13) $ 62 *

* Not meaningful.

Profit (loss) before tax improved during the first quarter of 2015 due primarily to higher gains from changes in the fair value of
our own debt attributable to credit spread for which fair value option accounting was elected, lower interest expense reflecting the
impact of the conclusion of certain state and local tax audits in the second quarter of 2014 which resulted in the settlement of
significant uncertain tax positions covering a number of years which eliminated the associated interest expense on these liabilities
as well as higher other operating income driven by higher revenues associated with real estate mortgage investment conduits.

Reconciliation of Segment Results Aspreviously discussed, segment results are reported on a Group Reporting Basis. For segment
reporting purposes, inter-segment transactions have not been eliminated, and we generally account for transactions between
segments as if they were with third parties. Also see Note 14, "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.

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, an independent function, provides an ongoing assessment of lending activities that includes
independently assessing credit grades and loss given default estimates. 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 based on the present value of expected future cash
flows, discounted at the loan's original effective interest rate, or as a practical expedient, the loan's observable market price or the
fair value of the collateral if the loan is collateral dependent. Updated appraisals for collateral dependent loans are generally
obtained 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 credit grades for commercial loans align with U.S. regulatory risk ratings and are mapped to our probability of default master
scale. These probability of default estimates are validated on an annual basis using back-testing of actual default rates and
benchmarking of the internal ratings with external rating agency data like Standard and Poor's ("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 (the
"OCC"). On average, it takes approximately four weeks from the time the appraisal is ordered until it is completed and the values
accepted by HSBC's independent appraisal review unit. Subsequent provisions or charge-offs are completed shortly thereafter,
generally within the quarter in which the appraisal is received.

In situations where an external appraisal is not used to determine the fair value of the underlying collateral of impaired loans,
current information such as rent rolls and operating statements of the subject property are reviewed and presented in a standardized
format. Operating results such as net operating income and cash flows before and after debt service are established and reported
with relevant ratios. Third-party market data is gathered and reviewed for relevance to the subject collateral. Data is also collected
from similar properties within the portfolio. Actual sales levels of 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 troubled debt restructurings ("TDR Loans"), an allowance for credit losses is maintained based on the
present value of expected future cash flows discounted at the loans' original effective interest rate or in the case of certain loans
which are solely dependent on the collateral for repayment, the estimated fair value of the collateral less costs to sell. The
circumstances in which we perform a loan modification involving a TDR 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 restructure (e.g. principal
reductions, collateral changes, etc.) in order for the loan to be classified as a TDR Loan.

For pools of homogeneous consumer receivables and certain small business loans which do not qualify as TDR Loans, probable
losses are estimated using a roll rate migration analysis that estimates the likelihood that a loan will progress through the various
stages of delinquency, or buckets, and ultimately charge-off based upon recent historical performance experience of other loans
in our portfolio. This migration analysis incorporates estimates of the period of time between a loss occurring and the confirming
event of its charge-off. This analysis considers delinquency status, loss experience and severity and takes into account whether
loans are in bankruptcy or have been subject to account management actions, such as the re-age of accounts or modification
arrangements. The allowance for credit losses on consumer receivables also takes into consideration the loss severity expected
based on the underlying collateral, if any, for the loan in the event of default based on historical and recent trends which are updated
monthly based on a rolling average of several months' data using the most recently available information and is typically in the
range of 20-40 percent for residential mortgages and 75-100 percent for home equity mortgages. At March 31,2015, approximately
1 percent of our second lien home equity mortgages where the first lien residential mortgage is held or serviced by us and has a
delinquency status of 90 days or more delinquent, were less than 90 days delinquent and were not considered to be a TDR Loan
or already recorded at fair value less costs to sell.
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The roll rate methodology is a migration analysis based on contractual delinquency and rolling average historical loss experience
which captures the increased likelihood of an account migrating to charge-off as the past due status of such account increases. The
roll rate models used were developed by tracking the movement of delinquencies by age of delinquency by "bucket" over a specified
time period. Each bucket represents a period of delinquency in 30-day increments. The roll from the last delinquency bucket results
in charge-off. Contractual delinquency is a method for determining aging of past due accounts based on the status of payments
under the loan. 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 receivables are maintained to reflect our
judgment of portfolio risk factors which may not be fully reflected in the statistical roll rate calculation.

Our allowance for credit losses methodology and our accounting policies related to the allowance for credit losses are presented
in further detail under the caption "Critical Accounting Policies and Estimates" and in Note 2, "Summary of Significant Accounting
Policies and New Accounting Pronouncements," in our 2014 Form 10-K. Our approach toward credit risk management is
summarized under the caption "Risk Management" in our 2014 Form 10-K. There have been no significant revisions to our policies
or methodologies during the first quarter of 2015.

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

March 31, December 31,

2015 2014
(dollars are in millions)

Allowance fOr Credit LOSSES................coovieiiiiiiieiiecic ettt sb e e saaesebeesbaeesaeenns $ 703 $ 680
Ratio of Allowance for credit losses to: -
Loans:"
COMIMETCIAL ... eevtetieiiectieie ettt ettt ettt et e st et e s bt et e steessesseesseeseenseeseesseessenseassesseansesseensesseensessannsensenns 9% 8%
Consumer:

Residential MOTEZAZES ......c.evveruiriiieieietete ettt ettt ettt ettt et eb e ebe b b eres 0.6 0.6

Home equity MOITZAZES ......ccvouiiiiiiiiiiiiiiiiieieieee e e 1.7 1.8

Credit Card rECEIVADIES. .....ccvieieiieeieti ettt ettt sttt ste ettt ebessae s e esaesseensesseensesseensensaens 51 54

Other CONSUMET LOANS .....eeuvieiiiiiieiieetieste et et e et esteeeteeseeebeesabeeseessaeesseessseesseessseenseessseeseenssenn 2.4 2.0

Total CONSUMET LOANS ....c.vieiiieiieiieiieii ettt ettt ettt e et e e steebeeseeseesaesseesaesseensesseensesseensenseens 0.9 1.0
0] 21 TSP PP 9% 9%
Net charge-offs:®

COMMETCIAL® ...ttt et e e e et e e e s e e ee e eeeeeeseeseseeeeeseeeeeeen 2,225% 1,538%

COMSUIMIET ...ttt et ettt e st e e st e bt e eabe e bt e et e esbeesa bt e atesabeessbeeaseenbaeeabeenatesabeesabesnseeseseensaennsean 174 229
0] 21 TSP 581% 596%
Nonperforming loans: "™

(0107111331 (o7 -1 E USRS 349% 351%

COMSUIMIET ...ttt et et ettt et e st e bt e eabe e bt e e st e esbeesabeessteeabeessteeaseenbaeeabeenasesabeesasesnseeseseenseenasean 19 20

01 1 RSP 67% 63%

(O]
2

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

Ratio at March 31, 2015 reflects year-to-date net charge-offs, annualized. Ratio at December 31, 2014 reflects full year net charge-offs.

®  Our commercial net charge-off coverage ratio for the quarter ended March 31, 2015 and year ended December 31, 2014 was 267 months and 185 months,
respectively. The net charge-off coverage ratio represents the allowance for credit losses at period end divided by average monthly net charge-offs during
the period.

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

loans held for investment. Nonperforming loans include accruing loans contractually past due 90 days or more.

See Note 5, "Allowance for Credit Losses," in the accompanying consolidated financial statements for a rollforward of credit
losses by general loan categories for the three months ended March 31, 2015 and 2014.

The allowance for credit losses at March 31, 2015 increased $23 million or 3 percent as compared with December 31, 2014 due
to higher loss estimates in our commercial loan portfolio, partially offset by lower loss estimates in our consumer loan portfolio.
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Our commercial allowance for credit losses increased $42 million or 9 percent as compared with December 31, 2014 primarily
due to downgrades, reflecting weaknesses in the financial circumstances of certain customer relationships, and higher loss estimates
associated with oil and gas industry loan exposures as well as loan growth.

Our consumer allowance for credit losses decreased $19 million or 10 percent as compared with December 31, 2014 reflecting
lower loss estimates in our residential mortgage loan portfolio driven by lower severity estimates, continued improvements in
economic and credit conditions including lower delinquency levels and the continued origination of higher quality Premier
mortgages which are an increasingly larger portion of the portfolio. Also contributing to the decrease were lower loss estimates
associated with the remediation of certain mortgage servicing activities and a lower allowance for credit losses in our credit card
portfolio due to improved delinquency roll rates and lower receivable levels.

Our residential mortgage loan allowance for credit losses in all periods reflects consideration of certain risk factors relating to
trends such as recent portfolio performance as compared with average roll rates and economic uncertainty, including housing
market trends as well as second lien exposure.

The allowance for credit losses as a percentage of total loans at March 31, 2015 was flat compared with December 31, 2014 as
increases in the commercial loan percentage were offset by decreases in the consumer loan percentage for the reasons discussed
above.

The allowance for credit losses as a percentage of net charge-offs decreased compared with December 31, 2014 due to higher
dollars of net charge-offs in our consumer loan portfolio, partially offset by lower dollars of net charge-offs in our commercial
loan portfolio and an 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
Loans to Loans to
Total Total
Amount Loans Amount Loans
March 31, 2015 December 31, 2014
(dollars are in millions)
COMIMETCIALY .ot e e s e e es e $ 534 75.7% $ 492 74.7%
Consumer:
Residential MOTtZAZES. ... .c.vvvervieieiieierii ettt et esneeaesneeneeneen 95 20.9 107 21.4
HOME ©QUILY MOTTZAZES ...eevveerieireeiieiieeieerieesteesteeeeteesteesreeteessseesseessseesseessseenseensees 29 2.1 32 2.3
Credit card TECEIVADIES ..........oooviiieeeee e eetee e e re e 35 8 39 9
OFNET COMSUIMET ......uviiieiieeceeeee ettt e et e et e e et e e eae e e seaaeeessaeeeenaneesnneeessreeesnnes 10 5 10 7
TOtAl COMSUIMIET..........eeeeeeeeeeeeeeeeeeeeeeeee et eete e e e e e e e et e e eneeeeenreeeenseeeenneeeenseeennreeeenns 169 24.3 188 25.3

TOLALL .ttt ettt h bt b e ae et b et se s $ 703 100.0% $ 680 100.0%

M See Note 5, "Allowance for Credit Losses," in the accompanying consolidated financial statements for components of the commercial allowance for credit

losses.

While our allowance for credit loss is available to absorb losses in the entire portfolio, we specifically consider the credit quality
and other risk factors for each of our products in establishing the allowance for credit loss.

Reserves for Off-Balance Sheet Credit Risk 'We also maintain a separate reserve for credit risk associated with certain commercial
off-balance sheet exposures, including letters of credit, unused commitments to extend credit and financial guarantees. The
following table summarizes this reserve, which is included in other liabilities on the consolidated balance sheet. The related
provision is recorded as a component of other expense within operating expenses.

March 31, December 31,
2015 2014

Off-balance sheet Credit TISK TESEIVE ......cuiiviiiiiiieieciiecee ettt re e b eve e aaeeveeeaneeans $ 70 $ 68
The slight increase in off-balance sheet reserves at March 31, 2015 as compared with December 31, 2014 largely reflects growth

in customer activity. Off-balance sheet exposures are summarized under the caption "Off-Balance Sheet Arrangements, Credit
Derivatives and Other Contractual Obligations" in this MD&A.
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Delinquency The following table summarizes dollars of two-months-and-over contractual delinquency and two-months-and-over
contractual delinquency as a percent of total loans and loans held for sale ("delinquency ratio"):

March 31, December 31,
2015 2014

(dollars are in millions)

Delinquent loans:

(01071113315 (o2 -1 F USRS S 42 $ 41
Consumer:
Residential MOrt@ages !’ .............coovuiviioeceeeoeeeee e 957 1,013
Home equity MOortgages' ™ ..........o.coooiimiioceeeeee e 60 62
Credit Card T€CEIVADIES. .......eeiuiieiieie ettt ettt e et st e e beestaeeteessaeenbeessaeenseessseenseenssean 14 14
OthET COMSUITIET ... .veuvieeietieiteeieete et et ete st estesteesaesseeatesseenseesaensenseenseeseanseasaanseansesseensesseensesseensensenns 13 14
TOtAL COMSUIMET. ...ttt ettt ettt b et b et eb et eate bt eseesbeemtesbeenaesbeentesaeens 1,044 1,103
] 1 TSRS SPRRR $ 1,080 $ 1,144
Delinquency ratio:
COMIMETCIAL ....ettietieeieetie ettt ettt e et e et eeteeebeesteeeabeessbeasseessseassaessseessaessseasseesssaanseesssseseenssennses 07% .07%
Consumer:
Residential MOrt@ages ™ ............ccoovivieieeeeeeeeeeeeeeee oo 5.62 6.07
Home equity MOrt@ages' ' ..o 3.50 3.48
Credit Card r@CEIVADIES. ........ccuiiiiiecie ettt ettt e e te e s b e e be e s taeebeesaseesbeessseeseeseseensaensseas 2.06 1.94
OthET COMSUIMIET ... .veuvieiietieetieteeteeteeteeteesseestesteesaesteessesseessasseessaassesseassasseassasseeseesseessesseessesseessenseans 2.53 2.52
TOLAl COMSUIMIET .....eeeiiieiiiee ettt e e e e et e e e e e e eaat e e e e e esaaaaeeeeessnsaaeeessesnasseeessssnnseeeeessnnnes 5.24 5.59
TOtAL. ..ottt ettt ettt et te et e s beetb et e e s b e hees b e ete e s b e ese e b e eRt e beereeebeeneeeaeentesaeenbesteenseaseans 1.33% 1.46%
(1)

At March 31, 2015, and December 31, 2014, consumer mortgage loan delinquency includes $908 million and $936 million, respectively, of loans that are
carried at the lower of amortized cost or fair value of the collateral less costs to sell, including $4 million and $5 million, respectively, relating to loans held
for sale.

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

March 31, December 31,
2015 2014

(dollars are in millions)

Dollars of delinquent loans:

INEEIESE-ONLY LOBNS........iviiiiiiiiiiiiiii sttt ettt ettt ettt eas $ 66 $ 63
ARM J0MNS ...ttt 272 280
Delinquency ratio:

Interest-only loans 1.85% 1.78%

ARM LOGNS ...ttt ettt ettt ettt e s et e se st e s e esessese et e ssese et e b e st esees e b entese e s e st et e e ket e st eseesenteseeseteneetensens 2.31 2.43

Compared with December 31, 2014, our two-months-and-over contractual delinquency ratio decreased 13 basis points driven by
lower dollars of two-months-and-over contractual delinquency in our consumer loan portfolio and higher outstanding loan balances.
Our consumer loan two-month-and-over contractual delinquency ratio at March 31, 2015 decreased 35 basis points from
December 31, 2014, primarily due to lower levels of residential mortgage loan delinquency driven by continued improvements in
economic and credit conditions as well as lower levels of delinquency associated with loans carried at the lower of amortized cost
or fair value of the collateral less costs to sell. Residential mortgage loan delinquency levels however continue to be impacted by
an elongated foreclosure process which has resulted in loans which would otherwise have been foreclosed and transferred to REO
remaining in the loan account and, consequently, in delinquency. Compared with December 31, 2014, our commercial loan two-
months-and-over contractual delinquency ratio remained flat as a slight increase in dollars of delinquency was offset by the impact
from higher outstanding loan balances.

Residential mortgage delinquency is significantly higher than home equity mortgage delinquency in all periods largely due to the
inventory of loans which are held at the lower of amortized cost or fair value of the collateral less cost to sell and are in the
foreclosure process. Given the extended foreclosure time lines, particularly in those states where HUSI has a large footprint, the
residential mortgage portfolio has a substantial inventory of loans which are greater than 180 days past due and have been written
down to the fair value of the collateral less cost to sell. There is a substantially lower volume of home equity mortgage loans where
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we pursue foreclosure less frequently given the generally subordinate position of the lien. In addition, our legacy business originated
through broker channels and loan transfers from HSBC Finance is of a lower credit quality and, therefore, contributes to an overall
higher weighted average delinquency rate for our residential mortgages. Both of these factors are expected to continue to diminish
in future periods as the foreclosure backlog resulting from extended foreclosure time lines is managed down and the portfolio mix
continues to shift to higher quality loans as the legacy broker originated business and prior loan transfers run off.

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"):

March 31, December 31, March 31,
2015 2014 2014

(dollars are in millions)

Net Charge-off Dollars:

Commercial:
Construction and Other TEAL ESTALE..........c.ueueuiirieuiiririeiirtee ettt aes $ 1 $ — 3 17
Business and corporate banking...........cccoeueueeirieuerinirieininieeinierccnteettt ettt 4 1 2
Global banking — — 8
OhEr COMIMETTIAL ...ttt sttt bbbt s ettt et se bt bebens 1 1 3)
TOtAl COMIMEICIAL ...ttt ettt b ettt eb e st b bbbttt sesae e 6 2 24
Consumer:
Residential MOTTZAZES .......oveueririeueirieieiiieeeire ettt ettt ettt et s nens 12 5 14
Home equity mortgages 1 1 (1)
Credit Card TECEIVADIES.........eueririiiiirieicitrite ettt ettt st 7 6 10
OBNET COMSUIMET ...ttt et ettt e et aee et e e eaeesae e e et e saeeeeaeesaseeaeesaseeeaeessaeeneesaseenseesaseesneesnnes 4 1 1
TOLAl COMSUIMET ...ttt ettt ettt s b et b bt e sttt s e ebesa et e bt be b et eb e et et enesne e 24 13 24
TOLAL ..ttt bttt a b bbbt n e h et a e bt a et n e b et et e sttt eneeneneeneenene $ 30 $ 15 $ 48
Net Charge-off Ratio:
Commercial:
Construction and Other FEAL ESALE........c.coueueuiririitiiririeiirtcie ettt ettt st 04% —% 5%
Business and corporate banking...............ccccciiiiiiiiiiiiiiccctee e .09 .02 .05
GLODAL DANKINEG........cuiiiiiiii e — — 15
Other commercial... A1 13 (.40)
TOtal COMMETCIAL ...ttt ettt st s nens .04 .01 .20
Consumer:
Residential MOTTZAZES ..........c.euiuiuiiiuiiiiiiiiiiiieiiiic i .29 12 .36
HOME EqUILY MOTEZAZES ......eviiiiiiiiiiiciciiieicieieiciic ittt 23 22 (.20)
Credit Card TECEIVADIES. ......c.eiuiriiiet ittt ettt ettt ettt b st ettt eae e 4.06 345 5.87
OtNET COMSUITIET . ...ttt ettt ettt ettt ettt et s s b e st e st e bt e e es e et et e st eaesa et eseeb et eneeneesenteneanens 3.50 91 81
TOTAL COMSUITIET ... ettt ettt ettt b et a ettt s st se b seanesenenes 49 27 51
TORAL ...ttt bbb b bbb bbb bbb bbb bbb bbb bbb bbb bbb bbb bbbkt b bbbt et bebeten 15% .08% .29%

Our net charge-off ratio as a percentage of average loans increased 7 basis points for the quarter ended March 31, 2015 compared
with the quarter ended December 31, 2014 due to higher levels of net charge-offs in both our consumer and commercial loan
portfolios, partially offset by higher outstanding average loan balances, primarily in our commercial loan portfolio. The increase
in consumer net charge-offs was driven by higher residential mortgage charge-offs as the positive impacts from continued
improvement in economic and credit conditions including the impact of lower levels of delinquency on accounts less than 180
days delinquent and improvements in housing market conditions were more pronounced in the prior quarter. Also contributing to
the increase was higher other consumer charge-offs due to the transfer of a small portfolio of student loans to held for sale. The
increase in commercial net charge-offs was driven by higher charge-offs in business and corporate banking which largely reflects
the charge-off of a single customer relationship.

Compared with the year-ago quarter, our net charge-off ratio as a percentage of average loans decreased 14 basis points due
primarily to lower levels of charge-offs in our commercial loan portfolio as well as higher outstanding average loan balances. The
decline in commercial net charge-offs was driven by lower charge-offs in construction and other real estate and in global banking
due primarily to the sale or pay-off of certain exposures in the prior year period.
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Nonperforming Assets Nonperforming assets consisted of the following:

March 31, December 31,
2015 2014

(dollars are in millions)

Nonaccrual loans:

Commercial:
Construction and other real estate $ 74 $ 65
Business and corporate Danking..........coceieeieiieieiieieeiee et 78 74
Commercial nonaccrual loans held for sale ..........cooveiiiiiiiiiiii e 36 43
Total COMMETCIAL.......eouiiiiiiiiiitiier ettt ettt sb et st neen 188 182
Consumer:
Residential MOrt@ages ™ @@ ... ..ot 803 847
Home equity MOrtgages ™ ... ... 67 68
Consumer nonaccrual loans held for sale ... 4 4
Total CONSUMET LOANS. ... .etieiieiieit ettt ettt e et et e sttt esseentesseeaesseensesneenseeneeneeens 874 919
Total NONACCIUING LIOANS.............occviiiiiiiiiiiii ettt v e tee e be e teeeaseestaeeaseereeas 1,062 1,101
Accruing loans contractually past due 90 days or more:
Commercial:
Business and corporate banking ...........ceoeveeriiiiiiiieiieeee e e 1 1
TOtal COMMETCIAL .....e.tiiiiiiieiieecee ettt ettt e e sttt et s aeeeesbeeteebeeteeneeaeens 1 1
Consumer:
Credit card receivables 10 10
ONET COMSUIMET ....ininienteiietetetet ettt ettt ettt et es b est e bt eb e bt e bt s bt ebeebesbe st e benbeneeneen 9 10
TOtal CONSUMET LOANS. .......eitiiiitiitiitiititee ettt ettt ettt ettt beeae bt et s b b sbenbeneens 19 20
Total accruing loans contractually past due 90 days or more.................cccoeeveeciienieecieenieeieenennn 20 21
Total nonperforming LOAnS.................ocoiiiiiiiiiii e e a e b e e beeebeeaee s 1,082 1,122
Other real estate OWNEA™ .............co.oovioieeeeeeeeeeee e 32 31
Total NONPerfOrming ASSELS..............c.ocoiiiiiiiiieii ettt ere et e b e eteeebeesteeeaseestaeenseeaeaas $ 1,114 $ 1,153

M At March 31, 2015 and December 31, 2014, nonaccrual consumer mortgage loans include $760 million and $817 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 include all receivables which are 90 or more days contractually delinquent as well as loans discharged under Chapter
7 bankruptcy and not re-affirmed and second lien loans where the first lien loan that we own or service is 90 or more days contractually delinquent.

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

(O]

Includes $1 million of commercial other real estate owned at both March 31, 2015 and December 31, 2014.

Nonaccrual loans at March 31, 2015 decreased as compared with December 31, 2014 due to lower levels of consumer nonaccrual
loans, partially offset by slightly higher levels of commercial nonaccrual loans. Our consumer nonaccrual loans decreased driven
by lower residential mortgage nonaccrual loans due to continued improvements in economic and credit conditions. Residential
mortgage nonaccrual loan levels however continue to be impacted by an elongated foreclosure process as previously discussed.
Our commercial nonaccrual loans increased slightly as higher nonaccrual levels in construction and other real estate and business
and corporate banking were partially offset by a higher valuation allowance on the commercial nonaccrual loan held for sale.
Accruing loans past due 90 days or more remained relatively flat compared with December 31, 2014.

Our policies and practices for problem loan management and placing loans on nonaccrual status are summarized in Note 2,
"Summary of Significant Accounting Policies and New Accounting Pronouncements," in our 2014 Form 10-K.

103



HSBC USA Inc.

Impaired Commercial Loans See Note 4, "Loans," in the accompanying consolidated financial statements for information
regarding impaired loans, including TDR Loans as well as certain other commercial credit quality indicators.

Concentration of Credit Risk A concentration of credit risk is defined as a significant credit exposure with an individual or group
engaged in similar activities or affected similarly by economic conditions. We enter into a variety of transactions in the normal
course of business that involve both on and off-balance sheet credit risk. Principal among these activities is lending to various
commercial, institutional, governmental and individual customers. We participate in lending activity throughout the United States
and internationally. In general, we manage the varying degrees of credit risk involved in on and off-balance sheet transactions
through specific credit policies. These policies and procedures provide for a strict approval, monitoring and reporting process. It
is our policy to require collateral when it is deemed appropriate. Varying degrees and types of collateral are secured depending
upon management’s credit evaluation. As with any nonconforming and non-prime loan products, we utilize high underwriting
standards and price these loans in a manner that is appropriate to compensate for higher risk. We do not offer teaser rate mortgage
loans.

Our loan portfolio includes the following types of loans:

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

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

The following table summarizes the balances of interest-only and ARM loans in our loan portfolios, including certain loans held
for sale, at March 31, 2015 and December 31, 2014, respectively. Each category is not mutually exclusive and loans may appear
in more than one category below.

March 31, December 31,

2015 2014
(in millions)
Interest-only residential mortgage loans $ 3,561 $ 3,531
ARM loans" 11,762 11,532

M During the remainder of 2015 and during 2016, approximately $128 million and $401 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 $24 million and $18 million
at March 31, 2015 and December 31, 2014, respectively.

March 31, December 31,
2015 2014

(in millions)

Closed end:
FAESE LIEI .ttt ettt ettt e e st e e s et e esbeeteesbeeseesseesaesseesaesaeessesseessessaessensaans $ 16991 $ 16,661
SECONA TIEM ...ttt ettt e et e st eebeestbeeteestseesbeessseesseessseensaessseesaassseenseesssensenns 106 111
REVOIVINEY ...ttt ee e en e 1,610 1,673
TORAL ..ottt $ 18,707 $ 18,445

M A majority of revolving are second lien mortgages.
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Geographic Concentrations The following table reflects regional exposure at March 31,2015 and December 31,2014, respectively,
for certain loan portfolios:

Commercial Residential
Construction and Mortgages and
Other Real Home Equity
Estate Loans Mortgages
March 31, 2015:
New York State................. 34.2% 33.4%
California ........cccceevveevueennnn. 21.5 34.8
North Central United States..... 3.5 4.8
North Eastern United States, excluding New York State 9.7 9.2
Southern United StAteS........cceccveririerieierieieet ettt sseeseseeeseenes 259 13.6
Western United States, excluding California............ccocevereeniiienininiiineiesceeeee 5.2 42
1] 1 PRSP 100.0% 100.0%
December 31, 2014:
NEW YOIK StALE ..c.uiiiiiiiiiiciieciie ettt ettt ettt et e te s taeebeesaaeeabeesebeenseessseeabeessnesnnas 34.7% 33.5%
CAlITOINIA ....vviiieieciieieeeete ettt ettt steeae st e b e s taesbaeseesbeessesbeesaesseessensesssenseenes 21.8 34.0
North Central United States .......ceeciieciieiiieiieiiieieeeie ettt re e ebeesaeeeenes 3.8 5.1
North Eastern United States, excluding New York State..........cccooeoeiinnininininicnenns 7.9 9.3
Southern United StateS.......c..ccvuieiiiiiiieiieeiieesie ettt et steeereesteeeveesaeeeveessneenseenes 26.7 13.8
Western United States, excluding California..........ocooevereieieneieieieccncnceesesene 5.1 43
TOTAL ..ttt et e et e et e e e e be e b e e te e tbe e beeeabe e baeeabeereesrbeereenns 100.0% 100.0%

Credit Risks Associated with Derivative Contracts Credit risk 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 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.

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

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

payments;

e current market events or trends;

*  country risk;

*  maturity and liquidity of contracts;

+ credit worthiness of the counterparties in the transaction;

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

+  existence and value of collateral received from counterparties to secure exposures.
The table below presents total credit risk exposure measured using regulatory capital rules published by U.S. banking regulatory
agencies 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. As aresult, risk-weighted
amounts for regulatory capital purposes are a portion of the original gross exposures.

The total credit risk exposure presented in the table below potentially overstates actual credit exposure because it ignores collateral
that may have been received from counterparties to secure exposures; and the regulatory capital rules compute exposures over the
life of derivative contracts. However, many contracts contain provisions that allow us to close out the transaction if the counterparty
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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.

March 31, December 31,
2015 2014

(in millions)

Risk associated with derivative contracts:

Total credit Tisk eXPOSUIE!. ..ot $ 41566 $ 41,449
Less: collateral held against EXPOSUIE .....c..ccueoveieieiriririieirene ettt et et sae e e 9,559 8,204
Nt CTEdIt TISK EXPOSUIEC ....vveviereiiieteetieieeetesteetesteetesteetesseessesseesesssessesssessesssenseessesssensesseessesssessessees $ 32,007 $§ 33,245

M At March 31, 2015, total credit risk exposure is calculated under the Basel III Standardized Approach, which replaced the Basel I risk-based guidance

beginning January 1, 2015.

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 the balance sheet of HSBC
Bank USA to ensure that it can meet its liquidity needs in various stress scenarios. Cash flow analysis, including stress testing
scenarios, forms the basis for liquidity management and contingency funding plans.

During the first quarter of 2015, marketplace liquidity continued to remain available for most sources of funding. The prolonged
period of low interest rates continues to put pressure on spreads earned on our deposit base.

In June 2014, HSBC and HSBC Bank USA submitted its annual resolution plan jointly to the FRB and the FDIC as required under
Dodd-Frank and a rule issued by bank regulators relating to the resolution of bank holding companies with assets of $50 billion
or more and an FDIC rule relating to the resolution of insured depository institutions with assets of $50 billion or more. In March
2015, the FRB and FDIC completed their reviews of the resolution plan submitted in 2014. The FDIC Board of Directors determined
pursuant to section 165(d) of the Dodd-Frank Act that HSBC's 2014 plan is not credible and does not facilitate an orderly resolution
under the U.S. Bankruptcy Code. The FRB determined that HSBC must take immediate action to improve its resolvability and
reflect those improvements in its 2015 plan. Although the agencies noted some improvements from the original plan submitted in
2013, they jointly identified specific shortcomings with the 2014 resolution plan that will need to be addressed with the 2015
annual submission, which is due by December 31, 2015. The agencies agreed that in the event that HSBC has not, on or before
December 31, 2015, submitted a plan responsive to the identified shortcomings, the agencies expect to use their authority under
section 165(d) to determine that the resolution plan does not meet the requirements of the Dodd-Frank Act.

As a result of the adoption of the final rules, effective as of January 1, 2014, by the U.S. banking regulators implementing the
Basel 111 regulatory capital and liquidity reforms from the Basel Committee on Banking Supervision ("Basel Committee"), together
with the impact of similar implementation by United Kingdom banking regulators, we are reviewing the composition of our capital
structure. We anticipate replacing instruments that receive less favorable treatment under the rules with new Basel I1I compliant
instruments.

Interest Bearing Deposits with Banks totaled $32,249 million and $30,807 million at March 31, 2015 and December 31, 2014,
respectively, of which $30,913 million and $29,445 million, respectively, were held with the Federal Reserve Bank. Balances will
fluctuate from period to period depending upon our liquidity position at the time and our strategy for deploying such liquidity.

Federal Funds Sold and Securities Purchased under Agreements to Resell totaled $6,965 million and $1,413 million at March 31,
2015 and December 31, 2014, respectively. In managing our overall liquidity, securities purchased under agreements to resell
increased since December 31,2014, driven by recent debt issuances which have not been re-deployed into loans as well as increases
in non-core deposits, net trading liabilities and short-term borrowings.

Trading Assets includes securities totaling $12,628 million and $13,498 million at March 31, 2015 and December 31, 2014,
respectively. See "Balance Sheet Review" in this MD&A for further analysis and discussion on trends.
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Securities includes securities available-for-sale and securities held-to-maturity totaling $47,111 million and $43,609 million at
March 31, 2015 and December 31, 2014, respectively. See "Balance Sheet Review" in this MD&A for further analysis and
discussion on trends.

Short-Term Borrowings totaled $15,653 million and $12,795 million at March 31, 2015 and December 31, 2014, respectively.
See "Balance Sheet Review" in this MD&A for further analysis and discussion on short-term borrowing trends.

Deposits totaled $119,094 million and $116,118 million at March 31, 2015 and December 31, 2014, respectively, which included
$86,779 million and $84,486 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 increased to $29,420 million at March 31, 2015 from $27,524 million at December 31, 2014. The following
table presents the maturities of long-term debt at March 31, 2015:

(in millions)

201 ettt ettt ettt eat et eaeeteeteete et e et e et et et et et et eateateaeeteeteeaeeteeteete et et et et et eneeneeaeereere e $ 1,519
2016 ettt ettt ettt ettt ettt b et a b st e sttt ettt ete ke h e b e b e b e s b e st e st esbes s eRt et s eRe e Rt et e eheeheeh e bebe b eabes b e st estessereereeseerens 2,258
2017 ettt ettt ettt ettt teeteete et et et et et et et et et ettt eteeteeteeteeteete et et et et et eneeneeaeereere e 5,174
2018 ittt ettt ettt et et b e b et st st ert e sttt et e ehe ke eh e b e b e b e b e st es s esbesteRt et s eRe ekt ek e eheeheeh e be b e b eabesbentesteseereereeseerens 6,250
2010 ettt ettt ettt eteete a1t ettt e et et et et et et eat ettt eaeeteeteeteeteete et et et et et eneeneeaeereere e 2,793
T3 (T2 H 1) RSSO 11,426
TOTAL ...t ettt ettt e et e e et e e e —ee e e ——ee e uteeaaa—teea——eeatteeeatatesa—ee e e tteeentaeesaatesantteeeraeesaaes $ 29,420

The following table summarizes issuances and retirements of long-term debt during the three months ended March 31, 2015 and
2014:

Three Months Ended March 31, 2015 2014

(in millions)
LoNg-term deDt ISSUEH.......oviievieieiieietieiiei ettt eb ettt b et se s b b esess s s sess et sebese s s esesnns $ 8956 § 767
Long-term debt T@PAIA. .......eeoiieeieieeiee ettt ettt ae et e ne e teene et e eneenteene (7,101) (690)
Net 10ng-term debt ISSUEM .....c.ooveviivieiiiieietiiet ettt ettt ettt vttt st s se s seesesseseaseseasesessens $ 1855 § 77

See "Balance Sheet Review" in this MD&A for further analysis and discussion on long-term debt trends, including additional
information on debt issued and repaid during the first quarter of 2015.

Under our shelf registration statement on file with the SEC, we may issue certain securities including debt securities and preferred
stock. The shelf has no dollar limit, but the amount of debt outstanding is limited by the authority granted by the Board of Directors.
At March 31,2015, we were authorized to issue up to $30,000 million, of which $10,017 million was available. HSBC Bank USA
has a $40 billion Global Bank Note Program of which $15,762 million was available at March 31, 2015.

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 March 31, 2015, long-term debt included $5,600 million of borrowings from the FHLB
facility. Based upon the amounts pledged as collateral under these facilities, we were allowed access to further borrowings of up
to $12,065 million.

Preferred Equity See Note 18, "Preferred Stock," in our 2014 Form 10-K for information regarding all outstanding preferred
share issues.

Common Equity During the first quarter of 2015, HSBC USA repaid $4,000 million of senior long-term debt previously issued
to HSBC North America and HSBC Bank USA repaid $900 million of subordinated long-term debt previously issued to HSBC
USA. In conjunction with these repayments, HSBC USA received a capital contribution of $4,000 million from its immediate
parent, HNAI in exchange for one share of common stock and HSBC USA made capital contributions to its subsidiary, HSBC
Bank USA, of $2,400 million in exchange for two shares of common stock and $2,500 million in exchange for 250 shares of non-
cumulative preferred stock. These capital actions were taken to support our growth strategy and to strengthen the Basel I1I regulatory
capital positions of both HSBC USA and HSBC Bank USA.

Selected Capital Ratios Capital amounts and ratios are calculated in accordance with banking regulations in effect as of March 31,
2015 and December 31, 2014. In managing capital, we develop targets for total capital to risk weighted assets, Tier 1 capital to
risk weighted assets, common equity Tier 1 capital to risk weighted assets and Tier 1 capital to average consolidated assets (this
latter ratio, also known as the "leverage ratio"). Our targets may change from time to time to accommodate changes in the operating
environment, regulatory requirements or other considerations such as those listed above. The following table summarizes selected
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capital ratios for HSBC USA with detailed explanation below. The improvement in the capital ratios since December 31, 2014
reflects the capital actions discussed above.

March 31, December 31,

2015 2014
Total capital to risk weighted DT — 16.34% 15.78%
Tier 1 capital to Tisk Weighted aSSEts')............. v 12.61 11.41
Common equity Tier 1 capital to risk weighted assets'”...........o.coooovvoooerveeeeeeeeeeeeeeeeee e 11.78 10.33
Tier 1 capital to average consolidated assets (Ieverage ratio).........cceccveevereereerercieresieneeieseeeeseeens 9.91 8.54
Total SQUILY 10 tOtAl ASSELS ...vieuvirtieiierieieiierteetete et e et e st eet e teesseeteesbeeseesbeeseessessaessesssesseessesseessensenns 10.45 9.14

M At March 31, 2015, risk weighted assets are calculated under the Basel III Standardized Approach, which replaced the Basel I risk-based guidance for
determining risk weighted assets beginning January 1, 2015.

HSBC USA manages capital in accordance with the HSBC Group policy. The HSBC North America and HSBC Bank USA Internal
Capital Adequacy Assessment Process ("ICAAP") works in conjunction with the HSBC Group's ICAAP. HSBC North America
and HSBC Bank USA's ICAAP evaluates regulatory capital adequacy, economic capital adequacy and capital adequacy under
various stress scenarios. Our initial approach is to meet our capital needs for these stress scenarios locally through activities which
reduce risk. To the extent that local alternatives are insufficient or unavailable, we will rely on capital support from our parent in
accordance with HSBC's capital management policy. HSBC has indicated that they are fully committed and have the capacity to
provide capital as needed to run operations, maintain sufficient regulatory capital ratios and fund certain tax planning strategies.

Regulatory capital requirements are based on the amount of capital required to be held, as defined by regulations, and the amount
of risk weighted assets, also calculated based on regulatory definitions. Economic Capital is a proprietary measure to estimate
unexpected loss at the 99.95 percent confidence level over a 1-year time horizon. Economic Capital is compared to a calculation
of available capital resources to assess capital adequacy as part of the ICAAP.

In 2013, U.S. banking regulators issued a final rule implementing the Basel III capital framework in the U.S. ("the Basel III final
rule") which, for banking organizations such as HSBC North America and HSBC Bank USA, became effective January 1, 2014
with certain provisions being phased in over time through the beginning of 2019. The Basel III final rule established an integrated
regulatory capital framework to improve the quality and quantity of regulatory capital. In addition to phasing in a complete
replacement to the Basel I general risk-based capital rules, the Basel III final rule builds on the Advanced Approach of Basel II,
incorporates certain changes to Basel 2.5, and implements certain other requirements of the Dodd-Frank Act. As a result, the capital
ratios in the table above are reported in accordance with the Basel III transition rules within the final rule. In addition, the Basel
III final rule introduced the Standardized Approach for risk weighted assets, which replaced the Basel I risk-based guidance for
determining risk weighted assets beginning January 1, 2015. For additional discussion of the Basel III final rule requirements,
including fully phased in required minimum risk-based capital ratios and the countercyclical capital buffer (to be phased in, if
applicable, beginning January 1, 2016), see Part I, "Regulation and Competition - Regulatory Capital and Liquidity Requirements,
in our 2014 Form 10-K.

Additionally, HSBC North America and HSBC Bank USA are subject to the supplementary leverage ratio ("SLR"), with reporting
to U.S. regulators commencing January 1, 2015 and full implementation and compliance by January 1, 2018. The minimum SLR
is currently set at 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). The SLR is generally consistent with the Basel leverage framework, but also
contains certain modifications, including to the methodology for averaging total leverage exposure.

In 2014, the FRB adopted a final rule requiring enhanced supervision of the U.S. operations of non-U.S. banks such as HSBC.
The rule 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 currently
operates in the United States through such an IHC structure (i.e., HSBC North America), therefore, the implementation of this
requirement will not have a significant impact on our U.S. operations. HSBC North America submitted its IHC implementation
plan to the FRB on December 31, 2014. Under the final rule, an IHC may calculate its risk-based and leverage capital requirements
solely under the Standardized Approach, even if the IHC meets the asset thresholds that would require a bank holding company
to use the Advanced Approach ($250 billion or more in total consolidated assets or $10 billion or more of foreign exposures). IHCs
will be subject to all other risk-based capital requirements, including the SLR, stress testing requirements, enhanced risk
management standards, and enhanced governance and stress testing requirements for liquidity management, as well as other
prudential standards. Under the final rule, most of these requirements will become effective on July 1, 2016. The implementation
of these requirements of the final rule is not expected to have a significant impact on our processes and operations since we already
meet several of the requirements. In accordance with the final rule, HSBC North America received approval from the FRB to opt
out of the Advanced Approach in December 2014. In addition, HSBC Bank USA may also opt out of the Advanced Approach with
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the prior approval of the OCC. HSBC North America will, however, remain subject to the other capital requirements applicable
to advanced approach banking organizations, including the SLR and the countercyclical capital buffer discussed above.

With regard to the elements of capital, the application of the Basel III final rule requires HSBC USA to phase trust preferred
securities issued prior to May 19, 2010 out of Tier 1 capital by January 1, 2016, with 50 percent of these capital instruments
includable in Tier 1 capital in 2014 and 25 percent includable in 2015. The trust preferred securities excluded from Tier 1 capital
may be included fully in Tier 2 capital during those two years, but must be phased out of Tier 2 capital by January 1, 2022. We
continue to consider options for redeeming our outstanding trust preferred securities which total $550 million at March 31, 2015.
In addition, any nonconforming Tier 2 subordinated debt issued prior to May 19, 2010 is required to be phased out by January 1,
2016. As a result, approximately $200 million of our currently outstanding Tier 2 subordinated debt will be phased out of capital
under the final rule. Also under the final rule, Tier 1 capital generally includes only noncumulative perpetual preferred stock, in
addition to common stock, and the final rule removes the limitation on the amount of Tier 2 capital that may be recognized relative
to Tier 1 capital. As a result, our $300 million of cumulative perpetual preferred stock will be reclassified from Tier 1 to Tier 2
capital by January 1, 2016. See "Common Equity" above for a discussion of capital actions taken by HSBC USA and HSBC Bank
USA during the first quarter of 2015.

In 2014, the Financial Stability Board ("FSB"), an international financial institutions regulatory body, issued a proposal for a total
loss-absorbing capacity requirement ("TLAC") for global systemically important banks ("G-SIBs"). The proposed requirements
would be a significant extension of the current regulatory capital framework, which is aimed at ensuring that a banking organization
can absorb losses without falling into resolution. In addition to significantly expanding the amount of such going-concern loss
absorbency, the TLAC proposal introduces a requirement to issue specified amounts of debt obligations that can absorb losses in
a resolution proceeding if the banking organization reaches the so-called point of non-viability. The TLAC requirement is to be
applied in accordance with the banking organization's resolution strategy for each entity that would enter resolution as determined
by the G-SIB Crisis Management Group. The FSB received comments on the proposal until February 2, 2015 and plans to conduct
additional analysis, including a quantitative impact study, before adopting a final rule in November 2015. Once finalized, each
FSB jurisdiction must implement the requirements under local law. Although the FSB does not anticipate global implementation
until January 2019, certain jurisdictions, including the United States, are expected to implement the TLAC requirements sooner.

Capital Planning and Stress Testing. U.S. bank holding companies with $50 billion or more in total consolidated assets, including
HSBC North America, are required 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 the semi-annual company-run stress
tests as required under the Dodd-Frank Act (collectively, "DFAST"). Under the rules, the FRB will evaluate bank holding companies
annually on their capital adequacy, internal capital adequacy assessment process and plans for capital distributions, and will approve
capital distributions only for companies that are able to demonstrate sufficient capital strength after making the capital distributions.
HSBC North America participates in the CCAR and DFAST programs of the FRB and submitted its latest CCAR capital plan and
annual company-run DFAST results in January 2015. In July 2014, HSBC North America submitted its first mid-cycle company-
run DFAST results. HSBC Bank USA is subject to the OCC's DFAST requirements, which require certain banks to conduct annual
bank-run DFAST, and submitted its latest DFAST results in January 2015. The company-run stress tests are forward looking
exercises to assess the impact of hypothetical macroeconomic baseline, adverse and severely adverse scenarios provided by the
FRB and the OCC for the annual exercise, and internally developed scenarios for both the annual and mid-cycle exercises, on the
financial condition and capital adequacy of a bank-holding company or bank over a nine quarter planning horizon.

HSBC North America and HSBC Bank USA are required to disclose the results of their annual DFAST under the FRB and OCC’s
severely adverse stress scenario and HSBC North America is required to disclose the results of its mid-cycle DFAST under its
internally developed severely adverse stress scenario. HSBC North America and HSBC Bank USA publicly disclosed their most
recent DFAST results, as required, in March 2015 and HSBC North America publicly disclosed its most recent mid-cycle DFAST
results, as required, in September 2014. The FRB also publicly disclosed its own DFAST and CCAR results in March 2015.

In March 2015, the FRB informed HSBC North America, our indirect parent company, that it did not object to HSBC North
America's capital plan or the planned capital distributions included in its 2015 CCAR submission, including payment of dividends
on outstanding preferred stock and trust preferred securities of HSBC North America and its subsidiaries. Stress testing results are
based solely on hypothetical adverse scenarios and should not be viewed or interpreted as forecasts of expected outcomes or capital
adequacy or of the actual financial condition of HSBC North America. Capital planning and stress testing for HSBC North America
may impact our future capital and liquidity.

In October 2014, U.S. regulators issued a final rule that amends the CCAR capital planning and DFAST supervisory stress testing
rules to shift the start date of the annual capital plan and supervisory and company-run stress test cycles back by one calendar
quarter. The 2015 cycle began October 1, 2014 with a capital plan submission date of January 5, 2015. However, the next annual
cycle will begin January 1, 2016 with a capital plan submission date of April 5,2016. The final rule made certain other substantive
changes to the capital plan and stress test regulations, including limiting a bank holding company's ability to make capital
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distributions (subject to certain exceptions) if its actual capital issuances in that quarter were less than the amount indicated in the
capital plan. We are reviewing the potential impact of the final rule on our capital planning and stress testing processes.

We and HSBC Bank USA are required to meet minimum capital requirements by our principal regulators. Risk-based capital
amounts and ratios are presented in Note 15, "Retained Earnings and Regulatory Capital Requirements," in the accompanying
consolidated financial statements.

2015 Funding Strategy Our current estimate for funding needs and sources for 2015 are summarized in the following table:

Actual Estimated
January 1 April 1
through through Estimated
March 31, December 31, Full Year
2015 2015 2015

(in billions)

Funding needs:

Net loan growth...........cccoevveinnn, $ 4 9 7 3 11
Long-term debt maturities 3
Repayment of senior debt issued to HSBC North America..........ccceevveviereeveennnnn. 4 —
Total fUNAING NEEAS ......ocvieiiriieieeeee ettt s sae e sneeneens $ 11 $ 8 $ 19
Funding sources:
Net change in short-term INVEStMENtS..........cccoevruerieerieenieeneereereesee e $ 2) 3 58 3
Long-term debt ISSUANCE .........c.eeereriirienieieieieteeeietee ettt 9 3 12
Capital contribution from Parent...........cocceevvevierieririinienineneseeesese e 4 — 4
Total fUNAING SOUTCES .....cveiieiieieieee ettt eee e $ 11 3 8 9 19

The above table reflects a long-term funding strategy. Daily balances fluctuate as we accommodate customer needs, while ensuring
that we have liquidity in place to support the balance sheet maturity funding profile. Should market conditions deteriorate, we
have contingency plans to generate additional liquidity through the sales of assets or financing transactions. Our prospects for
growth continue to be dependent upon our ability to attract and retain deposits and, to a lesser extent, access to the global capital
markets. We remain confident in our ability to access the market for long-term debt funding needs in the current market environment.
We continue to seek well-priced and stable customer deposits. We will continue to sell a portion of new mortgage loan originations
to PHH Mortgage.

HSBC Finance relies on its affiliates, including HSBC USA, to satisfy its funding needs outside of cash generated from its loan
sales and operations.

HSBC Bank USA is subject to significant restrictions imposed by federal law on extensions of credit to, and certain other "covered
transactions" with HSBC USA and other affiliates. Covered transactions include loans and other extensions of credit, investments
and asset purchases, and certain other transactions involving the transfer of value from a subsidiary bank to an affiliate or for the
benefit of an affiliate. A bank's credit exposure to an affiliate as a result of a derivative, securities lending/borrowing or repurchase
transaction is also subject to these restrictions. A bank's transactions with its non-bank affiliates are also 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 have to be secured with U.S. government securities.

For further discussion relating to our sources of liquidity and contingency funding plan, see the caption "Risk Management" in
this MD&A.
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Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations

As part of our normal operations, we enter into credit derivatives and various off-balance sheet arrangements with affiliates and
third parties. These arrangements arise principally in connection with our lending and client intermediation activities and involve
primarily extensions of credit and, in certain cases, guarantees.

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

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

Balance at March 31, 2015

Over One Balance at
One Year through Over Five December 31,
or Less Five Years Years Total 2014
(in millions)

Standby letters of credit, net of participations(” ......................... $ 6530 $§ 2534 § 53 $§ 9,117 $ 8,441
Commercial letters of credit .......ccooveeveriererieecieeeieeeeee 424 221 — 645 659
Credit derivatives™............cooouervverveeerreesesessees e 25217 86,076 4,392 115,685 117,768
Other commitments to extend credit:

Commercial® ..........coocooviooeeeeeeee e, 18,687 59,131 4,750 82,568 80,226

CONSUIMET ..ottt ettt ettt ene e enenaees 6,839 — — 6,839 6,821
TOAL oo $ 57,697 $147,962 $ 9,195 $214,854 $ 213,915

M Includes $880 million and $937 million issued for the benefit of HSBC affiliates at March 31, 2015 and December 31, 2014, respectively.
@ Includes $32,035 million and $32,688 million issued for the benefit of HSBC affiliates at March 31, 2015 and December 31, 2014, respectively.
©®  Includes $3,925 million and $3,606 million issued for the benefit of HSBC affiliates at March 31, 2015 and December 31, 2014, respectively.

Other Commitments to Extend Credit Other commitments to extend credit include arrangements whereby we are contractually
obligated to extend credit in the form of loans, participations in loans, lease financing receivables, or similar transactions. Consumer
commitments are comprised of certain unused MasterCard/Visa credit card lines, where we have the right to change terms or
conditions upon notification to the customer, and commitments to extend credit secured by residential properties, where we have
the right to change terms or conditions, for cause, upon notification to the customer. Commercial commitments comprise primarily
those related to secured and unsecured loans and lines of credit and certain asset purchase commitments. In connection with our
commercial lending activities, we provide liquidity support to Regency, a multi-seller asset backed commercial paper ("ABCP")
conduit consolidated by an HSBC affiliate. See Note 16, "Variable Interest Entities," in the accompanying consolidated financial
statements for additional information regarding ABCP conduits and our variable interests in them.

We provide liquidity support to Regency in the form of lines of credit or asset purchase agreements. Under the terms of these
liquidity agreements, Regency may call upon us to lend money or to purchase certain assets in the event the conduit is unable or
unwilling to issue or rollover maturing commercial paper. The maximum amount that we could be required to advance is generally
limited to the lesser of the amount of outstanding commercial paper related to the supported transaction and the balance of the
assets underlying that transaction adjusted by a funding formula that excludes defaulted and impaired assets. As a result, the
maximum amount that we would be required to fund may be significantly less than the maximum contractual amount specified
by the liquidity agreement.
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The following tables present information on our liquidity facilities with Regency at March 31, 2015. The maximum exposure to
loss presented in the first table represents the maximum contractual amount of loans and asset purchases we could be required to
make under the liquidity agreements. This amount does not reflect the funding limits discussed above and also assumes that we
suffer a total loss on all amounts advanced and all assets purchased from Regency. As such, we believe that this measure significantly
overstates our expected loss exposure.

Conduit Assets™” Conduit Funding®
Maximum Weighted Weighted
Exposure Total Average Life =~ Commercial Average Life
Conduit Type to Loss Assets (Months) Paper (Days)

(dollars are in millions)

HSBC affiliate sponsored (multi-seller)..........ccocceveerireinnnne $ 2710 $ 1,325 9 $ 1325 14

M The amounts presented represent only the specific assets and related funding supported by our liquidity facilities.

1)

Average Average Credit Quality
Asset Class Asset Mix AAA AA+AA A A- BB/BB-
Multi-seller conduit
Debt securities backed by:
Auto loans and 1€ases ..........cceeevevuiererreeieereeieennn, 44% 69% —% —% —% —%
Trade receivables.........ccoevervieieniieienieiee e 36 — 100 100 — —
Equipment 10ans..........ccccvevieeieniieieneeieneeeeeeennn 20 31 — — — —
100% 100% 100% 100% —% —%

M Credit quality is based on Standard and Poor’s ratings at March 31, 2015.

We receive fees for providing these liquidity facilities. Credit risk on these obligations is managed by subjecting them to our normal
underwriting and risk management processes.

The preceding tables do not include information on credit facilities that we previously provided to certain Canadian multi-seller
ABCP conduits that have been subject to restructuring agreements as part of the Montreal Accord. As part of the enhanced collateral
pool established for the restructuring, we provided a Margin Funding Facility to a Master Asset Vehicle which is undrawn and
expires in July 2017. At March 31, 2015, the undrawn facility has been reduced to CAD $77 million from CAD $112 million at
December 31, 2014.

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 measurement accounting principles require a reporting entity to take into consideration its own credit risk in determining
the fair value of financial liabilities. The incorporation of our own credit risk accounted for a decrease of $99 million in the fair
value of financial liabilities during the three months ended March 31, 2015, compared with a decrease of $45 million during the
three months ended March 31, 2014.

Net income volatility arising from changes in either interest rate or credit components of the mark-to-market on debt designated
at fair value and related derivatives affects the comparability of reported results between periods. Accordingly, the gain (loss) on
debt designated at fair value and related derivatives during the first quarter of 2015 should not be considered indicative of the
results for any future period.
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Control Over Valuation Process and Procedures We have established a control framework which is designed to ensure that fair
values are either determined or validated by a function independent of the risk-taker. See Note 18, "Fair Value Measurements" in
the accompanying consolidated financial statements for further details on our valuation control framework.

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

. whether the asset or liability is transacted in an active market with a quoted market price;
. the level of bid-ask spreads;

. a lack of pricing transparency due to, among other things, complexity of the product and market liquidity;

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

. whether the pricing quotations 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 equity securities and derivative contracts listed on the primary exchanges of a country to be actively traded.
Non-exchange-traded instruments classified as Level 1 assets include securities issued by the U.S. Treasury or by other foreign
governments, to-be-announced ("TBA") securities and non-callable securities issued by U.S. government sponsored entities.

Level 2 inputs are those that are observable either directly or indirectly but do not qualify as Level 1 inputs. We classify mortgage
pass-through securities, agency and certain non-agency mortgage collateralized obligations, certain derivative contracts, asset-
backed securities, corporate debt, foreign government-backed debt, preferred securities, precious metals and certain commercial
loans held for sale as Level 2 measurements. Where possible, at least two quotations from independent sources are obtained based
on transactions involving comparable assets and liabilities to validate the fair value of these instruments. We have established a
process to understand the methodologies and inputs used by the third party pricing services to ensure that pricing information met
the fair value objective. Where significant differences arise among the independent pricing quotes and the internally determined
fair value, we investigate and reconcile the differences. If the investigation results in a significant adjustment to the fair value, the
instrument will be classified as Level 3 within the fair value hierarchy. In general, we have observed that there is a correlation
between the credit standing and the market liquidity of a non-derivative instrument.

Level 2 derivative instruments are generally valued based on discounted future cash flows or an option pricing model adjusted for
counterparty credit risk and market liquidity. The fair value of certain structured derivative products is determined using valuation
techniques based on inputs derived from observable benchmark index tranches traded in the OTC market. Appropriate control
processes and procedures have been applied to ensure that the derived inputs are applied to value only those instruments that share
similar risks to the relevant benchmark indices and therefore demonstrate a similar response to market factors. In addition, a
validation process has been established, which includes participation in peer group consensus pricing surveys, to ensure that
valuation inputs incorporate market participants' risk expectations and risk premium.

Level 3 inputs are unobservable estimates that management expects market participants would use to determine the fair value of
the asset or liability. That is, Level 3 inputs incorporate market participants' assumptions about risk and the risk premium required
by market participants in order to bear that risk. We develop Level 3 inputs based on the best information available in the
circumstances. As of March 31, 2015 and December 31,2014, our Level 3 instruments included the following: collateralized debt
obligations ("CDQs") for which there is a lack of pricing transparency due to market illiquidity, certain structured deposits and
structured notes as well as certain structured credit and structured equity derivatives where significant inputs (e.g., volatility or
default correlations) are not observable, credit default swaps with certain monoline insurers where the deterioration in the
creditworthiness of the counterparty, which is unobservable, has resulted in significant adjustments to fair value, subprime mortgage
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loans held for sale, certain corporate debt securities, impaired commercial loans, mortgage servicing rights, and derivatives
referenced to illiquid assets of less desirable credit quality. See Note 18, "Fair Value Measurements" in the accompanying
consolidated financial statements for additional information on Level 3 inputs.

Transfers between levels of the fair value hierarchy are recognized at the end of each reporting period.

Transfers Between Level 1 and Level 2 Measurements During the three months ended March 31, 2015 and 2014, there were no
transfers between Level 1 and Level 2 measurements.

Level 3 Measurements The following table provides information about Level 3 assets/liabilities in relation to total assets/liabilities
measured at fair value as of March 31, 2015 and December 31, 2014:

March 31, December 31,

2015 2014

(dollars are in millions)
LeVEl 3 8SSEES ) oottt $ 3758 $§ 3,810
Total assets Measured at FAIT VAIUE® ...........o oo e s e s e 136,646 122,473
LeVel 3 THADILIEIES ... ettt ettt ettt ettt b bttt 2,776 2,863
Total liabilities measured at fair ValUE™ ...........coo..ovirrriirrriiineeie e 101,649 90,892
Level 3 assets as a percent of total assets measured at fair value ...........ccooovevvieieviiieniiciinicieeees 2.8% 3.1%
Level 3 liabilities as a percent of total liabilities measured at fair value...........ccocceveeervrcieniicieneennne 2.7% 3.1%

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

@ Includes $3,705 million of recurring Level 3 assets and $53 million of non-recurring Level 3 assets at March 31, 2015. Includes $3,752 million of recurring

Level 3 assets and $58 million of non-recurring Level 3 assets at December 31, 2014.

@ Includes $136,498 million of assets measured on a recurring basis and $148 million of assets measured on a non-recurring basis at March 31, 2015. Includes

$122,155 million of assets measured on a recurring basis and $318 million of assets measured on a non-recurring basis at December 31, 2014.

Significant Changes in Fair Value for Level 3 Assets and Liabilities

Derivative Assets and Counterparty Credit Risk We have entered into credit default swaps with monoline insurers to hedge our
credit exposure in certain asset-backed securities and synthetic CDOs. We made $5 million and $16 million positive credit risk
adjustments to the fair value of our credit default swap contracts during the three months ended March 31, 2015 and 2014,
respectively. These adjustments to fair value are recorded in trading revenue in the consolidated statement of income. We have
recorded a cumulative credit adjustment reserve of $48 million and $53 million against our monoline exposure at March 31, 2015
and December 31, 2014, respectively. The fair value of our monoline exposure net of cumulative credit adjustment reserves equaled
$177 million and $204 million at March 31, 2015 and December 31, 2014, respectively.

Significant Transfers Into and Out of Level 3 Measurements During the three months ended March 31, 2015, we transferred
$101 million of deposits in domestic offices and $20 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 to maturity
and there is more observability in short term volatility.

During the three months ended March 31, 2014, we transferred $140 million of deposits in domestic offices and $71 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.
Additionally, during the three months ended March 31, 2014, we transferred $68 million of deposits in domestic offices, 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.

See Note 18, "Fair Value Measurements," in the accompanying consolidated financial statements for information on additions to
and transfers into (out of) Level 3 measurements during the three months ended March 31, 2015 and 2014 as well as for further
details including the classification hierarchy associated with assets and liabilities measured at fair value.

Effect of Changes in Significant Unobservable Inputs The fair value of certain financial instruments is measured using valuation
techniques that incorporate pricing assumptions not supported by, derived from or corroborated by observable market data. The
resultant fair value measurements are dependent on unobservable input parameters which can be selected from a range of estimates
and may be interdependent. Changes in one or more of the significant unobservable input parameters may change the fair value
measurements of these financial instruments. For the purpose of preparing the financial statements, the final valuation inputs
selected are based on management's best judgment that reflect the assumptions market participants would use in pricing similar
assets or liabilities.
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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 $27 million or a decrease of the overall fair value measurement
of approximately $36 million as of March 31,2015. The effect of changes in significant unobservable input parameters are primarily
driven by mortgage servicing rights, certain asset-backed securities including CDOs, and the uncertainty in determining the fair
value of credit derivatives executed against monoline insurers.

Assets Underlying Asset-backed Securities The following tables summarize the types of assets underlying our asset-backed
securities as well as certain collateralized debt obligations held as of March 31, 2015:

Total
(in millions)
Rating of securities:" Collateral type:
AAA ... Commercial MOTEZAZES.....c.ooveververiireeiiieeriteietee ettt sbe e seseesessenes $ 29
Residential mortgages - Alt A.....cc.ooveriieieiieieceeecee e 80
Residential mortgages - SUDPIIME. ........cecueruieriiiieiiiieneeeseee e 1
TOUAl AAA....oooreeoeeeseooeesssoseesssoosees s T
AA oo OUNET oo T a2
A Residential mortgages - Alt A......c.oeveeiieieiieiecieeeee e 8
Residential mortgages - SUDPIIME. ........cocverieiirieniiiereeieseee e 52
Home equity - ALt A..c..ooiiieieee e 85
Student 10ANS .....c.eeiiiiiiiiiee e 88
ONCT ettt ettt 53
TOAL A oooooovvveeeeeeeeeeeeeeees s T 286
BBB ... Residential mortgages - Alt A.....cc.ooveviieieiieiecieeeeee e 2
Collateralized debt Obligations ..........cceeierierienieriecieieeeee e 253
Total BBB 255
CCC it Residential mortgages - Subprime 6
T

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

order. Ratings for collateralized debt obligations represent the ratings associated with the underlying collateral.
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Risk Management

Overview Some degree of risk is inherent in virtually all of our activities. The HSBC U.S. risk appetite framework describes
through its risk appetite statement and its risk appetite limits and thresholds the quantum and types of risk that it is prepared to
take in executing its strategy. It develops and maintains the linkages between strategy, capital, risk management processes and
HSBC Group Strategy and directs HSBC North America’s businesses to be targeted along strategic and risk priorities and in line
with the forward view of available capital under stress. Accordingly, we have comprehensive risk management policies and practices
in place to address potential risks, which include the following:

*  Credit risk is the potential that a borrower or counterparty will default on a credit obligation, as well as the impact on the
value of credit instruments due to changes in the probability of borrower default; Credit risk includes risk associated with
cross-border exposures.

»  Liquidity risk is the potential that an institution will be unable to meet its obligations as they become due or fund its
customers because of inadequate cash flow or the inability to liquidate assets or obtain funding itself;

»  Interestraterisk is the potential impairment of net interest income due to mismatched pricing between assets and liabilities
as well as losses in value due to interest rate movements;

*  Market risk is the risk that movements in market factors, including foreign exchange rates and commodity prices, interest
rates, credit spreads and equity prices, will reduce our income or the value of our portfolios;

»  Operational risk is the risk of loss resulting from inadequate or failed internal processes, people, or systems, or from
external events (including legal risk);

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

*  Fiduciary risk is the risk of breaching fiduciary duties where we act in a fiduciary capacity as trustee, investment manager
or as mandated by law or regulation;

*  Reputational risk is the risk arising from failure to meet stakeholder expectations as a result 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 confidence or other
consequences.

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

»  Security and Fraud risk is the risk to the business from terrorism, crime, fraud, information security, incidents/disasters,
cyber-attacks and groups hostile to HSBC interests;

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

*  Pension risk is the risk that the cash flows associated with pension assets will not be enough to cover the pension benefit
obligations required to be paid and includes the risk that assumptions used by our actuaries may differ from actual
experience.

See "Risk Management" in MD&A in our 2014 Form 10-K for a more complete discussion of the objectives of our risk management
system as well as our risk management policies and practices. Our risk management process involves the use of various simulation
models. We believe that the assumptions used in these models are reasonable, but actual events may unfold differently than what
is assumed in the models. Consequently, model results may be considered reasonable estimates, with the understanding that actual
results may differ significantly from model projections.

Credit Risk Management Credit risk is the potential that a borrower or counterparty will default on a credit obligation, as well as
the impact on the value of credit instruments due to changes in the probability of borrower default. Credit risk includes risk
associated with cross-border exposures. There have been no material changes to our approach towards credit risk management
since December 31, 2014. See "Risk Management" in MD&A in our 2014 Form 10-K for a more complete discussion of our
approach to credit risk.
Credit risk is inherent in various on- and off-balance sheet instruments and arrangements, such as:

* loan portfolios;

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

»  derivative financial instruments, such as interest rate swaps which, if more valuable today than when originally contracted,
may represent an exposure to the counterparty to the contract.

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

Liquidity Risk Management There have been no material changes to our approach towards liquidity risk management since
December 31, 2014. See “Risk Management” in MD&A in our 2014 Form 10-K for a more complete discussion of our approach
to liquidity risk. Although our overall approach to liquidity management has not changed, we continuously monitor the impact of
market events on our liquidity positions and continue to adapt our liquidity framework to reflect market events and the evolving
regulatory landscape and view as to best practices. Current regulatory initiatives encourage banks to retain a portfolio of extremely
high quality liquid assets. As such, we are maintaining a large portfolio of high quality sovereign and sovereign guaranteed securities.

Our liquidity management approach includes increased deposits and potential sales (e.g. residential mortgage loans) in liquidity
contingency plans. As previously discussed, HSBC Finance relies on its affiliates, including HSBC USA, to satisfy its funding
needs outside of cash generated from its loan sales and operations.

As part of our liquidity management framework, stressed coverage ratios are derived from stressed cash flow scenario analyses
and express the stressed cash inflows as a percentage of stressed cash outflows over one-month and three-month time horizons.
At March 31, 2015, our one-month and three-month stressed coverage ratios were 111 percent and 101 percent, respectively. At
December 31, 2014, our one-month and three-month stressed coverage ratios were 111 percent and 104 percent, respectively. A
stressed coverage ratio of 100 percent or higher reflects a positive cumulative cash flow under the stress scenario being monitored.
HSBC operating entities are required to maintain a ratio of 100 percent or greater out to three months under the combined market-
wide and HSBC-specific stress scenario defined by the inherent liquidity risk categorization of the operating entity concerned.

In addition, the Asset and Liability Management Committee monitors the ratio of Advances to Core Funding ("ACF"). The ACF
ratio measures what percentage of our stable sources of long-term funding (generally customer deposits deemed to be "core" in
accordance with HSBC policy and debt with at least 12 months until maturity) are utilized in providing loans to customers. We
are required to maintain an ACF ratio below 105 percent. At March 31,2015 and December 31, 2014, our ACF ratio was 96 percent
and 101 percent, respectively.

In 2009, the Basel Committee proposed two minimum liquidity metrics for limiting risk: the liquidity coverage ratio ("LCR"),
designed to be a short-term measure to ensure banks have sufficient high-quality liquid assets 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. The Basel Committee finalized the LCR in January 2013 with
phase-in beginning in 2015. The Basel Committee finalized the NSFR in October 2014.

In September 2014, the FRB, the OCC and the FDIC issued final regulations to implement the LCR in the U.S., applicable to
certain large banking institutions, including HSBC North America and HSBC Bank USA. The LCR final rule is generally consistent
with the Basel Committee guidelines, but is more stringent in several areas including the range of assets that will qualify as high-
quality liquid assets and the assumed rate of outflows of certain kinds of funding. Under the final rule, U.S. institutions began the
LCR transition period on January 1, 2015 and are required to maintain a minimum LCR of 100 percent by January 1, 2017, two
years ahead of the Basel Committee's timeframe for compliance by January 1,2019. At March 31,2015, HSBC Bank USA's LCR
ratio under the final U.S. LCR rule was 110 percent. HSBC Bank USA's LCR is calculated based on our current interpretation and
understanding of the U.S. LCR rule and may differ in future periods depending on further implementation guidance from our
regulators. The LCR final rule does not address the NSFR requirement, which is currently in an international observation period.
Based on the results of the observation period, the Basel Committee and U.S. banking regulators may make further changes to the
NSFR. The U.S. regulators have not yet proposed rules to implement the NSFR for U.S. banks and bank holding companies but
are expected to do so well in advance of the NSFR's scheduled global implementation by January 1, 2018.

In the first quarter of 2014, the FRB issued rules pursuant to Section 165 of the Dodd-Frank Act, which established enhanced
prudential standards for U.S. bank holding companies and foreign banking organizations with total global consolidated assets of
$50 billion or more. The rules complement the LCR, capital planning, resolution planning, and stress testing requirements that
have been finalized. The rules require bank holding companies, such as HSBC North America, to comply with various liquidity
risk management standards and to maintain a liquidity buffer of unencumbered highly liquid assets based on the results of internal
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liquidity stress testing. Beginning January 1, 2015, bank holding companies are also required to meet heightened liquidity
requirements, which include qualitative liquidity standards, cash flow projections, internal liquidity stress tests, and liquidity buffer
requirements. HSBC North America has implemented the standard and it does not have a significant impact to our business model.
Starting on July 1,2016, HSBC North America will be treated as an IHC owned by a foreign banking organization. This transition
is not expected to have a significant impact on our U.S. operations or change our liquidity management policies.

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.

Our ability to regularly attract wholesale funds at a competitive cost is enhanced by strong ratings from the major credit ratings
agencies. The following table reflects the long and short-term debt ratings HSBC USA and HSBC Bank USA maintained at March
31, 2015:

Moody’s S&P Fitch pBRs?”
HSBC USA:
Short-term DOITOWINGS .....ceevveeeereieieieieeeeieee et P-1 A-1 F1+ R-1 (middle)
Long-term/senior debt...........cccecvieievieeierieeienieeiesie e A2 A AA- AA (low)
HSBC Bank USA:
Short-term DOITOWINGS .......evvveveriieierieeieseeieeeeee e eeeeeees P-1 A-1+ F1+ R-1 (middle)
Long-term/senior debt...........cccouevevieirineninineneneneneneeenes Al AA- AA- AA (low)

(1) Dominion Bond Rating Service.

In February 2015, S&P took various rating agency actions on certain European banks, including HSBC, following a review of
government support. As a result of this review, the long-term debt rating of HSBC USA was downgraded to A and the long-term
debt rating of HSBC Bank USA was put on negative watch. As part of this review, the short-term ratings of both HSBC USA and
HSBC Bank USA were re-affirmed. It is not anticipated that the actions taken by S&P will significantly impact our funding cost
or strategy.

In March 2015, Moody's published material revisions to the form and content of its global bank rating methodology. In the United
States, Moody's expects the revised methodology will have generally positive effects on bank deposit ratings and mixed, though
net negative, effects on senior unsecured debt ratings, reflecting explicit deposit preference in resolution. Following the publication
of their revised methodology, Moody's placed the senior debt ratings of HSBC USA and HSBC Bank USA and the deposit rating
of HSBC Bank USA under review for potential upgrade. This review is expected to be completed by June 2015. It is not anticipated
that the actions taken by Moody's will significantly impact our funding cost or strategy.

Rating agencies continue to evaluate economic and geopolitical trends, regulatory developments, future profitability, risk
management practices and litigation matters, all of which could lead to adverse ratings actions. For example, in addition to the
actions mentioned above, Moody's published in January 2015 a request for comment regarding new counterparty risk ratings which
will be distinct from debt, deposit or issuer ratings in that it will measure default probability rather than expected loss, and will
apply to counterparty obligations and contractual commitments rather than debt or deposit instruments. This new rating will provide
anopinion on abank's counterparty risk related to its covered bonds, contractual performance obligations (e.g. servicing), derivatives
(e.g. swaps), letters of credit, certain guarantees and liquidity facilities. Although we closely monitor and strive to manage factors
influencing our credit ratings, there is no assurance that our credit ratings will not be changed in the future. Other than the Moody's
review discussed above, as of March 31, 2015, there were no other pending actions in terms of changes to ratings on the debt of
HSBC USA or HSBC Bank USA from any of the rating agencies.
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Interest Rate Risk Management Various techniques are utilized to quantify and monitor risks associated with the repricing
characteristics of our assets, liabilities and derivative contracts. Our approach to managing interest rate risk is summarized in
MD&A in our 2014 Form 10-K under the caption “Risk Management”. There have been no material changes to our approach
towards interest rate risk management since December 31, 2014.

Present value of a basis point ("PVBP") is the change in value of the balance sheet for a one basis point upward movement in all
interest rates. The following table reflects the PVBP position at March 31, 2015 and December 31, 2014:

March 31, December 31,

2015 2014
(in millions)
Institutional PVBP MOVEMENT LML .........c.ocveieeieieeeeeeeeeeecteetceteet ettt ere e ereereeneeneenas $ 80 $ 8.0
PVBP position at Period €Nd ...........ccveiirieienieieiieie sttt ettt ettt sbeeseesseesaesreessesaeesaesaeensenreas 4.4 4.8

Net interest income simulation modeling techniques are utilized to monitor a number of interest rate scenarios for their impact on
net interest income. These techniques include both rate shock scenarios, which assume immediate market rate movements by as
much as 200 basis points, as well as scenarios in which rates rise or fall by as much as 200 basis points over a twelve month period.
The following table reflects the impact on net interest income of the scenarios utilized by these modeling techniques:

March 31, 2015 December 31, 2014

Amount % Amount %

(dollars are in millions)

Projected change in net interest income (reflects projected rate movements on April 1
and January 1):

Change resulting from a gradual 100 basis point increase in the yield curve .............. $ 251 10 $§ 162 7
Change resulting from a gradual 100 basis point decrease in the yield curve.............. (266) (10) (234) ©)]
Change resulting from a gradual 200 basis point increase in the yield curve .............. 451 17 283 11
Change resulting from a gradual 200 basis point decrease in the yield curve.............. (455) (18) (442) (18)

Other significant scenarios monitored (reflects projected rate movements on April 1
and January 1):

Change resulting from an immediate 100 basis point increase in the yield curve ....... 382 15 247 10
Change resulting from an immediate 100 basis point decrease in the yield curve....... (411) (16) (381) (15)
Change resulting from an immediate 200 basis point increase in the yield curve ....... 653 25 432 18
Change resulting from an immediate 200 basis point decrease in the yield curve....... (631) 24) (627) (25)

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.

Capital Risk/Sensitivity of Other Comprehensive Income (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
basis to accumulated other comprehensive loss. This valuation mark is included in two important accounting based capital ratios:
total shareholders' equity to total assets and common equity Tier 1 capital to risk weighted assets. Under the final rule adopting
the Basel III regulatory capital reforms, the valuation mark is being phased into common equity Tier 1 capital over five years
beginning in 2014. As of March 31, 2015, we had an available-for-sale securities portfolio of approximately $33,096 million with
a positive mark-to-market adjustment of $433 million. An increase of 25 basis points in interest rates of all maturities would lower
the mark-to-market by approximately $215 million to a net gain of $218 million with the following results on our capital ratios:

March 31, 2015 December 31, 2014
Actual Proforma® Actual Proforma®
Total sharcholders' equity to total aSSets........ccccvvvuereeeierienieieeeeeee 10.45% 10.40% 9.14% 9.10%
Common equity Tier 1 capital to risk weighted assets..........c..coccecerennene 11.78 11.73 10.33 10.27

" Proforma percentages reflect a 25 basis point increase in interest rates.
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Market Risk Management Market risk is the risk that movements in market factors, including foreign exchange rates and
commodity prices, interest rates, credit spreads and equity prices, will reduce our income or the value of our portfolios. Exposure
to market risk is separated into two portfolios:

*  Trading portfolios comprise positions arising from market-making and warehousing of customer-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.

There have been no material changes to our approach towards market risk management since December 31, 2014. See “Risk
Management” in MD&A in our 2014 Form 10-K for a more complete discussion of our approach to market risk.

Value at Risk VaR is a technique that estimates the 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. VaR is calculated for all trading positions and non-trading
positions which are equally sensitive to market moves regardless of how we capitalize those exposures. VAR is calculated at a
99 percent confidence level for a one-day holding period.

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

Daily VaR (trading portfolios), 99% 1 day (in millions):

12 4

10 A

6 Trading VaR

0
Dec-14 Jan-15 Feb-15 Mar-15

The following table summarizes our trading VaR for the three months ended March 31, 2015:

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

At March 31,2015.........ccooiieeeee $ 4 3 3 3 7 9 @ $ 6
Three Months Ended March 31, 2015:

AVETAZE ..ottt 5 6 8 12) 7
MAXIMUM ... 6 10 15 10
MINIMUIMN <.t 3 3 6 5
At December 31,2014 ..............ccocooviiiinnnnnn. $ 5 8 3 8 6 8 ®) 3 6

M Pportfolio 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.

Backtesting In the first quarter of 2015, we experienced one backtesting exception. This loss exception occurred in January when
the Swiss Central Bank surprised the markets and lifted the Swiss Franc currency peg to the Euro. The move of the currency pair
was more extreme than any dates used in the historical VaR calculation.

We daily 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 to three profits, and two to three losses, in excess of VaR at the 99 percent confident level over a one-
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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 backtesting the accuracy of models and are not used to calculate the VaR numbers used
for risk management or capital purposes.

Backtesting of trading VaR against our hypothetical profit and loss (in millions):

15

-15 -
Dec-14 Jan-15 Feb-15 Mar-15

Hypothetical profit and loss VaR (99%) 49 Backtesting exception

Non-trading Portfolios Non-trading VaR predominantly relates to Balance Sheet Management ("BSM") and represents the
potential negative changes in the investment portfolio market value (which includes available for sale and held to maturity assets)
and associated hedges. Our investment portfolio holdings are mainly comprised of U.S. Treasuries and U.S. agency mortgage
backed securities. Our non-trading VaR exposure is driven by interest rates, mortgage spreads, and asset swap spreads.

The following table summarizes our non-trading VaR for the three months ended March 31, 2015:

Portfolio
Interest rate Credit Spread diversification® Total®

(in millions)

AtMarch 31,2015 ..o $ 56 $ 26 $ (25) $ 57
Three Months Ended March 31, 2015:

AAVETAZE ...ttt ettt ettt ettt ae ettt n et e e eaenas 47 27 23) 51
Maximum.... 65 31 65
IMIDIIMUIML. .ttt se e e e essessesessessesseenas 35 24 38
At December 31,2014 ..........ccoovvieiririeieieeeeeeeee e $ 47 3 26 $ 28) $ 45

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
transferred priced into BSM which has the mandate to centrally manage and hedge it. For a broader discussion on how interest
rate risk is managed, please refer to the “Risk Management - Interest Rate Risk Management” in MD&A in our 2014 Form 10-K.

Trading Portfolio MSRs Trading occurs in mortgage banking operations as a result of an economic hedging program intended to
offset changes in the value of mortgage servicing rights. Economic hedging may include, for example, forward contracts to sell
residential mortgages and derivative instruments used to protect the value of MSRs.

MSRs are assets that represent the present value of net servicing income (servicing fees, ancillary income, escrow and deposit
float, net of servicing costs). MSRs are separately recognized upon the sale of the underlying loans or at the time that servicing
rights are purchased. MSRs are subject to interest rate risk, in that their value will decline as a result of actual and expected
acceleration of prepayment of the underlying loans in a falling interest rate environment.

Interest rate risk is mitigated through an active hedging program that uses trading securities and derivative instruments to offset
changes in value of MSRs. Since the hedging program involves trading activity, risk is quantified and managed using a number
of risk assessment techniques.
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The following table reflects the modeling techniques, primarily rate shock analyses, used to monitor certain interest rate scenarios
for their impact on the economic value of net hedged MSRs:

March 31, December 31,
2015 2014

(in millions)

Projected change in net market value of hedged MSRs portfolio (reflects projected rate
movements on April 1 and January 1):

Value of hedged MSRS POTtOLi0 .......c.ceoviiiieiieieiieieiietee ettt sse e s s $ 141 $ 159
Change resulting from an immediate 50 basis point decrease in the yield curve:
Change limit (10 WOrse than)...........ccccoiiiiiiiiiiiici e 10) (10)
Calculated change in net market Value ..o ?2) —

Change resulting from an immediate 50 basis point increase in the yield curve:
Change limit (N0 WOISE than)...........ccoiiiiiiiiiic e “) 4
Calculated change in net Market VAIUC ..........cc.coveiieriieiiniieiicic et 2 —
Change resulting from an immediate 100 basis point increase in the yield curve:
Change limit (N0 WOISE than)..........ccvevuirieriiiieieiieieet ettt ettt sae e sbe b beessesseesseeseenns 6) (6)

Calculated change in net market Valtue ............ooocoiiiiiriiiieee e 4 3

The economic value of the net hedged MSRs portfolio is monitored on a daily basis for interest rate sensitivity. If the economic
value declines by more than established limits for one day or one month, various levels of management review, intervention and/
or corrective actions are required.

The following table summarizes the frequency distribution of the weekly economic value of the MSR asset during the first quarter
of 2015. This includes the change in the market value of the MSR asset net of changes in the market value of the underlying
hedging positions used to hedge the asset. The changes in economic value are adjusted for changes in MSR valuation assumptions
that were made during the course of the year.

Below $(Q2) $0 $2 Over
Ranges of mortgage economic value from market risk-related activities $Q2) to $0 to $2 to $4 $4

(dollars are in millions)

Number of trading weeks market risk-related revenue was within
the Stated FANZE.......eevveeeieieeieieeee e — 5 8 — —

Operational Risk There have been no material changes to our approach toward operational risk since December 31, 2014.
Compliance Risk There have been no material changes to our approach toward compliance risk since December 31, 2014.
Fiduciary Risk There have been no material changes to our approach toward fiduciary risk since December 31, 2014.
Reputational Risk There have been no material changes to our approach toward reputational risk since December 31, 2014.
Strategic Risk There have been no material changes to our approach toward strategic risk since December 31, 2014.

Security and Fraud Risk There have been no material changes to our approach toward security and fraud risk since December
31,2014.

Model Risk There have been no material changes to our approach to model risk since December 31, 2014.

Pension Risk There have been no material changes to our approach toward pension risk since December 31, 2014,
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CONSOLIDATED AVERAGE BALANCES AND INTEREST RATES

The following table summarizes the quarter-to-date average daily balances of the principal components of assets, liabilities and
shareholders' equity together with their respective interest amounts and rates earned or paid, presented on a taxable equivalent
basis, which resulted in a $4 million increase to interest income on securities in each of the three month periods ended March 31,
2015 and 2014, respectively. Net interest margin is calculated by dividing net interest income by the average interest earning assets
from which interest income is earned. Loan interest for the three months ended March 31, 2015 and 2014 included fees of $15

million and $19 million, respectively.

Three Months Ended March 31, 2015 2014
Average Average
Balance Interest Rate”) Balance Interest Rate”
(dollars are in millions)
Assets
Interest bearing deposits With banks ...........coceveirereininineeereeeeeee $ 30,714 $ 19 26% $ 21,633 14 26%
Federal funds sold and securities purchased under resale agreements.............. 1,873 3 .60 1,247 2 .61
TTAING SECUTTEIES ..uvvevinteieiieteieiieee ettt ettt b e st eees 14,442 95 2.68 12,581 48 1.56
SECUTTEIES -evveueieteseieeeteie ettt ettt et se et se et aese e sesenesaese et eseseseesenenesenn 47,494 204 1.74 56,110 211 1.53
Loans:
COMIMETCIAL ...ttt ettt s e eseseneneas 60,336 320 2.15 49,467 287 2.36
Consumer:
Residential mortgages 16,900 140 3.37 15,957 135 343
HOme equity MOTTZAZES. ...c.veueevirenieiiriiieiieiesierieeeteteeee st eeeee 1,746 14 3.37 1,971 17 3.45
Credit CardS.....c.cueeirieiiireeicieceee ettt 690 19 10.98 698 17 10.10
Other CONSUIMET .......ceeuiiieiiirieieieteieite ettt sttt sesese s seenene 522 8 5.61 555 8 5.12
TOtal CONSUINIET ...ttt ettt 19,858 181 3.69 19,181 177 3.73
TOtAl JOANS ..ottt 80,194 501 2.53 68,648 464 2.74
OBRET ...ttt ettt 3,280 15 1.73 3,560 10 1.19
Total iINterest CarniNg ASSELS......ccveveerrerieeererieriereetesteeeneereeeseeseseeeeneeseneeneeseenes 177,997 $ 837 1.91% 163,779 749 1.86%
Allowance for credit losses .. (690) (591)
Cash and due from Danks ..........cccoeeerrreeriniecninnieii e 874 960
OtNET @SSEES...cuviivieuiitieeieie ittt ettt et et e e e saeeta e b e ese e s ebeeseessessesssessesseesnessereens 16,732 21,240
TOtAL ASSCLS..............eoeeeiieeieieee ettt $ 194,913 $ 185,388
Liabilities and Shareholders’ Equity - -
Deposits in domestic offices:
SAVINGS AEPOSIES ..vevvevierirenienieiirieieteeie ettt ettt saeaeneenens $ 43,049 $ 14 14% $ 43,002 13 12%
Other time deposits 31,447 30 .38 19,027 20 43
Deposits in foreign offices:
Foreign banks dePOSILS ........ceeruerieririirieieieieieeee ettt 6,930 1 .03 8,320 1 .03
Other interest bearing dePOSItS .........coveveirerierieirieieeeeeeee e 3,497 1 14 5,227 1 13
Total interest bearing deposits 84,923 46 22 75,576 35 .19
ShOTt-term DOITOWINGS ....euveveeeieinieiieierieieieeteteeee sttt eenesaens 16,960 11 .25 26,213 6 .10
LONG-terM dEDL ...c.viieiieeiieieieieee e 30,637 167 2.22 22,815 170 3.02
Total interest bearing deposits and debt...........ccveeveririvinieinireeeeeeen 132,520 224 .68 124,604 211 .69
Tax liabilities and Other...........ccccoiiiiininiiiiinccc e 820 3 1.71 1,160 15 5.29
Total interest bearing Habilities ..........coveveererieieeeecreeeeseee e 133,340 227 .69 125,764 226 73
Net interest income/Interest rate spread $ 610 1.22% 523 1.13%
Noninterest bearing deposits .... 30,285 - - 30,177
Other HabilIties ......c.c.eovrieueiiririeieirieec ettt 14,016 12,749
Total Shareholders” EQUILY........ccerveiririeieirieeeeee e 17,272 16,698
Total liabilities and shareholders’ equity........................coccoevvcuneceeceseneeannn $ 194,913 $ 185,388
Net interest margin on average earning assets ...........c.cocveveerreuerererreverereereennns - 139% 1.30%
Net interest income to average total aSSES.........evverieieererieiriereieeseeeeeenns 1.27% 1.15%

() Rates are calculated on amounts that have not been rounded to the nearest million.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk

Information required by this Item is included within Item 2. Management’s Discussion and Analysis of Financial Condition and
Results of Operations in the Risk Management section under the captions "Interest Rate Risk" and "Market Risk".

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures We maintain a system of internal and disclosure controls and procedures
designed to ensure that information required to be disclosed by HSBC USA in the reports we file or submit under the Securities
Exchange Act of 1934, as amended (the "Exchange Act"), is recorded, processed, summarized and reported on a timely basis. Our
Board of Directors, operating through its Audit Committee, which is composed entirely of independent 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 March 31, 2015 that has materially affected, or is reasonably likely to materially affect, our
internal control over financial reporting.

PART II
Item 1. Legal Proceedings

See Note 19, “Litigation and Regulatory Matters,” in the accompanying consolidated financial statements beginning on page 71
for our legal proceedings disclosure, which is incorporated herein by reference.

Item 5. Other Information

Disclosures pursuant to Section 13(r) of the Securities Exchange Act Section 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.

In order to comply with this requirement, HSBC Holdings plc (together with its affiliates, “HSBC Group”) has requested relevant
information from its affiliates globally. During the period covered by this Form 10-Q, HSBC USA Inc. did not engage in any
activities or transactions requiring disclosure pursuant to Section 13(r) other than those activities related to frozen accounts and
transactions permitted under relevant U.S. sanction programs described under “Frozen Accounts and Transactions” below. The
following activities conducted by our affiliates are disclosed in response to Section 13(r):

Loans in repayment Between 2001 and 2005, the Project and Export Finance division of the HSBC Group arranged or participated
in a portfolio of loans to Iranian energy companies and banks. All of these loans were guaranteed by European and Asian export
credit agencies, and they have varied maturity dates with final maturity in 2018. For those loans that remain outstanding, the HSBC
Group continues to seek repayment in accordance with its obligations to the supporting export credit agencies and, in all cases,
with appropriate regulatory approvals. Details of these loans follow.

At March 31, 2015, the HSBC Group had 11 loans outstanding to an Iranian petrochemical company. These loans are supported
by the official Export Credit Agencies of the following countries: the United Kingdom, France, Germany, Spain, The Netherlands,
South Korea and Japan. The HSBC Group continues to seek repayments from the company under the existing loans in accordance
with the original maturity profiles. All repayments made by the Iranian company have received a license or an authorization from
relevant authorities.

Bank Melli and Bank Saderat acted as sub-participants in three of the aforementioned loans. The repayments due to these banks
under the loan agreements were paid into frozen accounts under licenses or authorizations from relevant European governments.
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The HSBC Group held a sub-participation in a loan provided by another international bank to Bank Tejarat with a guarantee from
the Government of Iran. This sub-participation was supported by the Italian Export Credit Agency. The facility matured in 2014
and the final claim for non-payment was paid by the Italian Export Credit Agency during the first quarter of 2015.

Licenses and relevant authorizations have been obtained from the competent authorities of the European Union with respect to
the above transactions.

Estimated gross revenue to the HSBC Group generated by these loans in repayment for the first quarter of 2015, which includes
interest and fees, was approximately $178,000, and net estimated profit was approximately $129,000. While the HSBC Group
intends to continue to seek repayment under the existing loans, it does not intend to extend any new loans.

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.

The HSBC Group has worked with relevant regulatory authorities to obtain licenses where required and ensure compliance with
laws and regulations while seeking to cancel the guarantees and counter indemnities. None were canceled during the first quarter
of 2015 and approximately 20 remain outstanding.

There was no measurable gross revenue to the HSBC Group for the first quarter of 2015 under those guarantees. 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 does not intend to provide any new guarantees involving Iran.

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 maintains several frozen accounts in the U.K. for an Iranian-owned, U.K.-regulated financial institution.
In April 2007, the U.K. government issued a license to allow the HSBC Group to handle certain transactions (operational
payments and settlement of pre-sanction transactions) for this institution. In December 2013, the U.K. government issued
anew license allowing the HSBC Group to deposit certain check payments. There was some licensed activity in the first
quarter of 2015. Estimated gross revenue to the HSBC Group in the first quarter of 2015 for this financial institution,
which includes fees and/or commissions, was approximately $(57,700) and the estimated net profit was approximately
$36,900. This customer relationship has generated negative revenue to the HSBC Group, given a negative interest rate
assessed by the European Central Bank. The HSBC Group is currently paying the negative interest rate on behalf of its
customers. In the first quarter of 2015, the HSBC Group applied for a license from the U.K. government for the option
to collect the negative interest rate from this institution.

e The HSBC Group acts as the trustee and administrator for a pension scheme involving two employees of a U.S.-sanctioned
Iranian bank in Hong Kong. Under the rules of these schemes, the HSBC Group accepts contributions from the Iranian
bank each month and allocates the funds into the pension accounts of the Iranian bank employees. The HSBC Group runs
and operates the pension scheme in accordance with Hong Kong laws and regulations. Estimated gross revenue to the
HSBC Group in the first quarter of 2015 generated by this pension scheme, which includes fees and/or commission, was
approximately $790. Fees are generally included in the price of the underlying investment funds. Therefore, the HSBC
Group has not disclosed a separate net profit measure for this pension scheme.

The HSBC Group intends to continue to wind down this Iranian bank-related activity and not enter into any new such activity.

Activity related to U.S. Executive Order 13224 The HSBC Group maintains a frozen personal account for an individual sanctioned
under Executive Order 13224, and by the U.K. and the U.N. Security Council. Activity on this account in the first quarter of 2015
was permitted by a license issued by the U.K. There was no measurable gross revenue or net profits generated in the first quarter
of 2015.

Other activity The HSBC Group holds a lease of branch premises in London which it entered into in 2005 and is due to expire in
2020. The landlord of the premises is owned by the Iranian government and is a specially designated national under U.S. sanctions
programs. The HSBC Group has exercised a break clause in the lease and is in the process of exiting the property. The relationship
will be terminated in 2015 and the HSBC Group closed the branch in the third quarter of 2014. There was no gross revenue or net
profit to HSBC in the first quarter of 2015.

The HSBC Group maintains an account for a corporate customer in Armenia for whom it received funds from an account at Bank
Mellat CJSC Armenia for the sale of computer equipment. There was no gross revenue or net profit to HSBC in the first quarter
of 2015.
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The HSBC Group maintains an account for a corporate customer in Oman for whom it received a check payment drawn on an
account at Bank Melli in Oman for the sale of carpet-related products and services. There was no gross revenue or net profit to
HSBC in the first quarter of 2015.

Frozen accounts and transactions The HSBC Group and HSBC Bank USA, National Association ("HSBC Bank USA") maintain
several accounts that are frozen under relevant sanctions programs and on which no activity, except as licensed or otherwise
authorized, took place during the first quarter of 2015. In the first quarter of 2015, the HSBC Group and HSBC Bank USA also
froze payments where required under relevant sanctions programs. There was no gross revenue or net profit to the HSBC Group
or HSBC Bank USA.

Item 6. Exhibits

3(i))  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, Exhibits 3.2
and 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 and Exhibit 3.2 to HSBC USA Inc.’s Current
Report on Form 8-K filed May 22, 2006).

3(ii))  Bylaws of HSBC USA Inc., as Amended and Restated effective April 29, 2015 (incorporated by reference to
Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed May 1, 2015).

12 Computation of Ratio of Earnings to Fixed Charges and Earnings to Combined Fixed Charges and Preferred
Stock Dividends.

31 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

101.INS  XBRL Instance Document”

101.SCH xBRL Taxonomy Extension Schema Document'”

101.CAL xBRrRL Taxonomy Extension Calculation Linkbase Document'”
101.DEF xBRL Taxonomy Extension Definition Linkbase Document'”
101.LAB XBRL Taxonomy Extension Label Linkbase Document

101.PRE xBRL Taxonomy Extension Presentation Linkbase Document'”

™ Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in our Quarterly Report on Form 10-Q for the quarter ended

March 31, 2015, formatted in eXtensible Business Reporting Language ("XBRL") interactive data files: (i) the Consolidated Statement of Income for the
three months ended March 31, 2015 and 2014, (ii) the Consolidated Statement of Comprehensive Income for the three months ended March 31, 2015 and
2014, (iii) the Consolidated Balance Sheet as of March 31, 2015 and December 31, 2014, (iv) the Consolidated Statement of Changes in Shareholders' Equity
for the three months ended March 31, 2015 and 2014, (v) the Consolidated Statement of Cash Flows for the three months ended March 31, 2015 and 2014,
and (vi) the Notes to Consolidated Financial Statements.
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Index

Assets:
by business segment 44
consolidated average balances 123
fair value measurements 57
nonperforming 19, 24, 26, 103
trading 10, 83
Asset-backed commercial paper conduits 48
Asset-backed securities 11, 59, 69, 115
Balance sheet:
consolidated 5
consolidated average balances 123
review 80
Basel I 107
Basel II 108
Basel 111 46, 107
Basis of reporting 79
Business:
consolidated performance review 77
Capital:
2015 funding strategy 110
common equity movements 107
consolidated statement of changes 7
regulatory capital 46
selected capital ratios 46, 78, 107, 119
Cash flow (consolidated) 8

Cautionary statement regarding forward-looking statements 75

Collateral — pledged assets 53
Collateralized debt obligations 69, 115

Commercial banking segment results (IFRSs) 45, 94

Compliance risk 116, 122
Controls and procedures 124
Credit card fees 87
Credit quality 98
Credit risk:
adjustment 55
component of fair value option 38
concentration 26, 104
exposure 116
management 116
related contingent features 35
related arrangements 49
Current environment 77
Deferred tax assets 92
Deposits 84, 107
Derivatives:
cash flow hedges 33
fair value hedges 32
notional value 36
trading and other 34
Equity:
consolidated statement of changes 7
ratios 46, 78, 107, 119

Equity securities available-for-sale 11

Estimates and assumptions 9

Executive overview 77

Fair value measurements:

assets and liabilities recorded at fair value on a recurring basis 59

assets and liabilities recorded at fair value on a non-recurring basis 66

control over valuation process 113
financial instruments 57

hierarchy 55, 113

transfers into/out of level one and two 61
transfers into/out of level two and three 61

valuation techniques 67

Fiduciary risk 116, 122

Financial assets:

designated at fair value 37
reclassification under IFRSs 45, 79

Financial highlights metrics 77

Financial liabilities:

designated at fair value 37

fair value of financial liabilities 57

Forward looking statements 75
Funding 110

Gain on instruments designated at fair value and related derivatives 38

Gains (losses) from securities 15, 87

Global Banking and Markets 45, 94
Geographic concentration of receivables 105
Goodwill 30

Guarantee arrangements 49

Impairment:

available-for-sale securities 14
credit losses 27, 86

nonperforming loans 19, 24, 26, 103
impaired loans 20, 23

Income (loss) from financial instruments designated at fair value, net 38

Income tax expenses 3, 92

Intangible assets 29
Interest rate risk 116, 119

Internal control 124

Key performance indicators 77

Legal proceedings 124
Liabilities:

commitments, lines of credit 111

deposits 84, 107

financial liabilities designated at fair value 37
trading 10, 83

long-term debt 41, 57, 84, 107

short-term borrowings 41, 57, 84, 107
Liquidity and capital resources 106

Liquidity risk 116, 117

Litigation and regulatory matters 71
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Loans:
by category 17, 81
by charge-off (net) 27, 102
by delinquency 25, 101
criticized assets 24
geographic concentration 105
held for sale 28
impaired 20
nonperforming 19, 24, 26, 103
overall review 80
risk concentration 26, 104
troubled debt restructures 20

Loan impairment charges — see Provision for credit losses

Loan-to-deposits ratio 78
Loan to value (LTV) 81
Market risk 116
Market turmoil:
exposures 120
impact on liquidity risk 106
Monoline insurers 14, 114
Mortgage lending products 17, 81
Mortgage servicing rights 29
Net interest income 85
New accounting pronouncements 74
Off balance sheet arrangements 111
Operating expenses 90
Operational risk 116, 122
Other revenue 87
Other segment results (IFRSs) 45, 97
Pension and other postretirement benefits 40
Performance, developments and trends 77
Pledged assets 53
Private banking segment results (IFRSs) 45, 96
Profit (loss) before tax:
by segment — IFRSs 45
consolidated 3
Provision for credit losses 27, 86
Ratios:
capital 46,78, 107,119
charge-off (net) 77, 99
credit loss reserve related 99
delinquency 101
earnings to fixed charges — Exhibit 12
efficiency 77,91
Reconciliation of U.S. GAAP results to IFRSs 79
Refreshed loan-to-value 81
Regulation 46, 107, 124
Related party transactions 41

Reputational risk 116, 122
Results of operations 85
Residential Mortgage Revenue 89

Retail banking and wealth management segment results (IFRSs) 45, 93

Risk elements in the loan portfolio 104
Risk management:
credit 116
compliance 116, 122
fiduciary 116, 122
interest rate 116, 119
liquidity 116, 117
market 116, 120
model 116, 122
operational 116, 122
pension 116, 122
reputational 116, 122
security and fraud risk 116, 122
strategic 116, 122
Securities:
amortized cost 11
fair value 11
impairment 14
maturity analysis 16
Segment results - IFRSs basis:
retail banking and wealth management 45, 93
commercial banking 45, 94
global banking and markets 45, 94
private banking 45, 96
other 45,97
overall summary 45, 93
Selected financial data 77
Sensitivity:
projected net interest income 119
Statement of changes in shareholders’ equity 7
Statement of changes in comprehensive income 4
Statement of income 3
Strategic risk 116, 122
Stress testing 106, 108
Table of contents 2
Tax expense 3, 92
Trading:
assets 10, 83
derivatives 10, 83
liabilities 10, 83
portfolios 10
Trading revenue (net) 87, 88
Troubled debt restructures 20
Value at risk 120
Variable interest entities 47
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, HSBC USA Inc. has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

Date: May 5, 2015

HSBC USA INC.

By: /sl MARK ZAESKE
Mark Zaeske
Senior Executive Vice President and
Chief Financial Officer
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Exhibit Index
3(31) 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, Exhibits
3.2 and 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 and Exhibit 3.2 to HSBC USA Inc.’s
Current Report on Form 8-K filed May 22, 2006).
3(ii) Bylaws of HSBC USA Inc., as Amended and Restated effective April 29, 2015 (incorporated by
reference to Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed May 1, 2015).
12 Computation of Ratio of Earnings to Fixed Charges and Earnings to Combined Fixed Charges and
Preferred Stock Dividends.
31 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.
32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
101.INS XBRL Instance Document'"
101.SCH XBRL Taxonomy Extension Schema Document'"
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document'”
101.DEF XBRL Taxonomy Extension Definition Linkbase Document"
101.LAB XBRL Taxonomy Extension Label Linkbase Document'”
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document'"

M Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in our Quarterly Report on Form 10-Q for the quarter ended

March 31, 2015, formatted in eXtensible Business Reporting Language ("XBRL") interactive data files: (i) the Consolidated Statement of Income for the
three months ended March 31, 2015 and 2014, (ii) the Consolidated Statement of Comprehensive Income for the three months ended March 31, 2015 and
2014, (iii) the Consolidated Balance Sheet as of March 31,2015 and December 31, 2014, (iv) the Consolidated Statement of Changes in Shareholders' Equity
for the three months ended March 31, 2015 and 2014, (v) the Consolidated Statement of Cash Flows for the three months ended March 31, 2015 and 2014,
and (vi) the Notes to Consolidated Financial Statements.
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HSBC USA INC.
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES AND
EARNINGS TO COMBINED FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Three Months Ended March 31,
2015 2014

(dollars are in millions)

Ratios excluding interest on deposits:

Income from CONtINUING OPEIALIONS......cueeveriieierteeterieeteeteteeteseetesseessesseessesseessesseessesssessesseessensaens $ 164 § 104
Income tax eXpense (DENETIL) ....cuieeuiiriiiiieeie ettt te et e s veeteesebeesbeeesseebeeenseensee e 76 149
Less: Undistributed eqUity CarMings.........cceeeeruerierierierieeiesieeeesteeeesseessesseessesseessesssessesssessesssesseenes — —

Fixed charges:

Interest on:

BOrrowed fUNAS .......ocooiiiiiiiiiieccee et 11 9
LONGEITN dEDE ....viiiiiiiiiiiiiiit ettt ettt 167 170
ORETS ...ttt ettt st sttt et et 3 12
One third of rents, net of income from SUDIEASES..........coovveiieeiiiieciie e 9 7
Total fixed charges, excluding interest on deposits.........cceeveeririieireninienieneeereeeeeeee e 190 198
Earnings from continuing operations before taxes and fixed charges, net of undistributed equity
L5210 1100 PO 430 451
Ratio of earnings to fiXed CharZes........coerveriiieiiiiiiiie et 2.26 2.28
Total preferred stock dividend fACtOr!) ............o.oueveeieeeeeeeeee e $ 30 § 30
Fixed charges, including the preferred stock dividend factor..........cccooevevenenieieninnininncne $ 220 $ 228

Ratio of earnings from continuing operations to combined fixed charges and preferred stock
QIVIAEILAS ...ttt ettt ettt et sa et ettt 1.95 1.98

Ratios including interest on deposits:

Total fixed charges, excluding interest on dePOSItS........cceeueriririirireriererereeee e $ 190 $ 198
Add: INtereSt ON AEPOSIES....cviruiireirieitieierteete st et et ettt et et st estesseesseeseesseentessesneesseensesseenseeneenes 46 35
Total fixed charges, including interest On dePOSILS ........ccceeeriririirireririenereeee e $ 236 $ 233
Earnings from continuing operations before taxes and fixed charges, net of undistributed
CQUILY CAITIIIES ... evvevereetitetirteiert ettt ettt ettt ettt b et s et ettt b et bbb et b et e st bese b et e b e e e b e ebenaene $ 430 $ 451
Add: TNtErest 0N AEPOSILS.....c.veureuieiiriiriiriieterie sttt ettt ettt bbbttt ebt et ebe b b 46 35
TOTAL ettt b ekt b e e b ettt be ettt ettt $ 476 $ 486
Ratio of earnings to fiXed CharZes........cccevverieiiiiiieieireeer ettt e 2.02 2.09
Fixed charges, including the preferred stock dividend factor...........ccoeevevievieiiiiieneinininininenen $ 220 § 228
Add: TNLErest 0N AEPOSILS ... .c.veuviuieuiriiriirtieterie sttt ettt ettt sttt ettt eae et ebeebe b e 46 35
Fixed charges, including the preferred stock dividend factor and interest on deposits....................
$ 266 $ 263

Ratio of earnings from continuing operations to combined fixed charges and preferred stock
QIVIAEIIAS ...ttt ettt ettt ettt ettt sa ettt ne et 1.79 1.85

M Ppreferred stock dividends grossed up to their pretax equivalents.



EXHIBIT 31

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
Certification of Chief Executive Officer

I, Patrick J. Burke, Chairman of the Board, President and Chief Executive Officer of HSBC USA Inc., certify that:

1.

2.

5.

I have reviewed this report on Form 10-Q of HSBC USA Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a.

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: May 5, 2015

/s/ PATRICK J. BURKE

Patrick J. Burke

Chairman of the Board, President
and Chief Executive Officer




Certification of Chief Financial Officer

I, Mark Zaeske, Senior Executive Vice President and Chief Financial Officer of HSBC USA Inc., certify that:

1. Thave reviewed this report on Form 10-Q of HSBC USA Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a.

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: May 5, 2015

/sl MARK ZAESKE

Mark Zaeske

Senior Executive Vice President and
Chief Financial Officer




EXHIBIT 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company’) Quarterly Report
on Form 10-Q for the period ending March 31, 2015 as filed with the Securities and Exchange Commission on the date hereof
(the “Report™) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 (the
“Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Patrick J. Burke, Chairman of the Board, President and Chief Executive Officer of the Company, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of HSBC USA Inc.

Date: May 5, 2015

/s/ PATRICK J. BURKE

Patrick J. Burke

Chairman of the Board, President
and Chief Executive Officer

This certification accompanies each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to
the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by HSBC USA Inc. for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.

The signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to
HSBC USA Inc. and will be retained by HSBC USA Inc. and furnished to the Securities and Exchange Commission or its staff
upon request.



Certification pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company”) Quarterly Report
on Form 10-Q for the period ending March 31, 2015 as filed with the Securities and Exchange Commission on the date hereof
(the “Report”) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 (the
“Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Mark Zaeske, Senior Executive Vice President and Chief Financial Officer of the Company, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of HSBC USA Inc.

Date: May 5, 2015

/s/ MARK ZAESKE

Mark Zaeske

Senior Executive Vice President and
Chief Financial Officer

This certification accompanies each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to
the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by HSBC USA Inc. for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.

The signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to
HSBC USA Inc. and will be retained by HSBC USA Inc. and furnished to the Securities and Exchange Commission or its staff
upon request.



	Cover Page
	Table of Contents
	Part I
	Item€1. Financial Statements (Unaudited)
	Consolidated Statement of Income
	Consolidated Statement of Comprehensive Income
	Consolidated Balance Sheet
	Consolidated Statement of Changes in Shareholders' Equity
	Consolidated Statement of Cash Flows
	Notes to Consolidated Financial Statements
	1. Organization and Presentation
	2. Trading Assets and Liabilities
	3. Securities
	4. Loans
	5. Allowance for Credit Losses
	6. Loans Held for Sale
	7. Intangible Assets
	8. Goodwill
	9. Derivative Financial Instruments
	10. Fair Value Option
	11. Accumulated Other Comprehensive Loss
	12. Pension and Other Postretirement Benefits
	13. Related Party Transactions
	14. Business Segments
	15. Retained Earnings and Regulatory Capital Requirements
	16. Variable Interest Entities
	17. Guarantee Arrangements, Pledged Assets and Collateral
	18. Fair Value Measurements
	19. Litigation and Regulatory Matters
	20. New Accounting Pronouncements


	Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
	Forward-Looking Statements
	Executive Overview
	Basis of Reporting
	Balance Sheet Review
	Results of Operations
	Segment Results - Group Reporting Basis
	Credit Quality
	Liquidity and Capital Resources
	Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations
	Fair Value
	Risk Management
	Consolidated Average Balances and Interest Rates

	Item 3. Quantitative and Qualitative Disclosures about Market Risk
	Item 4. Controls and Procedures

	Part II
	Item 1. Legal Proceedings
	Item 5. Other Information
	Item 6. Exhibits

	Index
	Signatures
	Exhibit Index
	Exhibit 12
	Exhibit 31 - CEO Patrick Burke
	Exhibit 31 - CFO Mark Zaeske
	Exhibit 32 - CEO Patrick Burke
	Exhibit 32 - CFO Mark Zaeske

