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PART 1

Item 1. Business

Organization History

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

HSBC North America Operations

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

HSBC USA Operations

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

*  Our Retail Banking and Wealth Management ("RBWM") business provides a range of banking and wealth products and
services to individuals and certain small businesses, focusing on internationally minded customers in large metropolitan
centers on the West and East coasts.

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

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

*  Qur Private Bank ("PB") business serves high net worth and ultra-high net worth individuals and their families with a
focus on multi-generational families, business executives and entrepreneurs who require sophisticated solutions to help
meet their most complex needs domestically and abroad.
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*  Our Corporate Center ("CC") is comprised of certain centralized activities and functions such as Balance Sheet
Management ("BSM") and our legacy structured credit products in order to better reflect the way we manage our businesses.

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

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

We report financial information to our ultimate parent, HSBC, in accordance with HSBC Group accounting and reporting policies,
which apply International Financial Reporting Standards ("IFRSs") as issued by the International Accounting Standards Board
("TASB") and endorsed by the European Union ("EU"). As a result, our segment results are prepared and presented using financial
information prepared on the basis of HSBC Group's accounting and reporting policies ("Group Reporting Basis"). We continue,
however, to monitor capital adequacy and report to regulatory agencies in accordance with accounting principles generally accepted
in the United States ("U.S. GAAP"). For additional financial information relating to our business and operating segments as well
as a summary of the significant differences between U.S. GAAP and the Group Reporting Basis as they impact our results, see
Note 23, "Business Segments," in the accompanying consolidated financial statements.

Retail Banking and Wealth Management Segment Our RBWM segment provides a range of banking and wealth products and
services through our branches and on-line channels to individuals and certain small businesses. These services include asset-driven
services such as credit and lending, liability-driven services such as deposit taking and account services and fee or commission
driven services such as advisory and brokerage. RBWM is focused on growing its wealth and banking business in key urban centers
with strong international connectivity across the U.S. including New York City, Los Angeles, San Francisco, Miami and Washington
DC. In addition to focusing on certain small businesses through its Retail Business Banking segment, RBWM focuses on two
customer propositions: HSBC Premier and HSBC Advance. HSBC Premier, is a comprehensive banking and wealth management
proposition for the internationally minded mass affluent client. HSBC Premier clients have access to a full suite of banking and
wealth management solutions and also have access to priority services such as 24-hour telephone service and more favorable
pricing based on the banking relationship. HSBC Premier clients also receive personalized support through dedicated relationship
managers and are serviced through other alternative channels such as on-line banking and a dedicated contact center. HSBC
Advance, RBWM's other main customer proposition, is a banking relationship designed to offer holistic financial services and
banking products for emerging affluent clients in the initial stage of wealth accumulation or clients who look for more convenience
and self-control with respect to their personal finances. In addition to everyday banking solutions, HSBC Advance customers have
access to a range of lending and wealth products through HSBC's multi-channel platform, yet primarily through direct channels,
including the contact center, secure internet banking and mobile.

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

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

Global Banking and Markets Segment Our GB&M business segment supports HSBC's global strategy by leveraging the HSBC
Group's advantages and scale, strength in developed and emerging markets and product expertise in order to focus on delivering
international products to U.S. clients and local products to international clients, with New York as the hub for the Americas business,
including Canada and Latin America. GB&M provides tailored financial solutions to major government, corporate and institutional
clients as well as private investors worldwide. GB&M clients are served by sector-focused teams that bring together relationship

5



HSBC USA Inc.

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
also provides financial solutions to RBWM, CMB and PB clients where those clients have needs that require the product set that
GB&M has available.

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

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

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

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

Corporate Center Segment CC includes BSM, our legacy structured credit products, certain corporate function costs, certain debt
issued for which fair value option accounting was elected and related derivatives, certain affiliate transactions, tax credit investments
and adjustments to the fair value of HSBC shares held for stock plans. Prior to 2018, CC also included costs to achieve (representing
costs incurred to deliver the cost reduction and productivity outcomes previously outlined by HSBC) as well as our legacy residential
mortgage activities, including a portfolio of residential mortgage loans that we previously purchased from HSBC Finance
Corporation ("HSBC Finance") and certain residential mortgage servicing activities performed on behalf of HSBC Finance.

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

Funding

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

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

As previously reported, as a result of the adoption of the final rules by the U.S. banking regulators implementing the Basel II1
regulatory capital and liquidity reforms from the Basel Committee on Banking Supervision (the "Basel Committee"), together
with the impact of similar implementation by United Kingdom ("U.K.") banking regulators, we continue to review the composition
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of our capital structure. A detailed description of our sources and availability of funding are set forth in the "Liquidity and Capital
Resources" and "Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations" sections of Item 7.
Management's Discussion and Analysis of Financial Condition and Results of Operations ("MD&A").

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

Employees and Customers

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

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

Regulation and Competition

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

Bank Holding Company Supervision As abank holding company, we are subject to regulation under the Bank Holding Company
Act of 1956, as amended ("BHC Act"), and to inspection, examination and supervision by our primary regulator, the Federal
Reserve Board ("FRB"). We are also subject to the disclosure and regulatory requirements of the Securities Act of 1933, as amended,
and the Securities Exchange Act of 1934, as amended (the "Exchange Act"), as administered by the Securities and Exchange
Commission (the "SEC").

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

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

We are generally prohibited under the BHC Act from acquiring, directly or indirectly, ownership or control of more than five
percent of any class of voting shares of, or substantially all the assets of, or exercising control over, any U.S. bank, bank holding
company or many other types of depository institutions and/or their holding companies without the prior approval of the FRB and,
potentially, other U.S. banking regulatory agencies.

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

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

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

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

The types of activities in which the non-U.S. branches of HSBC Bank USA may engage are subject to various restrictions imposed
by the FRB in addition to those generally applicable to HSBC Bank USA under OCC rules. These branches are also subject to the
laws and regulatory authorities of the countries in which they operate.

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

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

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

Regulatory Capital and Liquidity Requirements As a financial services holding company, we are subject to regulatory capital
rules issued by U.S. banking regulators including Basel I1I (the "Basel Il rule"). A bank or bank holding company's failure to meet
minimum capital requirements can result in certain mandatory actions and possibly additional discretionary actions by its regulators.
Generally, bank holding company regulatory capital compliance is performed at a consolidated level within the United States at
HSBC North America, our parent, and also separately for HSBC Bank USA. However, we do present HSBC USA's capital ratios
below in "Liquidity and Capital Resources" in our MD&A, as well as, together with HSBC Bank USA's, in Note 24, "Retained
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Earnings and Regulatory Capital Requirements," of the accompanying consolidated financial statements. Our ultimate parent,
HSBC, is also subject to regulatory capital requirements under U.K. law.

Basel III Overview The Basel III rule updated the compositions of capital and established a common equity Tier 1 capital ratio.
The Basel III rule also revised minimum capital ratios and buffer requirements and added a supplementary leverage ratio ("SLR").
Under the Basel III rule, there are two methods available to calculate risk-weighted assets, the generally-applicable Standardized
Approach and the Advanced Approaches, which are required in addition to the Standardized Approach for large banking
organizations that meet certain thresholds (the "Advanced Approaches thresholds"). The Standardized Approach relies primarily
on supervisory risk weights based on exposure type, and the Advanced Approaches determine risk weights based on internal
models.

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

To be categorized as "well capitalized" under the Basel I1I rule, a banking institution must have the ratios reflected in the table
included in Note 24, "Retained Earnings and Regulatory Capital Requirements," of the accompanying consolidated financial
statements and must not be subject to a directive, order or written agreement to meet and maintain specific capital levels. The
federal bank regulatory agencies may, however, set higher capital requirements for an individual bank or bank holding company
when particular circumstances warrant. Under the Basel III rule, all banking organizations continue to be subject to the U.S.
regulators' existing minimum Tier 1 leverage ratio of 4 percent. Additionally, banking organizations that meet the Advanced
Approaches thresholds, such as HSBC North America and HSBC Bank USA, are subject to an SLR of 3 percent (calculated as
the ratio of Tier 1 capital to total leverage exposure, which includes balance sheet exposures plus certain off-balance sheet items).

In May 2018, the Economic Growth, Regulatory Relief and Consumer Protection Act (the "Relief Act") was signed into law. The
Relief Act revised the Dodd-Frank Act to eliminate the "adverse scenario" as a required stress test scenario and to provide that
company-run stress tests must be conducted "periodically" rather than "semi-annually". In September 2018, the federal banking
agencies jointly requested public comment on a proposal that would implement certain changes to the Basel I1I rule to implement
a provision of the Relief Act by reducing the risk weighting applicable to high-volatility commercial real estate exposures. The
federal banking agencies also issued a proposal in October 2018 that would require certain banking organizations to use a
standardized approach to measuring counterparty credit risk to calculate total risk-weighted asset amounts for derivative and
securities financing transactions in place of the current exposure methodology. We continue to evaluate the potential effects of
these proposals on our operations.

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

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

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

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

In addition, and subject to discretion by the respective regulatory authorities, a countercyclical capital buffer of up to 2.5 percent,
consisting of common equity Tier 1 capital, could also be required to be built up by banking organizations in periods of excess
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credit growth in the economy, which would be more pronounced under the new guidance on expected credit losses from the
Financial Accounting Standards Board ("FASB"). The FRB, in consultation with the OCC and FDIC, has affirmed the current
countercyclical capital buffer level of 0 percent and noted that any future modifications to the buffer would generally be subject
to a 12-month phase-in period.

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

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

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

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

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

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

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

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

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

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

Large BHCs and IHCs, such as HSBC North America, are also subject to additional liquidity requirements under the FRB's enhanced
prudential standards issued pursuant to Section 165 of the Dodd-Frank Act. Under these enhanced prudential standards, IHCs are
required to comply with various liquidity risk management standards and to maintain a liquidity buffer of unencumbered highly
liquid assets based on the results of internal liquidity stress testing.

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

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

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

U.S. Resolution Planning Large international banks, such as HSBC (generally with regard to its U.S. operations), and large insured
depository institutions, such as HSBC Bank USA, are required to file resolution plans identifying, among other things, material
subsidiaries and core business lines and describing what strategy would be followed to resolve the institution in the event of
significant financial distress, including identifying how insured bank subsidiaries would be adequately protected from risk created
by other affiliates. The failure to cure deficiencies in a resolution plan would enable the FRB and the FDIC, acting jointly, to
impose more stringent capital, leverage or liquidity requirements, or restrictions on growth, activities or operations and, if such
failure persists, require the divestiture of assets or operations. In2018, HSBC and HSBC Bank USA submitted their latest resolution
plans.

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

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

Deposit Insurance Deposits placed at HSBC Bank USA and HTCD are insured by the FDIC, subject to the limitations and
conditions of applicable law and the FDIC's regulations. The standard deposit insurance amount is $250,000 per depositor for each
account category. HSBC Bank USA and HTCD are subject to risk based assessments from the FDIC. Such assessments determine
the deposit insurance costs paid by HSBC Bank USA and HTCD to the FDIC. While the assessments are generally payable quarterly,
the FDIC also has the authority to impose special assessments to prevent the Deposit Insurance Fund from declining to an
unacceptable level.

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

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

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

Cybersecurity Regulatory Proposals In October 2016, the FRB, FDIC, and OCC issued a joint advance notice of proposed
rulemaking that would impose enhanced cyber risk management standards on banking organizations with $50 billion or more in
total consolidated assets and certain of their service providers. The standards address five categories: (i) cyber risk governance;
(i1) cyber risk management; (iii) internal dependency management; (iv) external dependency management; and (v) incident
response, cyber resilience, and situational awareness. The agencies are also considering proposing more stringent "Sector Critical
Standards" that would apply to systems "deemed critical to the financial sector." The advanced notice of proposed rulemaking
leaves open the precise form the enhanced standards would take, and instead lays out possibilities ranging from policy guidance
on best practices to specific regulations. We are monitoring future developments in this area and their potential impact on our
operations.

State regulators have also been increasingly active in implementing privacy and cybersecurity standards and regulations. Recently,
several states have adopted regulations requiring certain financial institutions to implement cybersecurity programs and providing
detailed requirements with respect to these programs, including data encryption requirements. Many states have also recently
implemented or modified their data breach notification and data privacy requirements. We expect this trend of state-level activity
to continue, and are continually monitoring developments in the states.

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

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

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

Also, HSBC Bank USA engages in equity and credit derivatives businesses that are subject to the SEC's jurisdiction to regulate
security-based swaps under Title VII of the Dodd-Frank Act. In 2015 and 2016, the SEC finalized rules regarding registration,
reporting, business conduct standards and trade acknowledgment and verification requirements applicable to security-based swap
dealers and major security-based swap participants. The registration requirements and other rules applicable to security-based
swap dealers and major security-based swap participants will generally not come into effect until the SEC completes further
security-based swap rulemakings. Certain HSBC affiliates, including HSBC Bank USA, may be required to register and become
subject to these rules when the registration requirement becomes effective. Because HSBC Bank USA's equity and credit derivatives
businesses are also subject to the CFTC's jurisdiction under Title VII, material differences between the final SEC rules and existing
CFTCrules could materially increase our costs of compliance with Title VII by requiring the implementation of significant additional
policies, procedures, documentation, systems and controls for those businesses.

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

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

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

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

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

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

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

Macroeconomic Risk

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

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

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

» fiscal policy;

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

»  volatility in credit markets;

* unemployment levels;

» trends in corporate earnings;

* wage income levels and declines in wealth;

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

« inflation;

*  monetary supply and monetary policy;

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

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

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

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

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

» availability of credit; and

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

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

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

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

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

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

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

The Volcker Rule limits the ability of banking entities such as HUSI to sponsor or invest in certain private equity or hedge funds
or engage in certain types of proprietary trading. See Part I, "Regulation and Competition - The "Volcker Rule"," in this Form 10-
K.

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

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

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

Our ultimate parent HSBC is subject to the FSB's TLAC requirements for G-SIBs in the United Kingdom. The new standard also
permits authorities in host jurisdictions to require "internal" TLAC to be prepositioned (i.e., issued by local entities to either parent
entities or third parties). The purpose of this new standard is to ensure that G-SIBs have sufficient loss-absorbing and recapitalization
capacity available to implement an orderly resolution with continuity of critical functions and minimal impact on financial stability,
and to ensure cooperation between home and host authorities during resolution. The new standard calls for all G-SIBs to be subject
to TLAC requirements starting January 1, 2019, and to be fully phased in by January 1, 2022. The FRB adopted final rules
implementing the FSB's TLAC standard in the United States in December 2016. The rules require, among other things, the U.S.
IHCs ofnon-U.S. G-SIBs, including HSBC North America, to maintain minimum amounts of TLAC which would include minimum
levels of Tier 1 capital and long-term debt satisfying certain eligibility criteria, and a related TLAC buffer commencing January
1, 2019, without the benefit of a phase-in period. The TLAC rules also include 'clean holding company requirements' that impose
limitations on the types of financial transactions that HSBC North America could engage in. The FSB's TLAC standard and the
FRB's TLAC rules represent a significant expansion of the current regulatory capital framework. To support compliance when the
TLAC rules become effective, HSBC North America has issued long-term debt and will be required to issue additional long-term
debt in future periods. See Part I, "Regulation and Competition - Capital Planning and Stress Testing," in this Form 10-K.

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

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

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

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

environment. In the ordinary course of business, HSBC USA and its affiliates are routinely named as defendants in, or as parties

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

regulatory examinations, information-gathering requests, investigations and formal and informal proceedings, as described in Note
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28, "Litigation and Regulatory Matters" in the accompanying consolidated financial statements, certain of which may result in
adverse judgments, settlements, fines, penalties, remediation payments, injunctions and other relief. There is no certainty that the
litigation will decrease in the near future, especially in the event of a resurgent recession or additional regulatory and law enforcement
investigations and proceedings by federal and state governmental agencies.

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

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

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

A program consisting of policies and procedures that are reasonably designed to achieve compliance with financial crime laws
may not always prevent third parties from using us (and our relevant counterparties) as a conduit for money laundering, including
illegal cash operations without our knowledge (and that of our relevant counterparties), or committing acts of bribery or violations
of economic sanctions through us. As discussed above, becoming a party to violations of financial crime laws or regulations, or
accusations of being associated with such activity, could damage our reputation and/or lead to fines, sanctions and/or legal
enforcement. Any one of these outcomes could have a material adverse effect on our business, prospects, financial condition and
results of operations.

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

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

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

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

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

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

HSBC Bank USA is also required to participate in the OCC's DFAST. These stress testing requirements will influence our regulatory
capital and liquidity planning process, and may impose additional operational and compliance costs on us.

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

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

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

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

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

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

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

* legal and regulatory requirements;

» alleged deceptive or unfair lending or pricing practices;

*  AML and economic sanctions programs;

* fraud and misappropriation of assets;

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

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

» recordkeeping;

» sales and trading practices;

e customer service;

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

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

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

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

»  general company performance.
The proliferation of social media websites as well as the personal use of social media by our employees and others, including
personal blogs and social network profiles, facilitates communication with large audiences in short time frames. These social media
websites, also may increase the risk that negative, inappropriate or unauthorized information may be posted or released publicly

that could harm our reputation or have other negative consequences, including as a result of our employees interacting with our
customers in an unauthorized manner in various social media outlets.

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

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

(b) Risks related to our businesses, business operations, governance, and internal systems: The delivery of our strategic priorities
is subject to execution risk and we may not achieve all the expected benefits of our strategic initiatives. Our operations are subject
to the threat of fraudulent activity and disruption from the external environment. We are highly dependent on our information
technology systems. We could incur losses or be required to hold additional capital as a result of model limitations or failure. Issues
with the quality of data or effectiveness of our data aggregation and validation procedures could result in ineffective risk management
practices or inaccurate risk reporting.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

In October 2018, malicious actors used credentials sourced from a breach of a third party unrelated to HSBC Bank USA to attempt
to access accounts of its customers. Because some of the customers had used the same credentials for access to the breached third
party services and their accounts at HSBC Bank USA, the malicious actors were able to gain access to a small number of customer
accounts at HSBC Bank USA including the name of the account holder, account types, account balances and transactions of the
affected accounts. This incident did not result in material financial loss.

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

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

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

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

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

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

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

* an increased interest rate environment for our commercial paper, deposits or term debt;

» unforeseen cash or capital requirements;

* an inability to sell assets; and

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

» lack of market or customer confidence in HSBC or negative news about HSBC or the financial services industry generally;
and

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

Our approach is to meet our capital needs locally through activities which reduce risk. To the extent, however, that local alternatives
are insufficient, as a wholly-owned subsidiary of HSBC, we would seek their support. HSBC has provided us with capital support
in the past. Notwithstanding, if we are unable to maintain stable deposit balances and/or raise funds in the capital markets, our
liquidity position could be adversely affected and we might be unable to meet deposit withdrawals on demand or at their contractual
maturity, to repay borrowings as they mature, or to fund new loans, investments and businesses. We may need to liquidate
unencumbered assets to meet our liabilities. In a time of reduced liquidity, we may be unable to sell some of our assets, or we may
need to sell assets at depressed prices, which in either case could materially adversely affect our businesses, prospects, results of
operations and/or financial condition.

Adverse changes in our credit ratings could have a material adverse effect on our liquidity and cost of funding. Our credit
ratings are an important part of maintaining our liquidity. We depend on access to the securities market for a portion of our funding.
We issued a total of $11,923 million of long-term debt in 2018. Our credit ratings are subject to ongoing review by the rating
agencies, which consider a number of factors including their assessment of our relative financial strength and results of operations,
including our strategy and our management's capability, as well as factors affecting the financial services industry generally,
including legal and regulatory frameworks affecting our business activities and the rights of our creditors. There can be no assurance
that downgrades will not occur. Any downgrade in our credit ratings could potentially increase our borrowing costs, impact our
ability to issue commercial paper and, depending on the severity of the downgrade, substantially limit our access to capital markets,
require us to make cash payments or post collateral and permit termination by counterparties of certain significant contracts.
Downgrades in our credit ratings also may trigger additional collateral or funding obligations which could negatively affect our
liquidity, including as a result of credit-related contingent features in certain of our derivative contracts.

Rating agencies continue to evaluate economic and geopolitical trends, regulatory developments, future profitability, risk
management practices and litigation matters, all of which may lead to adverse ratings actions. Although we closely monitor and
strive to manage factors influencing our credit ratings, there is no assurance that our credit ratings will not change in the future.
At December 31, 2018, there were no pending actions in terms of changes to ratings on the debt of HSBC USA or HSBC Bank
USA from any of the rating agencies.

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

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

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

*  our determining to sell residential mortgage loans and other loans;

» changes to our customer account management and risk management/collection policies and practices;

* our investment choices in technology, business infrastructure and specialized personnel;
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»  changes to our AML and sanctions policies and the related operations practices;
»  our outsourcing of various operations, including our mortgage servicing business; or

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

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

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

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

Moreover, financial institutions that fail to comply with regulatory reporting requirements established by their regulators or with
the principles for effective risk data aggregation and risk reporting as set out by the Basel Committee may face supervisory measures.
Any of these failures could have a material adverse effect on our business, prospects, financial condition and results of operations.

We face significant and increasing competition in the rapidly evolving financial services industry. We compete with other
financial institutions in a highly competitive industry that continues to undergo significant change as a result of financial regulatory
reform and increased public scrutiny stemming from the financial crisis and the challenging economic conditions that followed.
We target internationally mobile clients who need sophisticated global solutions and we generally compete on the basis of the
quality of our customer service, the wide variety of products and services that we can offer our customers and the ability of those
products and services to satisfy our customers' needs, the extensive distribution channels available for our customers, our innovation,
and our reputation. Continued or increased competition in any one or all of these areas may negatively affect our market share and
results of operations and/or cause us to increase our capital investment in our businesses in order to remain competitive. Additionally,
if our products and services are not accepted by our targeted clients, this may have a material adverse effect on our businesses,
financial condition and results of operations.

Given the current economic, regulatory, and political environment for large financial institutions such as us, and possible public
backlash to bank fees, there is increased competitive pressure to provide products and services at current or lower prices.
Consequently, our ability to reposition or reprice our products and services from time to time may be limited and could be influenced
significantly by the actions of our competitors who may or may not charge similar fees for their products and services. Any changes
in the types of products and services that we offer our customers and/or the pricing for those products and services could result in
a loss of customers and market share and could materially adversely affect our results of operations. Further, new technologies
could require us to spend more to modify or adapt our products to attract and retain customers. Continued technological advances
and the growth of e-commerce have made it possible for non-depository institutions to offer products and services that traditionally
were banking products, and for financial institutions and other companies to provide electronic and Internet-based financial
solutions, including electronic payment solutions. We may not respond effectively to these competitive threats from existing and
new competitors and may be forced to increase our investment in our businesses to modify or adapt our existing products and
services or develop new products and services to respond to our customers' needs. Any of these factors may have a material adverse
effect on our businesses, prospects, financial condition and results of operations.

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

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

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

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

Financial services institutions are interrelated as a result of market-making, trading, clearing, counterparty, or other relationships.
As a consequence, a default by, or decline in market confidence in, individual institutions, or anxiety about the financial services
industry generally, can lead to further individual and/or systemic difficulties, defaults and losses. HSBC routinely executes
transactions with counterparties in the financial services industry, including brokers and dealers, commercial banks, investment
banks, mutual and hedge funds, and other institutional clients. Many of these transactions expose us to credit risk in the event of
a default by the counterparty or client. When such a counterparty or client becomes bankrupt or insolvent, we may become involved
in significant disputes or litigation with the counterparty's or client's bankruptcy estate and other creditors, or involved in regulatory
investigations, each of which could increase our operational and litigation costs.

Significant or prolonged periods of market stress or illiquidity could further decrease our ability to realize the fair value of collateral
held by us or make it more likely that we would liquidate collateral at prices insufficient to recover the full amount of our exposure
to the respective counterparty or client. Further, disputes with counterparties as to the valuation of collateral significantly increase
in times of market stress and illiquidity.

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

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

Financial difficulties or credit downgrades of mortgage and bond insurers may negatively affect our servicing and
investment portfolios. Our servicing portfolio includes certain mortgage loans that carry some level of insurance from one or
more mortgage insurance companies. To the extent that any of these companies experience financial difficulties or credit
downgrades, we may be required, as servicer of the insured loan on behalf of the investor, to obtain replacement coverage with
another provider, possibly at a higher cost than the coverage we would replace. We may be responsible for some or all of the
incremental cost of the new coverage for certain loans depending on the terms of our servicing agreement with the investor and
other circumstances, although we do not have an additional risk of repurchase loss associated with claim amounts for loans sold
to third-party investors. Similarly, some of the mortgage loans we hold for investment or for sale carry mortgage insurance. If a
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mortgage insurer is unable to meet its credit obligations with respect to an insured loan, we might incur higher credit losses if
replacement coverage is not obtained. We also have investments in municipal bonds that are guaranteed against loss by bond
insurers. The value of these bonds and the payment of principal and interest on them may be negatively affected by financial
difficulties or credit downgrades experienced by the bond insurers.

The manner in which we hold, service and enforce residential mortgage loans in our portfolio may be challenged. We are
subject to certain legal and contractual requirements for how we hold, transfer, use or enforce promissory notes, security instruments
and other documents for residential mortgage loans that we service. In recent years, challenges have been raised to whether we
have adhered to these requirements, and whether, as a result in some instances, the loans can be enforced as local law otherwise
would permit. Additionally, we currently use the Mortgage Electronic Registration Systems, Inc. (MERS) system for approximately
half of the residential mortgage loans that remain in our servicing portfolio. Individual borrowers and certain local governments
have contended that the use of MERS is improper or otherwise adversely affects the security interest. I[f documentation requirements
were not met, or if the use of MERS or the MERS system is found not valid or effective, we could be obligated to, or choose to,
take remedial actions and may be subject to additional costs or losses.

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

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

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

*  Operational risks, due to the potential requirement to adapt I'T systems, trade reporting infrastructure, operational processes
and controls; and

»  Conduct risks, through potential material, adverse, impact on customers or financial markets, and engagement during the
transition period.

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

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

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

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

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

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

Key employees may be difficult to attract or retain due to talent available in the market and the improved economic
environment. Our employees are our most important resource and, in many areas of the financial services industry, competition
for qualified personnel is intense. Employee fatigue, relocations, and external competition targeting top talent could have impacts
on attrition. If we were unable to continue to attract, develop and retain qualified key employees to support the various functions
of our businesses, our performance, including our competitive position, could be impacted. Any future limitations on executive
compensation imposed by legislation or regulation could adversely affect our ability to attract and maintain qualified employees.
In the improved economic environment, we may face increased difficulty in retaining top performers and critical skilled employees.
If key personnel were to leave us and equally knowledgeable or skilled personnel are unavailable within the HSBC Group or could
not be sourced in the market, our ability to manage our businesses, in particular through any future difficult economic environment
may be compromised.

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

Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties

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

Item 3. Legal Proceedings

See Note 28, "Litigation and Regulatory Matters," in the accompanying consolidated financial statements for our legal proceedings
disclosure, which is incorporated herein by reference.

Item 4. Mine Safety Disclosures

Not applicable.

PART II

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

HSBC USA's common stock is not publicly traded. As of the date of this filing, HSBC North America was the sole holder of HSBC
USA's common stock. No dividends were paid on the common stock outstanding during either 2018 or 2017.
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Item 6. Selected Financial Data

Year Ended December 31, 2018 2017 2016 2015 2014

(dollars are in millions)

Statement of Income (Loss) Data:

Net INTETEST INCOIME .ot ee e e e e e e e e eeeeeeeeens $ 2252 §$ 2273 §$ 2,484 §$ 2,470 $ 2,304
Provision for credit 10SSes.......ccouecerueireineninienenicnecneane (73) (165) 372 361 188
Total Other TEVENUES........ccveeeiieeieeiiecie et 1,899 2,002 1,404 1,735 1,657
OPErating EXPENSES ...e.vevemrererienienieiereeiteiesiesresressessessessensennes 3,638 3,391 3,298 3,284 3,475
Income before iNCOmMe tax.........cceeveereerereereneeeseeeeeieane 586 1,049 218 560 298
Income tax expense (benefit).......coceceevrceriennninenenenene. 266 1,228 89 230 (56)
Net inCOMmMe (10S8) c.vveuveviieiirieiirieiinieereree e $ 320 $ 179) $ 129 $ 330§ 354
Balance Sheet Data at December 31: -
Loans:
Real estate, including construction ...........c.ceeeeveveverrerennen. $ 11,344 $ 10,533 $ 10,890 $ 10,000 $ 10,300
Business and corporate banking...........ccccoooeevenienienienenns 13,066 12,504 14,080 14,365 13,878
Global banking.........cocevvevieierieieinineneneneneeese e 20,167 20,088 23,481 29,905 25,507
Other commercial.........ccocueivieeiiiiieriecieeceeeeee e 4,765 9,910 5,765 8,183 8,402
Total commercial..........cccoecieriirienieiei e 49,342 53,035 54,216 62,453 58,087
Residential MOrtgages ........cecveeerieeenernienieenieeeeeiene 17,383 17,273 17,181 17,758 16,661
Home equity mortgages .......c.cccceevererenenenenenenenennene 982 1,191 1,408 1,600 1,784
Credit Card.......ooeieeeeeeeee e 1,019 721 688 699 720
Other CONSUMET .....c..evueiiieiiieieiieeeenceere e 252 343 382 407 489
Total CONSUMET .....ccvieeeiieiieiieeieeee et 19,636 19,528 19,659 20,464 19,654
TOtal 10ANS.......ceiiieieeiieieciieeeee e 68,978 72,563 73,875 82,917 77,741
Loans held for sale.........ccoceviiiiieeiienieeieecieeeee e 512 715 1,809 2,185 612
TOtAl ASSELS ...eiviieiieiiieieeeiie ettt ettt et e 172,448 187,235 201,301 188,278 185,539
Total dEPOSILS ...e.veeeviieiiieie et 110,955 118,702 129,248 118,579 116,118
Long-term debt..........cocevirereniiieiiicieieenceeeesesee e 30,628 34,966 37,739 33,509 27,524
Preferred StOCK ......uvviieiiieeieiieeceeeeecee e 1,265 1,265 1,265 1,265 1,565
COMMON EQUILY ...c.verververiteieieteteteieeiteie ettt 19,241 18,829 19,090 19,260 15,402
TOtal EQUILY .eovenveviieiericertcercerce e 20,506 20,094 20,355 20,525 16,967
Tangible equity..........o.cooveveeeeeeeeee e 17,613 17,194 17,444 17,607 13,743
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Year Ended December 31, 2018 2017 2016 2015 2014

Selected Financial Ratios:
Rate of return on average:

TOtal ASSELS......cuiiiiiiiicccc e 2% (D% 1% 2% 2%
Risk-weighted assets ... 3 (@) .1 2 3
COMMON EUILY ...ttt 1.3 (1.3) 3 1.4 1.8
Tangible commOn eqUILY ........cccccovvuiiiiiiiiiiiccice 14 (1.4) 3 1.6 2.1
Total €QUILY ..o 1.6 (.9) .6 1.7 2.1
Net INLEreSt MATZIN.....cuveureuieeirieriieieriertenteierte ettt ettt sbe e 1.42 1.28 1.28 1.35 1.43
L0ans t0 deposits Tat0 ...........oueeeeeeeeeeeeeeeeeeeeeeee e ereeeeeeeen 75.02 73.70 75.67 93.07 91.94
EffICIENCY TaLI0. .. coveeviitiitiriesiereeeeeee et 87.6 79.3 84.8 78.1 87.7
Allowance as a percent of 10anS ............coovevueeeveeeeeeeeereeeeeeeean .78 .94 1.38 1.10 .87
Commercial allowance as a percent of loans™ .............ccccccovune... 93 1.15 1.72 1.25 .85
Commercial net charge-off ratio™ ............ocoouevveeeveeeeeeeeeeeereeeen .09 .30 34 .10 .06
Consumer allowance as a percent of loans® .............c.ccocoovrnennne. 42 .37 44 .65 .96
Consumer two-months-and-over contractual delinquency.............. 2.05 2.48 4.05 4.56 5.59
Consumer net charge-off ratio™ .............cooovveieireeeeeeseeeeereean A3 A1 .33 32 43
Common equity Tier 1 capital to risk-weighted assets...........c........ 13.6 14.2 13.7 12.0 10.3
Tier 1 capital to risk-weighted assets.........cccoceververirininnenienenns 14.6 15.3 14.5 12.6 11.4
Total capital to risk-weighted assets ..........ccceeveververvirinicnicninicnennens 17.2 18.4 18.3 16.5 15.8
Tier 1 IEVErage 1atio ..c..coueveriereenieienieieieieteeeteeee et 11.0 9.9 9.2 9.5 8.5
Supplementary leverage ratio® 7.6 7.3 6.5 N/A N/A
Total equity to total @SSELS........evverierierieieieieieeececeeeee e 11.9 10.7 10.1 10.9 9.1
M The following table provides a reconciliation of common equity to tangible common equity:
Year Ended December 31, 2018 2017 2016 2015 2014
(dollars are in millions)
COMMON EQUILY ... vvveeeieiiseieteisceeiesstssiese ettt st s st s ssssesesssassees $ 19241 § 18,829 § 19,090 $ 19260 $ 15402
Less: Goodwill 1,607 1,607 1,612 1,612 1,612
Less: Intangible assets - purchased credit card relationships............ccccceeeeeeee. 21 28 34 41 47
Tangible COMMON EQUILY......c.cvevuieeereeeeieiceeieirieeetee et eseseee e eseaeeees $ 17613 $ 17,194 § 17444 § 17,607 $ 13,743
@ Represents period end loans, net of allowance for loan losses, as a percentage of core deposits as calculated in accordance with Federal Financial Institutions
Examination Council guidelines which generally include all domestic demand, money market and other savings accounts, as well as time deposits with
balances not exceeding $250,000.
® Excludes loans held for sale.
)

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

Forward-Looking Statements

Certain matters discussed throughout this Form 10-K are forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. In addition, we may make or approve certain statements in future filings with the United States
Securities and Exchange Commission ("SEC"), in press releases, or oral or written presentations by representatives of HSBC USA
Inc. ("HSBC USA" and, together with its subsidiaries, "HUSI") that are not statements of historical fact and may also constitute
forward-looking statements. Words such as "may," "will," "should," "would," "could," "appears," "believe," "intends," "expects,"
"estimates," "targeted," "plans," "anticipates,” "goal," and similar expressions are intended to identify forward-looking statements
but should not be considered as the only means through which these statements may be made. 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:

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

» changes in laws and regulatory requirements;

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

» the ability to deliver on our regulatory priorities;

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

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

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

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

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

» the ability to successfully manage our risks;

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

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

»  concentrations of credit and market risk;

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

» the ability to implement our business strategies;

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

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

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

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

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

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

a failure in our internal controls;

our ability to meet our funding requirements;

adverse changes to our credit ratings;

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

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

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

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

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

changes in the methodology for determining benchmark rates;

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

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

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

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

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

the other risk factors and uncertainties described under Item 1A, "Risk Factors," in this Annual Report on Form 10-K.

Forward-looking statements are based on our current views and assumptions and speak only as of the date they are made. We
undertake no obligation to update any forward-looking statement to reflect subsequent circumstances or events. For more
information about factors that could cause actual results to differ materially from those in the forward-looking statements, see Item
1A, "Risk Factors," in this Annual Report on Form 10-K.
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Executive Overview

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

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

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

2018 Events

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

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

Performance, Developments and Trends Net income (loss) was income of $320 million during 2018 compared with a loss of
$179 million and income of $129 million during 2017 and 2016, respectively. Our net loss in 2017 reflects the impact of the Tax
Cuts and Jobs Act ("Tax Legislation") enacted in December 2017 which lowered the Federal corporate income tax rate to 21 percent
effective January 1, 2018 and resulted in an increase to our income tax provision of approximately $865 million due to a lower
carrying value of our net deferred tax asset.

Income before income tax was $586 million during 2018 compared with $1,049 million and $218 million during 2017 and 2016,
respectively. The decrease in income before income tax in 2018 compared with 2017 was due to higher operating expenses driven
by expense recorded in 2018 related to the settlement of a mortgage securitization legal matter as discussed above, lower other
revenues which reflect the non-recurrence of a gain recorded in 2017 on the sale of Visa Inc. ("Visa") Class B common shares
("Class B Shares"), lower releases in the provision for credit losses and lower net interest income. The increase in income before
income tax in 2017 compared with 2016 reflects higher other revenues driven by higher gains on sales of Visa Class B Shares and
a lower provision for credit losses, partially offset by lower net interest income and higher operating expenses.
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Our reported results in all periods were impacted by certain items management believes to be significant, which distort comparability
between periods. Significant items are excluded to arrive at adjusted performance because management would ordinarily identify
and consider them separately to better understand underlying business trends. The following table summarizes the impact of these
significant items for all periods presented:

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

Income before income tax, as rEPOTTEd.......c.uerveririeiiieiierie et eee e ete et e e e eeaeereeseeeeneees $ 586 $ 1,049 §$ 218

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

C08t5 10 ACHIEVE! ) .......oooeeeeeeeee e — 222 113

Gains on sales of Visa Inc. Class B common shares to a third party, net® ...............ccooooeneees 7 (308) (71)
Loss on partial settlement of HSBC North America pension obligation............cccceeeeveeeene. — 35 —

Adjusted Performance™ ..............oooovoivoeeeeeeeeeeeeeee e eeeeee e e e $ 1,109 $ 998 $ 260

M Reflects transformation costs incurred through 2017 to deliver the cost reduction and productivity outcomes outlined in the HSBC Investor Update in June
2015. See "Results of Operations" for a more detailed discussion of these costs.

@ In2018, includes a loss of $7 million related to a change in the Visa Class B Share conversion rate announced by Visa as a result of the outstanding litigation
for which we retained the associated risk. See Note 26, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements," in the accompanying
consolidated financial statements for additional information. In 2017, the amount also includes expense of $4 million related to subsequent fair value
movements on the swap agreements to retain litigation risk prior to completion of the final VISA Class B common share sale.

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

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

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

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

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

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

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

Year Ended December 31, 2018 2017 2016
(in millions)
Profit before tax — U.S. GAAP DaSIS .....ccerieiiiieieiieieeieieeee e $ 586 $ 1,049 $ 218
Adjustments:
Expected credit losses / 10an iMpPairment..........c.coevuerverienieieienieieieenesesese e 124 29) @)
L0an OFIZINALION ....cuiiiiiiiieieieietce ettt et et 18 5 2
DEPOSIE INCENMEIVES ...uniiieiieiieitetieieeie et ettt sttt sttt ettt ettt ettt ebe et besae et sbeneen 11 — —
Pension and other postretirement benefit COSS........cevvrruiriininiiiinieeeieeeee e 8 94 19
PLOPETLY ...ttt e 3) 11 (19)
Loans held o1 SALe ......cc.eiiuiiiiiiiiee e e (18) (150) 60
Structured notes and dEPOSILS.......ccceueeriririririrenereteer ettt — (85) —
ORCT .ttt st 8 27 21
Profit before tax — Group Reporting Basis ........c..coceeereneneiienieniiiiiccecncncseseseeee $ 729 $ 20 § 294

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

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

In 2017, pension expense was higher under U.S. GAAP due primarily to the impact of HSBC North America completing a limited-
time lump sum offer to former vested HSBC North America Pension Plan employees. Under the Group Reporting Basis, completion
of the offer resulted in a benefit from reducing HSBC North America's net under-funded status, while under U.S. GAAP, this
benefit was more than offset by expense from an acceleration of a portion of the Plan's actuarial losses which had been reflected
in HSBC North America's accumulated other comprehensive income. Under the Group Reporting Basis, these actuarial losses are
recorded directly to retained earnings.

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

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

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

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

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

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

*  Changes in the provision can materially affect our financial results;

»  Estimates related to the allowance for credit losses require us to project future borrower performance, including cash
flows, delinquencies and charge-offs, along with, when applicable, collateral values, which are highly uncertain; and

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

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

As an illustration of the effect of changes in estimates related to the allowance for credit losses, a 10 percent change in our projection
of probable net credit losses on our loans would have resulted in a change of approximately $54 million in our allowance for credit
losses at December 31, 2018.

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

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

e All commercial loans in a nonaccrual status that exceed $500,000 and all consumer and commercial troubled debt
restructurings ("TDR Loans") are evaluated individually for impairment. Reserves against impaired loans are determined
primarily based on the present value of expected future cash flows, discounted at the loan's original effective interest rate,
or as a practical expedient, the fair value of the collateral if the loan is collateral dependent or, for commercial loans, the
observable market price if the loan is traded in the market.

37



HSBC USA Inc.

*  Loans that are not individually evaluated for impairment are pooled into homogeneous categories of loans and collectively
evaluated to determine if it is deemed probable, based on historical data and other environmental factors, that a loss has
been incurred even though it has not yet manifested itself in a specific loan.

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

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

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

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

Goodwill Impairment Goodwill is not subject to amortization but is tested for possible impairment at least annually or more
frequently if events or changes in circumstances indicate that it is more likely than not that the asset might be impaired. Impairment
testing requires that the fair value of each reporting unit be compared with its carrying amount, which is determined on the basis
of capital invested in the unit including attributable goodwill. We determine the invested capital of a reporting unit by applying to
the reporting unit's risk-weighted assets a capital charge that is consistent with the targets assigned and monitored through our
capital management monitoring framework, and additionally, allocating to each reporting unit the remaining carrying amount of
HUSI's net assets. Accordingly, the entire carrying amount of HUSI's net assets is allocated to our reporting units. Significant and
long-term changes in the applicable reporting unit's industry and related economic conditions are considered to be primary indicators
of potential impairment due to their impact on expected future cash flows. In addition, shorter-term changes may impact the
discount rate applied to such cash flows based on changes in investor requirements or market uncertainties. In evaluating possible
impairment, specific factors we consider are: (a) the observance of material changes to business plan information (e.g., financial
forecasts); (b) significant increases in observed peer group discount rates; (c) significant announced or planned business divestitures;
(d) the margin by which the fair value of each reporting unit exceeded the carrying amount at the previous testing date; ()
deterioration in macroeconomic, industry or market conditions that have not yet been reflected in the latest business plan information,
if any, and; (f) other relevant events specific to the reporting unit (e.g., changes in management, strategy or customers, capital
allocation or litigation).

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

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

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

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

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

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

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

*  Derivatives - We manage groups of derivative instruments with offsetting market and credit risks. Accordingly, we measure
the fair value of each group of derivative instruments based on the exit price of the group's net risk position. The fair
value of a net risk position is determined using internal models that utilize multiple market inputs. The majority of the
market inputs can be validated through market consensus data. For complex or long-dated derivative products where
market data is not available, fair value is sensitive to the limitation of the valuation model (model risk), the liquidity of
the product (liquidity risk) and the assumptions about inputs not obtainable through price discovery process (data
uncertainty risk). Accordingly, we make valuation adjustments to capture the risks and uncertainties. Because of the
interrelated nature, we do not separately make an explicit adjustment to the fair value for each of these risks. Instead, we
apply a range of assumptions to the valuation input that we believe implicitly incorporates adjustments for liquidity, model
and data uncertainty risks.

We also include a credit valuation adjustment to reflect the credit risk associated with the net derivative positions. In
estimating the credit valuation adjustment, we net the derivative positions by counterparties. The fair value for a net long
credit risk position is adjusted for the counterparty's credit risk referred to as credit valuation adjustment whereas the fair
value for a net short credit risk position is adjusted for HUSI's own credit risk referred to as debit valuation adjustment.
We calculate the credit valuation adjustment by applying the probability of default of the counterparty to the expected
exposure, and multiplying the result by the expected loss given default. We estimate the implied probability of default
based on the credit spread of the specific counterparty observed in the credit default swap market. Where credit default
spread of the counterparty is not available, we use the credit default spread of a specific proxy (e.g. the credit default
swap spread of the counterparty's parent) or a proxy based on credit default swaps referencing to credit names of similar
credit standing.

*  Valuation of Securities - For the majority of our trading and available-for-sale securities, we obtain fair value for each
security instrument from multiple independent pricing vendors ("IPV") and brokers, if available. We have established
adequate controls in pricing vendor selection and fair value validation. The validation methods include but are not limited
to comparisons among [PV prices for the same instrument, review and challenge of IPV valuation methodologies, inputs
and assumptions, and the elapsed time between the date to which market data relates and the measurement date. For
securities that are difficult to value, we use internal pricing models which estimate the fair value based on our assumptions
in funding risk, default risk and loss upon default. We exercise significant judgment in estimating these assumptions and
inputs to the valuation model. We believe these model inputs reflect market participants' assumptions about risks and the
risk premium required to compensate for undertaking risks. For certain non-recourse instruments, we use the fair value
of the collateral as a proxy to the measurement.

»  Structured Notes and Deposits - Structured notes and deposits are hybrid instruments containing embedded derivatives.
The valuation of the hybrid instruments is predominantly driven by the derivative features embedded within the instruments
and our own credit risk. Depending on the complexity of the embedded derivative, the same risk elements of valuation
adjustments described in the derivative section above would also apply to hybrid instruments. In addition, cash flows for
the funded notes and deposits are discounted at the relevant interest rates for the duration of the instrument adjusted for
our own credit spreads. The credit spreads so applied are determined with reference to our own debt issuance rates observed
in primary and secondary markets, internal funding rates and the structured note rates in recent executions.

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

Because the fair value of certain financial assets and liabilities are significantly impacted by the use of estimates, the use of different
assumptions can result in changes in the estimated fair value of those assets and liabilities, which can result in equity and earnings
volatility.

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

If we determine as a result of this assessment that a derivative is no longer a highly effective hedge, hedge accounting is discontinued
as of the quarter in which such determination was made. The assessment of the effectiveness of the derivatives used in hedging
transactions is considered to be a "critical accounting estimate" due to the use of statistical regression analysis in making this
determination. Inputs to statistical regression analysis require the use of estimates regarding the amount and timing of future cash
flows which are susceptible to significant changes in future periods based on changes in market rates as well as the selection of a
convention for the treatment of credit spreads in the analysis. Statistical regression analysis also involves the use of additional
assumptions including the determination of the period over which the analysis should occur.
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The outcome of the statistical regression analysis serves as the foundation for determining whether or not a derivative is highly
effective as a hedging instrument. This can result in earnings volatility as the mark-to-market on derivatives which do not qualify
as effective hedges and the ineffectiveness associated with qualifying hedges are recorded in current period earnings. For example,
a 10 percent adverse change in the value of our derivatives that do not qualify as effective hedges would have reduced revenue by
approximately $120 million for the year ended December 31, 2018.

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

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

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

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

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

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

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

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

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

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

Balance Sheet Review

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

Increase (Decrease) From
December 31, 2017

December 31,

2018 Amount %
(dollars are in millions)
Period end assets:
ShOrt-term INVESHMENES .....c..eerueiriiieieieierieterieeseeie ettt e e eene $ 27,382 §  (17,508) (39.0)%
Loans, NEt ..o e 68,437 (3,445) (4.8)
Loans held fOr Sale ........cc.cevieireinieineincircenc et 512 (203) (28.4)
TTAAING ASSELS ...c.veeetenirteietetet ettt sttt ettt ettt ettt be et saene 21,978 5,828 36.1
SECUTTLIES ...ttt sttt ettt ettt be b bbb e 46,049 1,372 3.1
AL OthT @SSELS ....evoviiiiiiiiiiitieierte ettt s 8,090 (831) 9.3)
$ 172,448 §  (14,787) (7.9)%
Period end liabilities and equity:
TOtAl AEPOSILS ...vvereniteieieieieree ettt ettt et $ 110,955 $ (7,747) (6.5)%
Trading HabIlities .....ccoevieuirieirieirieere et 3,643 (1,236) (25.3)
ShOrt-term DOITOWINES ......coveuerieiriiieieieienieierieeneee ettt 4,180 (470) (10.1)
Long-term debt.......c.covvuiririinieiiriiinieere ettt 30,628 (4,338) (12.4)
Interest, taxes and other Habilities...........cccvecerieinininenieencnccc e 2,536 (1,408) (35.7)
TOtAl EQUILY ...euveeeeeteeieete ettt 20,506 412 2.1
$ 172,448 §  (14,787) (7.9)%

Short-Term Investments Short-term investments include cash and due from banks, interest bearing deposits with banks and federal
funds sold and securities purchased under agreements to resell. Balances may fluctuate from period to period depending upon our
liquidity position at the time and our strategy for deploying liquidity. Short-term investments decreased compared with
December 31,2017 due primarily to a redeployment of liquidity to trading security positions held as economic hedges of derivative
products issued to clients, a managed reduction in excess liquidity driven by the repayment of long-term debt that matured during
2018 as well as a decline in client deposits reflecting the proactive management of our balance sheet usage and the impact of
competitive pressures as discussed further below. These decreases were partially offset by the impact of a $5.0 billion overnight
loan to an affiliate that was outstanding at December 31, 2017, as the wire process from the affiliate to settle daily activity failed.
This loan was repaid in early January 2018.
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Loans, Net The following table summarizes our loan balances at December 31,2018 and increases (decreases) since December 31,
2017:

Increase (Decrease) From
December 31, 2017

December 31,
2018 Amount %

(dollars are in millions)

Commercial loans:

Real estate, including CONSIUCTION ......eoveveieieiiieieciieieeiee e $ 11,344 § 811 7.7 %
Business and corporate Danking............c.ccocevererierienienieneneieeeeeeese e 13,066 562 4.5
GIObAL DANKING™ ... 20,167 79 4
Other commercial® ............co..ooviiieeieeeeee e 4,765 (5,145) (51.9)
Total COMMETCIAL........eeciieiieiieieit e s 49,342 (3,693) (7.0)
Consumer loans:
Residential MOTtZAZES ....c.ceveueriririririinerertetenent ettt 17,383 110 .6
Home equity MOTEZAZES ......coueeuiruiriiriieiieierie ettt ettt st 982 (209) (17.5)
Credit CardS ..c.veveeeieieieieieeece ettt ettt ettt 1,019 298 41.3
Other CONSUIMET ....eueiieiieiieiieiceieet ettt et et sb et st seen 252 91) (26.5)
TOtAl COMSUIMIET ...ttt ettt ettt et eae et et eaeeneesneeneesneenneenean 19,636 108 .6
TOLAL LOANS ...vinieeinietiieieeiet ettt ettt ettt ettt se b et s e s e s esensesesenn 68,978 (3,585) (4.9)
Allowance for Credit LOSSES ........ceerireririineneriinteteeeteree ettt e 541 (140) (20.6)
L0ANS, NIET ..eoniiiiiiieeiieet et $ 68,437 $ (3,445) (4.8)%

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

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

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

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

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

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

First Lien Second Lien First Lien Second Lien
LTV < 80%0 ettt 98.4% 94.1% 97.6% 89.8%
80% LTV <90%...cuioiiiiiiieieieciceeceteeceeeee et 1.1 4.4 1.6 6.6
90% < LTV < 100%..c.ccuiiiiiiiiiieiceeieeeeeeee e 3 1.2 5 2.6
LTV 2 1000 cenveniiieieieieieteeeieeseetee ettt 2 3 3 1.0
Average LTV for portfolio 49.1 48.7 51.0 524

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

HPIs at September 30, 2018 and 2017, respectively.

Loans Held for Sale The following table summarizes loans held for sale at December 31, 2018 and increases (decreases) since
December 31, 2017:

Increase (Decrease) From
December 31, 2017

December 31,
2018 Amount %

(dollars are in millions)

Commercial loans:

Real estate, including CONStIUCHION .......cceververrerienierieieieieieeeceeeene e $ 27 % (88) (76.5)%

G1ODAL DANKING ...ttt ettt ettt 367 (166) (31.1)

Total COMMETCIAL.....ceeiiiiiiiiiiiiiiicicete ettt s 394 (254) (39.2)
Consumer loans:

Residential MOTtZAZES .....couvevieieeieierieeie ettt s 65 59 *

OFhET COMSUIMET ... .cveuitinieiinieteieienieiertete ettt sttt ettt et eseeteseenesaenesaenesaeneas 53 ®) (13.1)

TOtAl CONSUIMET ...ttt ettt ettt b et 118 51 76.1
Total loans held for Sale.........cccoeoiriiririiiniicccccee s $ 512 $ (203) (28.4)%

*  Percentage change is greater than 100 percent.

Commercial loans held for sale decreased compared with December 31, 2017. Commercial loans held for sale primarily consists
of certain loans that we have elected to designate under the fair value option which include loans that we originate in connection
with our participation in a number of syndicated credit facilities with the intent of selling them to unaffiliated third parties as well
as loans that we purchase from the secondary market and hold as hedges against our exposure to certain total return swaps. The
fair value of these loans totaled $109 million and $471 million at December 31,2018 and 2017, respectively. Balances will fluctuate
from period to period depending on the volume and level of activity. In addition, at December 31, 2017, commercial loans held
for sale included $115 million of syndicated real estate loans that were sold during 2018.

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

Consumer loans held for sale increased compared with December 31, 2017. Prior to 2018 applications, we sold agency-eligible
residential mortgage loan originations on a servicing released basis directly to PHH Mortgage Corporation ("PHH Mortgage").
Beginning with 2018 applications, PHH Mortgage is no longer obligated to purchase these loans from us directly upon origination
and instead we currently market these loans for sale to other third parties on a servicing retained basis. Gains and losses from the
sale of these residential mortgage loans are reflected as a component of other income (loss) in the accompanying consolidated
statement of income (loss).

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

Excluding the commercial loans designated under fair value option discussed above, loans held for sale are recorded at the lower
of amortized cost or fair value, with adjustments to fair value being recorded as a valuation allowance through other revenues.
The valuation allowance on consumer loans held for sale was $4 million and $5 million at December 31,2018 and 2017, respectively.
The valuation allowance on commercial loans held for sale was $3 million and $10 million at December 31, 2018 and 2017,
respectively.
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Trading Assets and Liabilities The following table summarizes trading assets and liabilities at December 31, 2018 and increases
(decreases) since December 31, 2017:

Increase (Decrease) From
December 31, 2017

December 31,
2018 Amount %

(dollars are in millions)

Trading assets:

SECUIES ! ...oooo ettt $ 17,041 $ 6,890 67.9 %
Precious metals 1,889 (385) (16.9)
DErIVAtiVes, NE™ ........vvvveeuuerreeeesierresessseserssessseesssssss s ssssss s 3,048 (677) (18.2)

$ 21,978 $ 5,828 36.1 %

Trading liabilities:

Securities sold, not yet purchased.............ccccoovviviiniiiiii $ 738 § (984) (57.1)%
Payables for precious metals...........ccooeeveerieieiieieceeeeee e 215 (309) (59.0)
DErIVALIVES, NIEE) ..ot 2,690 57 2.2

$ 3,643 $ (1,236) (25.3)%

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

@ AtDecember 31, 2018 and 2017, the fair value of derivatives included in trading assets has been reduced by $2,013 million and $3,423 million, respectively,

relating to amounts recognized for the obligation to return cash collateral received under master netting agreements with derivative counterparties.

®  AtDecember31,2018 and 2017, the fair value of derivatives included in trading liabilities has been reduced by $3,458 million and $3,680 million, respectively,

relating to amounts recognized for the right to reclaim cash collateral paid under master netting agreements with derivative counterparties.

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

Precious metals trading assets decreased compared with December 31, 2017 due to decreases in our own palladium and gold
inventory positions held as hedges for client activity as well as lower spot prices for most metals. Payables for precious metals
were lower reflecting a decline in borrowing of gold inventory to support client activity levels. Precious metal positions may not
represent our net underlying exposure as we may use derivatives contracts to reduce our risk associated with these positions, the
fair value of which would appear in derivatives in the table above.

Derivative asset balances decreased compared with December 31, 2017 mainly from market movements while derivative liability
balances increased slightly as market movements were more than offset by the impact of lower netting of outstanding positions.
Market movements resulted in lower valuations of interest rate and equity derivatives, partially offset by higher valuations of
foreign exchange, credit and commodity derivatives.

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

See Note 4, "Securities," in the accompanying consolidated financial statements for information regarding our securities portfolios
at December 31, 2018 and 2017. At December 31, 2016, our securities available-for-sale portfolio, which totaled $36,910 million,
consisted of $36,069 million of U.S. Treasury, U.S. Government agency and U.S. Government sponsored obligations and $841
million of other available-for-sale securities and our securities held-to-maturity portfolio, which totaled $12,809 million, consisted
of $12,789 million of U.S. Government agency and U.S. Government sponsored obligations, $15 million of U.S. state and political
subdivision obligations and $5 million of other held-to-maturity securities.

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

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

Increase (Decrease) From
December 31, 2017

December 31,
2018 Amount %

(dollars are in millions)

Individuals, partnerships and cOrporations............ccoceeeereereniesenieseeeseeeeeene $ 95,513 $ (8,656) (8.3)%
Domestic and foreign banks ............ccceeevverieineineineineineereeneeeeee s 12,126 1,255 11.5
U.S. government and states and political SubdiviSions ............cccceeeveveerierersienncnne 432 (191) (30.7)
Foreign governments and official inSttUtionS..........c.ecvevveviereerieeeerieeeenreeienenes 2,874 508 21.5
Deposits held for sale”) ...........coo.oivooeeeeeeeeeeeeeeeeeeee e 10 (663) (98.5)
TOtAl AEPOSIES....vivieeriiieeiietieieett ettt ettt ettt e be s te b e s te e b e ete e b e ersesseesnenseens $ 110955 § (7,747) (6.5)%
Total COTE AEPOSIES ™ ...........veeeeeeeeeee oo $ 91,909 $ (6,591) (6.7)%
M Represents deposits associated with the sale of a portion of our Private Banking business. No lower of cost or fair value adjustment was required as a result

of the transfer to held for sale.

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

Total deposits decreased compared with December 31, 2017 as we proactively managed our balance sheet usage and monitored
non-stable year end balances which, in combination with volatility reflecting the impact of competitive pressures in a rising interest
rate environment, resulted in lower commercial demand and savings deposits and lower wholesale deposits. Also contributing to
the decrease in total deposits were lower retail savings deposits driven primarily by the attrition of balances associated with previous
promotional rate campaigns and lower Private Banking deposits reflecting the impact of the client referral agreement with UBS
Wealth Management Americas ("UBS"). These decreases were partially offset by higher deposits from affiliates. We continue to
actively manage our balance sheet to increase profitability while maintaining adequate liquidity.

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

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

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

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

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

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

Net Interest Income Net interest income 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 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:

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

(dollars are in millions)

Interest income:

Short-term INVeStMents .......ccvevveeeeeeeeeeeeeeeenns $ 645 $ (3200 $ 296 $ 669 $ 10 $§ 294 § 365
Trading SECULItIeS ......eecvevveeeereieieeeeeieeeeee e 213 48 (44) 209 (20) (33) 262
SECUTTHES ...ttt 1,131 (43) 222 952 (96) 91 957
Commercial loans...........occcooevineincincnicnee, 1,840 (83) 412 1,511 (299) 273 1,537
Consumer 10ans ...........cceeveverererrererererererserenn. 749 4) 23 730 (31) 14 747
OthET ..o 77 15 10 52 11 2) 43
Total interest iNCOME........cccererverrererienieieeeeeeeneene 4,655 (387) 919 4,123 (425) 637 3,911
Interest expense:
DEPOSIES ...ttt 1,072 (51) 420 703 @2n 256 468
Short-term borrowings .........cccceevveeveiereeenennenn 172 (52) 100 124 (6) 51 79
Long-term debt........c.coecereeneinecnenccnecnen. 1,123 (170) 295 998 23 111 864
Tax liabilities and other...........ccccoecveeveienrnenne. 36 1 10 25 9 1 15
Total interest EXPense.......c.ocvvevveereerveereerreseervesreennes 2,403 (272) 825 1,850 5 419 1,426
Net interest iNCOME ......evvvmrereerrereeereeererereeeeeererenees $2,252  $ (115) 94 $2,273 § (430) 218 2,485
Less: tax equivalent adjustment ............ccceceeeuennene. - - 1
Net interest income — non taxable equivalent basis $2,T W W
Yield on total interest earning assets....................... 2.94% 2.32% 2.02%
Cost of total interest bearing liabilities ................... 1.91 1.31 .99
Interest rate spread ..........coceeerieereniereeeeee T 1.03 1.01 1.03
Benefit from net non-interest paying funds ......... 39 27 25
Net interest margin on average earning assets........ T 1.42% 1.28% 1.28%

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

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

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

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

Trading securities Interest income increased slightly during 2018 as an increase in lower yielding foreign sovereign positions and
a decrease in higher yielding corporate bond positions resulted in higher average balances, largely offset by lower yields. In 2017,
interest income was lower due to decreases in higher yielding corporate bond and municipal bond positions. Securities in the
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trading portfolio are managed as economic hedges against the derivative activity of our clients. As aresult, interest income associated
with trading securities was partially offset within trading revenue by the performance of the associated derivatives as discussed
further below.

Securities Interest income increased during 2018 due to higher yields, partially offset by lower average balances. In 2017, interest
income decreased slightly as higher yields were more than offset by lower average balances. Lower average balances in both 2018
and 2017 were driven primarily by net sales of U.S. Treasury and U.S. Government sponsored mortgage-backed securities, partially
offset by net purchases of foreign sovereign securities and, in 2017, net purchases of U.S. Government agency mortgage-backed
securities.

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

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

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

Deposits Interest expense increased during 2018 and 2017 due primarily to higher rates paid reflecting the impact of rate increases
on wholesale deposits and promotional rates offered to our retail customers on savings accounts and certificates of deposits, partially
offset by lower average interest-bearing deposit balances. Lower average interest-bearing deposit balances in both 2018 and 2017
were driven primarily by lower deposits from affiliates, lower deposits in Private Banking reflecting the impact of the client referral
agreement with UBS and lower wholesale time deposits. While retail savings deposits were higher in 2017 driven by promotional
rate campaigns, they were lower in 2018 due primarily to the attrition of balances associated with such campaigns.

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

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

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

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

Year Ended December 31, 2018 2017 2016
(dollars are in millions)
Commercial:
Real estate, including CONSIIUCTION ......c.eeuiriririiririinierienesetee ettt $ 34 $ 3 8 —
Business and corporate Banking...........cccceceeeeeririninieneneneneneteieeeeeeeeee e @31 (59) 10
G1ODAL DANKING....c.vevetititetetet ettt ettt ettt et eb e ebe bbb (109) (116) 348
Other COMMETCIAL.....cc.eouiriiieiiicieeeeet ettt s 3) 6 (6)
TOtal COMMETCIAL ...c..eutiiiieieiet ettt ettt be bbb (109) (172) 352
Consumer:
Residential MOTEZAZES .....covevveviiiieieieiieeecet ettt ettt (18) (7) C)
HOme eqUity MOTEZAZES .....evenviiiieieiieiieieteeeere ettt ettt ettt eae e s sne s 3) ) (1
CIEdit CATAS ...oveniiiiciiiciicc ettt 55 22 26
Other CONSUIMET ......eviiititeietetetet ettt ettt ettt ettt eae bt saesae s 2 — 4
TOtAl COMSUITIET ...ttt 36 7 20
Total provision for Credit I0SSES.........couerieriiriiiiieiiieeie ettt $ (73) $ (165 $ 372
Provision as a percentage of average l0ans ...........ccccecevirireneninienenenieeeteteeeeeee e W W T 5%

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

Releases in the commercial provision for credit losses were lower by $63 million during 2018. While both 2018 and 2017 reflected
continued improvements in the credit quality of our portfolio driven by paydowns, sales and maturities as we continued to focus
efforts on improving returns as well as improvements in credit conditions associated with certain client relationships, the releases
in 2018 were partially offset by a higher provision for risk factors associated with geopolitical risks and market volatility inherent
in certain segments of the portfolio as well as higher provisions for downgrades reflecting weakness in the financial condition of
certain clients. In 2017, the provision for credit losses in our commercial loan portfolio decreased $524 million reflecting releases
of credit loss reserves as discussed above compared with loss provisions in 2016. The loss provisions in 2016 were driven primarily
by the deterioration of a single mining client relationship as well as other downgrades reflecting weakness in the financial condition
of certain clients at that time, including oil and gas, mining and other industry loan exposures.

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

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

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

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

Year Ended December 31, 2018 2017 2016
(in millions)
Credit Card FEES, NET......cvicviveeeeeeeeee ettt ettt eneeeeeneeneereeneeaeereenes $ 50 $ 46 $ 52
Trust and investment Management fEes...........occverirereneniirienienieieieeeeeere e 135 156 153
Other fees and COMMISSIONS ..........cucuiuiiiiiiiiiiiiiicii e 684 669 721
TTAAINE TEVEIUC ...ttt ettt et ettt b e ebe bt sa e se s 625 354 227
Other SECUTTHIES ZAINS, NMEL.....c.eeieieieiieiieiieie ettt ettt e bt et ebe bt sbesbeseeseenes 24 52 70
Servicing and other fees from HSBC affiliates .........c.coocevenenicnienenniiniiinncncecnenene 356 348 289
Gain (loss) on instruments designated at fair value and related derivatives ..................... 19 43 (71)
Other income (loss):
Valuation of loans held for Sale ..........ccoecuviviiinieineinienccccc e 5 18 (83)
Residential mortgage banking revenue (EXPEnse) ..........coeverververeieeeerereresienensennes 6) (6) 16
INSUTANCE ..ot 11 14 20
Gains on sales of Visa Class B Shares to a third party .........ccceceevevenienencenciceeeen — 312 71
Miscellaneous INCOME (10SS)......c.crveverieirieireirieirieinieteteteteteesee et “@ 4 (61)
Total other INCOME (1I0SS) ..vvvevieiiiieiere ettt s enees 6 334 (37)
TOtal OtNET TEVEIUES......cvievieiieeietieeiesteete et ete st ebe st e beseaesbeessebeeseesseessesseessesseessesseensesseas $ 1,899 § 2002 $ 1,404

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

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

Trading revenue Trading revenue is generated by participation in the foreign exchange, rates, credit, equities and precious metals
markets. The following table presents trading revenue by business activity. Not included in the table below is the impact of net
interest income related to trading securities which is an integral part of trading activities' overall performance. Net interest income
related to trading activities is recorded in net interest income in the consolidated statement of income (loss). Trading revenues
related to the mortgage banking business are included as a component of other income (loss).

Year Ended December 31, 2018 2017 2016

(in millions)

Business Activities:

DeriVAtives ! ... $ 107 $ (72) $ (35)
Foreign EXChanGe .......c.coeviiiriiiiiriiiiciecieeecee ettt e 185 190 210
MEETALS ... 315 212 90
Balance Sheet Management............ccccueverieiriririnenenenieneneeeeteeeeeet et seenes 24 24 (27)
GlObAl BANKING .......eiiiiiiitiitiitirieeee ettt ?2) 4 an
Other trading .......corveiiieiiiiee e ) 4 —
Total trading TEVEMUC ......c.veuienieiieiieiieieettet ettt ettt b bbb e e $ 625 § 354§ 227

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

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

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

hedged by holding the underlying interest bearing referenced assets.

Trading revenue increased during 2018 driven by higher revenue from Derivatives and Metals. Derivatives revenue was higher
due primarily to higher revenue from emerging markets rate products as well as favorable debit valuation adjustments associated
with movements in our own credit spreads, partially offset by unfavorable valuation adjustments on legacy structured credit products
and the non-recurrence of a gain of approximately $11 million recorded in 2017 related to the unwind of one of our unconsolidated
variable interest entities ("VIEs"). The increase in Metals revenue was due to increased client trading activity and a redeployment
of surplus liquidity in the short term to Metals. In 2017, trading revenue increased largely driven by higher revenue in Metals due
to increased client trading activity reflecting improved investor demand for this asset class and the impact of a redeployment of
surplus liquidity in the short term to Metals in 2017 as well as higher revenue in Balance Sheet Management due to the improved
performance of economic hedge positions used to manage interest rate risk. These increases in 2017 were partially offset by lower
revenue from Derivatives and Foreign Exchange. Derivatives revenue was lower due to lower new deal activity on interest rate
swaps, unfavorable debit valuation adjustments associated with movements in our own credit spreads and unfavorable valuation
adjustments on our legacy structured credit products, partially offset by higher revenue from emerging markets rate products and
the gain recorded in 2017 related to the unwind of one of our unconsolidated VIEs as discussed above. The decrease in Foreign
Exchange revenue was driven by reduced client trading activity.

Other securities gains, net We maintain securities portfolios as part of our balance sheet diversification and risk management
strategies. During 2018, 2017 and 2016, we sold $5,169 million, $14,196 million and $19,462 million, respectively, of primarily
U.S. Treasury, U.S. Government agency mortgage-backed and U.S. Government sponsored mortgage-backed securities as part of
a continuing strategy to maximize returns while balancing the securities portfolio for risk management purposes based on the
current interest rate environment and liquidity needs. Other securities gains, net decreased during 2018 and 2017 reflecting the
impact of lower sales activity associated with balancing the securities portfolio for risk management purposes as compared with
the respective prior year periods. The decrease in 2017 also reflects the non-recurrence of gains from the sale of certain longer-
term state municipal bonds as we reduced these positions in 2016. The gross realized gains and losses from sales of securities,
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which is included as a component of other securities gains, net above, are summarized in Note 4, "Securities," in the accompanying
consolidated financial statements.

Servicing and other fees from HSBC affiliates Servicing and other fees from HSBC affiliates increased during 2018 driven by
higher cost reimbursements associated with wealth management activities performed on behalf of HSBC Markets (USA) Inc.
("HMUS"), higher cost reimbursements associated with trading activities performed on behalf of HSBC Bank plc and approximately
$10 million of cost reimbursements recorded in 2018 reflecting the impact of entering into an agreement with HSBC in December
2017 under which they reimburse us for costs associated with enhancing the HSBC Group's digital banking platform. These
increases in 2018 were partially offset by lower fees due to the transfer of certain operational support staff from HSBC Bank USA
to HSBC Technology & Services (USA) ("HTSU") support services as discussed below as well as the non-recurrence of fees
received from HSBC Finance Corporation ("HSBC Finance") in 2017, including $28 million of loan prepayment fees and fees
associated with residential mortgage servicing activities performed prior to the completion of its receivable sales program. In 2017,
servicing and other fees from HSBC affiliates increased driven by higher billings associated with shared services performed on
behalf of other HSBC affiliates, including higher cost reimbursements associated with certain RBWM wealth managers who were
transferred to HSBC Bank USA from HMUS support services as discussed below, as well as higher loan prepayment fees received
from HSBC Finance. These increases in 2017 were partially offset by lower fees associated with residential mortgage servicing
activities performed on behalf of HSBC Finance.

Gain (loss) on instruments designated at fair value and related derivatives We have elected to apply fair value option accounting
to certain commercial loans held for sale, certain securities purchased and sold under resale and repurchase agreements, certain
of our own fixed-rate debt issuances and all of our hybrid instruments issued, including structured notes and deposits. We also use
derivatives to economically hedge the interest rate and other risks associated with certain financial liabilities for which fair value
option accounting has been elected. Gain (loss) on instruments designated at fair value and related derivatives was lower during
2018 attributable primarily to unfavorable movements related to the economic hedging of interest rate and other risks within our
structured notes and deposits, partially offset by favorable movements related to the economic hedging of interest rate risk within
our own debt. Beginning January 1, 2017, the fair value movement on fair value option liabilities attributable to our own credit
spread is recorded in other comprehensive income (loss). Excluding this item, which resulted in a loss of $36 million in 2016, gain
(loss) on instruments designated at fair value and related derivatives remained higher in 2017 attributable primarily to favorable
movements related to the economic hedging of interest rate and other risks within our structured notes and deposits, partially offset
by unfavorable fair value adjustments on loans. See Note 15, "Fair Value Option," in the accompanying consolidated financial
statements for additional information including a breakout of these amounts by individual component.

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

Year Ended December 31, 2018 2017 2016
(dollars are in millions)
Salaries and employee BENefits ........ccceevueriiiiiiiiiiiinieee e $ 830 $ 1,077 $ 981
Support services from HSBC affiliates:
Fees paid to HTSU ...t 1,198 1,165 1,027
Fees paid to HIMUS ......ooiiiiiicet ettt 105 121 214
Fees paid to other HSBC affiliates .........coccerieiiiiiiinieinieeeeceecee e 300 263 254
Total support services from HSBC affiliates ..........cccoceveveneneniciencncninncncncncneeen 1,603 1,549 1,495
OCCUPANCY EXPEINSE, TET ..uvieniiiieniieiienteeiiesttetesteetesttete st tebestee bt ebee bt emeenseeneesbeeneesaeensesnean 185 202 171
Other expenses:
Equipment and SOftWATe .........c.cociiiiiiiiieiee e e 60 53 58
IMATKEEINEZ ...ttt ettt ettt et b bttt be e se s 108 84 57
OULSIAE SEIVICES ..eveuviiititeriestetertet ettt ettt sttt s et ae et et ebe b saesaenes 59 95 120
Professional fEeS ...........ccuiiviiiiiiniiicie e 90 100 98
Off-balance sheet Credit TESEIVES.......ccueveieiiiiirieine ettt (11) (26) 44
FDIC aSSeSSMENE FEES ......veuviviieiiiciiieireeerceree ettt 135 138 168
Expense related to legal Matters ........ccocuevieiriiininineieseecceeeeeeeeee e 522 29 48
MISCEIIANEOUS ...ttt sttt ettt st 57 90 58
Total OthEer EXPEINSES ...c.veeuvitieiieiieti ettt ettt s s saees 1,020 563 651
Total OPETAtING EXPEISES ....uveureuieureuieieetirteriertestesteseestestestetetesetenteseeseebeebesbesbestesbeseeseenen $ 3,638 $ 3391 § 3,298
Personnel - aVerage NUMDET ........c.cooiiriiiiiiiieiiee ettt s W W W
EffICIENCY TALIO ..ttt ettt st s 87.6% 79.3% 84.8%

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

Year Ended December 31, 2017 2016
(in millions)
Salaries and employee DENETILS ......c.eoiririririiriiieetct ettt ettt $ 23§ 8
Support services from HSBC affiliates .........cveecuieriiiiiierieciteieee ettt 130 73
OCCUPANCY EXPEIISE, NMET....euiiniieuiitietinieete et stete ettt ees et eesesteeasesteessesaeesnesaeessesatensesanenseeanenseennenseens 36 10
OLHET EXPEIISES ....veueientiriientietiente ettt et et et st e e te s at e bt es e e bees s e bt es e et e emteebeentesheeneeeae e besatenbesstenbeesbenbeennanaeans 33 22
TOtal OPEIALING EXPEIISES .....evevirrirrertintirtertentetet ettt et ettt sb e sttt e s bbbttt et et et e st ebeebe e bt e bt e besbesbe b e $ 222 $ 113

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

52



HSBC USA Inc.

performing residential mortgage servicing activities on behalf of HSBC Finance, these reductions were more than offset by the
factors described above as well as the addition of personnel associated with growth initiatives in certain businesses.

Support services from HSBC affiliates Support services from HSBC affiliates increased during 2018 due primarily to higher
expense associated with certain operational support staff which were transferred from HSBC Bank USA to HTSU support services
as discussed above as well as increased costs associated with our investment to improve and modernize our legacy business systems.
These increases in 2018 were partially offset by the non-recurrence of costs to achieve recorded in 2017 as discussed above and
the favorable impact of cost management efforts in our technology and support service functions. In 2017, support services from
HSBC affiliates increased due primarily to higher costs to achieve as discussed above and increased costs associated with our
investment to improve and modernize our legacy business systems. These increases in 2017 were partially offset by lower expense
due to the transfer of certain RBWM wealth managers to HSBC Bank USA from HMUS support services as discussed above as
well as the favorable impact of cost management efforts including staff optimization in our technology and support service functions.
The trend in the components of support services from HSBC affiliates presented in the table above also reflects the impact of a
transfer of support service personnel from HMUS to HTSU in 2017 which increased HTSU support services expense and decreased
HMUS support services expense by approximately $94 million during 2017. A summary of the activities charged to us from various
HSBC affiliates is included in Note 22, "Related Party Transactions," in the accompanying consolidated financial statements.

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

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

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

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

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

Segment Results — Group Reporting Basis

We have five distinct business segments that we utilize for management reporting and analysis purposes, which are aligned with
HSBC's global business strategy: Retail Banking and Wealth Management ("RBWM"), Commercial Banking ("CMB"), Global
Banking and Markets ("GB&M"), Private Banking ("PB") and a Corporate Center ("CC"). See Item 1, "Business," in this Form
10-K for a description of our segments, which are based upon our global businesses, including a discussion of the main business
activities of the segments and a summary of their products and services. There have been no changes in the basis of our segmentation
as compared with the presentation in our Annual Report on Form 10-K for the year ended December 31, 2017 ("2017 Form 10-
K™).

Net interest income of each segment represents the difference between actual interest earned on assets and interest incurred on
liabilities of the segment, adjusted for a funding charge or credit that includes both interest rate and liquidity components. Segments
are charged a cost to fund assets (e.g. customer loans) and receive a funding credit for funds provided (e.g. customer deposits)
based on equivalent market rates that incorporate both repricing (interest rate risk) and tenor (liquidity) characteristics. The objective
of these charges/credits is to transfer interest rate risk from the segments to one centralized unit in Balance Sheet Management,
recognize term funding costs/benefits and more appropriately reflect the profitability of the segments.

Certain other revenue and operating expense amounts are also apportioned among the business segments based upon the benefits
derived from this activity or the relationship of this activity to other segment activity. These inter-segment transactions are accounted
for as if they were with third parties.

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

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

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

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

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

NEE INEETESE IMCOIIC. ...ttt ettt ettt sttt sttt et st sttt sbe e b eebeeene $ 889 $ 886 $ 818
Other OPErating INCOMIE .....c..eveiiieieiriieerieeteeterte ettt ettt ettt sae e b e e nes 297 526 363
Total operating iNCOME™ ..............covuiiveeeeeeeeeeeeeeeeee e 1,186 1,412 1,181
Expected credit losses / loan impairment charges ............cccoceeeeeincincinccnciceeen 38 25 70
NEt OPETatiNg INCOIMIE .....eoueeuieeieiieiietietiete ettt st et et te st e et et et et et e st et ebesbesbeebeabesbesbenbenee 1,148 1,387 1,111
OPCIALINE EXPEIISES ... cuvenveurenrenreneeutenteueeteetesteeteetestesaessesestessensensenteneesteseeneesesuesuesseesesaessensen 1,286 1,185 1,131
Profit (1088) DEFOTE taX ....cuveuieieiieiieieieei ettt $ (138) $ 202§ (20)
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M The following table summarizes the impact of key activities on the total operating income of our RBWM segment:

Year Ended December 31, 2018 2017 2016

(dollars are in millions)

Current accounts, savings and deposits -8 696 $ 635 § 539
Mortgages, credit cards and other personal 1ending..............ccoeeiiriiininiiiniiicieccecce e 227 275 373
Wealth and asset management Products® .................oovveeveereeereeeesoeseeeeseeeessseeesssesessessesssesessesssesesseseons 108 173 131
Retail business banking and other®®) ..........cc.o.ccoivvrrroieereesreeseeee e 155 329 138

Total operating income $ 1,186 $ 1,412 § 1,181

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

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

partially charged-off residential mortgages as discussed below. During 2016, Retail business banking and other reflects a gain on sale of Visa Class B Shares
of approximately $71 million.

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

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

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

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

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

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

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

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

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

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

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

Year Ended December 31, 2018 2017 2016
(dollars are in millions)
INEE INLETEST INCOIMIE ....eeeeiieiiiieee et ettt e e e e ettt eeeeeeaaeeeeeeeeaaaeeeesesaaeeeesesasseeesessnnseeeesenns $ 797 $ 739§ 749
Other OPErating INCOIMNE .....c..eveieieieietieteeie ettt sttt et e et et et et eseebeeseeaeebeebeseeseeeas 226 216 229
Total operating income'" 1,023 955 978
Expected credit losses / loan impairment charges 43) (52) 50
Net operating income 1,066 1,007 928
OPETALING EXPEIISES . ..cuveeuteteentiettetiettenteetesteetesteetesbeete st teteeseenteeseenbeeutenseentesbeenaesbeensesaean 589 558 591
PrOfIt DEIOTE TAX ..vieiiiiiieiiieeeeeee ettt e e e ettt e e e e e atateeeesenaaeeessesnnaeeesesnnnes $ 477 $ 449 $ 337
M The following table summarizes the impact of key activities on the total operating income of our CMB segment:
Year Ended December 31, 2018 2017 2016
(dollars are in millions)
Lending and Transaction Management ...............ccueueueururirieiririeieieieieieieieieieseeeieteeese et sesesesesesesesenenenes $ 443 $ 441 $ 501
Global Liquidity and Cash Management, current accounts and savings deposits ...........cccccccvccriecccinnns 462 414 375
Global Trade and Receivables FINANCE ..........ccciuiiiiiiiiiiiiiiiiiiciecice e 48 52 50
Investment banking products and other..............ccccoiiiiiiiiiii s 70 48 52
Total OPETAtING INCOIMIE .....c.cvviiiieteiiiieiitreetetet ettt ettt et ettt et bt eb ettt s et seb et sa bt eseseseesesenenene $ 1,023 $ 955  §$ 978

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

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

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

Expected credit losses reflected lower releases during 2018. While both years reflected releases in credit loss reserves driven by
paydowns, sales and maturities as well as improvements in credit conditions associated with certain client relationships, the releases
in 2018 were partially offset by higher provisions for downgrades reflecting weakness in the financial condition of certain clients.
In addition, beginning in 2018, changes in expected credit losses are measured under IFRS 9.

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

2017 profit before tax compared with 2016 Our CMB segment reported a higher profit before tax during 2017 due to improved

loan impairment charges and lower operating expenses, partially offset by lower net interest income and lower other operating
income.

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

Other operating income was lower in 2017 driven by lower credit facilities fees reflecting the impact of lower commercial lending
activity compared with 2016 and the non-recurrence of gains recorded in 2016 from asset sales in commercial real estate.
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Loan impairment charges improved during 2017 due primarily to releases in credit loss reserves in 2017 reflecting improvements
in credit conditions associated with certain client relationships, including oil and gas industry clients, as well as releases of reserves
due to paydowns and maturities exceeding new loan originations, compared with loan impairment charges in 2016 associated with
downgrades reflecting weaknesses in the financial condition of certain client relationships at that time.

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

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

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

Net INETESt INCOMME.......ueeeeiiiiieieieieeetere ettt ettt et s s sae e $ 610 $ 585 § 567
Other OPErating INCOIMNE .....c..eveieieieietieteeie ettt sttt et e et et et et eseebeeseeaeebeebeseeseeeas 751 617 785
Total operating iNCOME™ ..............covuivieereeeeeeeeeeeeeeeee e 1,361 1,202 1,352
Expected credit losses / loan impairment Charges ............cocveevverirenieinecniernecnecnnenenne (194) (94) 383
Net OPErating IMCOMIE «.....ecuerviruirterieteteiteteitettett ettt sttt ettt e s et ebeebeebeebesbesaesbesbenee 1,555 1,296 969
OPETALING EXPEIISES . ..cuveeuteteentiettetiettenteetesteetesteetesbeete st teteeseenteeseenbeeutenseentesbeenaesbeensesaean 834 881 986
Profit (10S8) DEFOTE taX ....c.veureuiiieiieiiieiieiericre ettt $ 721 § 415 $ 17)

M The following table summarizes the impact of key activities on the total operating income of our GB&M segment. For purposes of the discussion below the

table, total operating income is referred to as revenue.

Year Ended December 31, 2018 2017 2016
(dollars are in millions)
CTOAIE 1.ttt $ 43 S 16 $ 66
RALES L. 46 82 101
Foreign Exchange and MEtals .............ccoouiuiiiiiiiiiiiccccee e 298 254 291
BQUITIES ...ocvvet ettt 38 39 42
Total GIobal MArKets.........c.ccoviiiiiiiiiiiiiiiiiiiciccc e 425 391 500
Global Banking 420 322 430
Global Liquidity and Cash Management..............cceueueuririiirinieininieieieieieieieieieeieieieteee et 504 501 448
SECUTTEIES SEIVICES......uuuiiiiiiiitiiiit ettt 56 55 41
Global Trade and Receivables FINANCE ..........cccoiuiiiiiiiiiiriiiiiicincceeecce e 59 53 68
Credit and funding valuation adjustments®.............cooooovvveeurrreeeeessnnnereeesssesessesssesssessssssssssssssssseseseees 43) 99) o1
OHNEI™) ...t (60) @1 (44)
Total OPErating INCOMIE .........oviiiiiiiiiiiiieiet ettt $ 1,361 $ 1,202 § 1,352
@ During 2017 and 2016, credit and funding valuation adjustments included losses of $85 million and $33 million, respectively, from the fair value movement
on structured notes and deposits attributable to our own credit spread.
©]

Other includes cost reimbursements associated with activities performed on behalf of other HSBC affiliates and certain corporate funding charges not assigned
to products. Beginning in 2018, interest earned on capital which was historically reported in Other, has been allocated to the product lines in the table above
and, as a result, we have reclassified prior year amounts in order to conform to the current year presentation. Reported total operating income for all periods
was unaffected.

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

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

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

Equities revenue was relatively flat during 2018.

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

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

Securities Services revenue was relatively flat during 2018 as higher revenue from new direct custody and clearing client activity
as well as higher net interest income due to the favorable impact of higher short-term market rates was largely offset by the reporting
change for cost reimbursements associated with activities performed on behalf of other HSBC affiliates as discussed below.

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

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

Other revenue decreased during 2018 reflecting higher corporate funding and excess liquidity charges. In addition, in 2018 we
began reporting cost reimbursements associated with activities performed on behalf of other HSBC affiliates in Other. As a result,
we reported $3 1 million of cost reimbursements in Other during 2018 that previously would have been reported in Global Liquidity
and Cash Management and Securities Services above.

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

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

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

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

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

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

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

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

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

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

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

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

Loan impairment charges improved during 2017 reflecting releases in credit loss reserves in 2017 compared with loan impairment
chargesin2016. The releases of loss reserves in 2017 reflect improvements in the credit quality of our portfolio driven by paydowns,
sales and maturities exceeding new loan originations as well as improvements in credit conditions associated with certain client
relationships, including a single mining client relationship. The loan impairment charges in 2016 were driven primarily by the
deterioration of the single mining client relationship as well as other downgrades reflecting weakness in the financial condition
of certain clients at that time, including oil and gas, mining and other industry loan exposures. Loan impairment charges associated
with oil and gas industry loan exposures in 2016 were largely due to the downgrade of a large client relationship and the establishment
of specific reserves related to two large loans which became impaired.

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

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

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

NEt INTETESt INCOME....c..ervirteriirtiteteteteteteitett ettt sttt ettt eae et ereebesbe bbb e $ 172 $ 217§ 207
Other OPErating INCOIMNE .....c..erveuieieieieetieteeie ettt sttt ettt ebe b ebesbe b sbesbeseeees 73 94 89
Total OPErating INCOMIE ......cveveuieieiieiirieieric ettt ettt ettt et ebe et sae e b e e nes 245 311 296
Expected credit losses / loan impairment Charges ............coveevverveenieinecnernecneeneenne “@ 2 —
Net OPErating INCOMIE .....o.veueiiuitiieiieeie ettt sttt s e ne s s e e seenesaeneas 249 309 296
OPETALINE EXPEIISES ...uveuvenrenreneeneenteneeteetteteatesteatestestestessessesentesentenseseeseeseebeebesseebesbessessensen 236 244 232
Profit DEOTE taX ....veveieieieiccetee ettt st $ 13 $ 65 $ 64

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

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

Year Ended December 31, 2018 2017
(in millions)

Client assets at beginning Of PETIOQ.........ccvvcveriiriieriieieiieieeeete ettt ettt sreebe e ssesseesseeseenseens $ 39,089 $ 40,462
Net neW MONEY (OULTLOWS) ....ocuviiiiiiciiciieie ettt ettt ettt et e b e e te e be s e steessesreesaesaeesseennas (500) (2,333)
Client transfers t0 UBS .......oooiiiiiiie ettt ettt e ete e e tae e ebeeetaeeteesabeenreesaseereenanean (1,494) (853)
VAlUE CRANZE ..ottt ettt et e e teeabeeaeeabeeteeseess e beessesbeessesteessenteans (1,078) 1,813

Client assets at €nd Of PETIOQ ........cciervirieriiiieieeieeete ettt sbeesaesbe b e sseenseeseenseesneseens $ 36,017 $ 39,089

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

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

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

Expected credit losses improved during 2018 driven by a recovery in 2018 reflecting lower loss estimates in the mortgage portfolio.
In addition, beginning in 2018, expected credit losses are measured under IFRS 9.

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

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

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

Loan impairment charges were relatively flat in 2017.

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

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

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

Net interest iNCOME (EXPEISE) .....cveureurrurrirririirieriertistentesteretereeesrestee et et sresreesesaesaesenne $ 91 § (40) $ 132
Other OPErating INCOIMEC. .......ccvetriiririrtirierte ettt ettt ettt ettt sae ettt saeseeneen 257 274 127
Total operating iNCOME™).............covvovoeeeeeoeeeee oo 348 234 259
Expected credit losses / loan impairment Charges............cccocecvveevrerreneencenecneeneneens 4 — )
Net OPErating IMCOME ......c.eveiiieieieiieiietett ettt ettt ettt sae e e e aene 344 234 268
OPEIALINZ EXPEIISES ...uvenvnrureueererterterteetestestesteetestestestestestentessestestebeeteebesseebesbesbestesbensensensen 688 465 338
LL0SS DEFOTE TAX 1..veveviniiieiiireetetei ettt ettt b ettt $ (344) $ (231) $ (70)

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

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

Balance Sheet Management® - 8 266 $ 245 % 169

Legacy structured credit PrOQUCLS...........co.eeiririeuirinieieirieicetette ettt ettt snenes 14 40 53

Legacy residential mortgage activities™ ...........o..oorvvervvrerrisssrissiseesssss s ssssse s — 15) 20
68 (36) 17

$ 348 §$ 234§ 259
@ Balance Sheet Management includes gains on the sale of securities of $24 million in 2018 compared with $48 million and $65 million in 2017 and 2016,
respectively.

@ Reflected fees associated with residential mortgage servicing activities performed on behalf of HSBC Finance prior to the completion of its receivable sales

program and revenue associated with certain residential mortgage loans that we previously purchased from HSBC Finance and sold during 2017.

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

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

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

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

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

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

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

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

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

Operating expenses increased during 2017 reflecting higher costs to achieve as discussed above, higher corporate function cost
allocations and higher litigation expense, partially offset by the favorable impact of cost management efforts, including staff
optimization in our technology and support service functions as well as reductions in staff performing residential mortgage servicing
activities on behalf of HSBC Finance, and higher levels of expense capitalization related to internally developed software.

Reconciliation of Segment Results As previously 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. See Note 23, "Business Segments," in the accompanying consolidated financial
statements for a reconciliation of our Group Reporting Basis segment results to U.S. GAAP consolidated totals.

Credit Quality

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

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

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

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

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

For loans identified as TDR Loans, an allowance for credit losses is maintained primarily based on the present value of expected
future cash flows, discounted at the loan's original effective interest rate, or as a practical expedient, the fair value of the collateral
if the loan is collateral dependent or, for commercial loans, the observable market price if the loan is traded in the market. The
circumstances in which we perform a loan modification involving a TDR Loan at a then current market interest rate for a borrower
with similar credit risk would include other changes to the terms of the original loan made as part of the restructuring (e.g. principal
reductions, collateral changes, etc.) in order for the loan to be classified as a TDR Loan.

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

The roll rate methodology is a migration analysis based on contractual delinquency and rolling average historical loss experience
which captures the increased likelihood of an account migrating to charge-off as the past due status of such account increases. The
roll rate models used were developed by tracking the movement of delinquencies by age of delinquency over a specified time
period. Each stage of delinquency represents a period of delinquency in 30-day increments. The roll from the last delinquency
stage results in charge-off. Contractual delinquency is a method for determining aging of past due accounts based on the status of
payments under the loan. Average roll rates are developed to avoid temporary aberrations caused by seasonal trends in delinquency
experienced by some product types. We have determined that a 12-month average roll rate balances the desire to avoid temporary
aberrations, while at the same time analyzing recent historical data. The roll rate calculations are performed monthly and are done
consistently from period to period. We regularly monitor our portfolio to evaluate the period of time utilized in our roll rate migration
analysis and perform a formal review on an annual basis. In addition, loss reserves on consumer loans are maintained to reflect
our judgment of portfolio risk factors which may not be fully reflected in the statistical roll rate calculation.

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

At December 31, 2018 2017 2016 2015 2014
(dollars are in millions)
Allowance for credit I0SSeS...........cccooovveeeeeieeeeeeeeeeeeeeeeeeeee e $ 541 $ 681 $ 1017 $ 912 §$§ 680
Ratio of Allowance for credit losses to: -
Loans:"
Commercial:
NON-AFIHHALES ..o 97% 1.31% 1.83% 1.35% .92%
ATTIHALES ..ot st — — — — —
Total commercial...........ccoeveririerieieri e .93 1.15 1.72 1.25 .85
Consumer:
Residential MOTtZAZES .......ccevververueriiriireriinieieieeeeeeceeeese e .07 .14 15 38 .64
Home equity MOrtgages.......cceeeeruirienerienieieneeie e ol | 92 1.42 1.50 1.79
Credit CardS......cueveeeeeieieeiee et 5.69 4.44 4.94 4.58 5.42
Other CONSUIMET .....cvvivieiiieiieiieeieteeeeesreeeee e eeeseeeae e eseseeeseeaeens 1.98 1.46 1.83 2.21 2.04
TOtal CONSUMET .....eoueiiieiiieiieii et enens 42 37 44 65 96
0] | PSP 78% 94% 1.38% 1.10% 87%
Net charge-offs:?
COMMETCIAL® ..ot eeean 1,117% 405% 463%  1,217%  1,538%
CONSUIMIET ...ttt ettt sttt et ettt et st e satesbeesateenbeesaee s 319 348 132 205 229
0] | PSP 807% 398% 381% 707% 596%
Nonperforming loans: "™
COMMETCIAL ....vviiviiiiiieiieieeee ettt sre b eaeens 318% 99% 118% 293% 351%
CONSUIMET ...ttt sttt sttt ettt et st esabesbeesaneenbeesaee s 20 15 17 15 20
TOLAL...oveeeie ettt ettt b e te e eaaens 97% 61% 77% 78% 63%
M Ratios exclude loans held for sale as these loans are carried at the lower of amortized cost or fair value.
2)

Ratios reflect full year net charge-offs.

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

@ 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.

The following table summarizes the changes in the allowance for credit losses by product and the related loan balance by product
during the years ended December 31, 2018, 2017, 2016, 2015 and 2014:

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

(in millions)
Year Ended December 31, 2018:

Allowance for credit losses — beginning of

PEIIO ..ot $ 82 $ 244 $ 264 $ 18 § 25§ 11 $ 32 % 5 $ 681
Provision charged (credited) to income....... 34 31 (109) 3) (18) A3) 55 2 (73)
Charge-offS......cccoeueerreernecirreeces — 41) (48) — (@) (@) (35) “) (142)

Recoveries........cocoviiiniiiiiincccice — 47 1 — 13 6 6 2 75
Net (charge-offs) recoveries..........c.ecuevenee — 6 @7) — 6 (€)] (29) ?2) 67)

Allowance for credit losses — end of period $ 116 $ 219 $ 108 $ 15 3 13 3 7 $ 58 § 5 $§ 541
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Year Ended December 31, 2017:

Allowance for credit losses — beginning of

period - $ 92 $ 317 $ 508 $ 13 3 26 $ 20 8§ 34§ 7 $1,017
Provision charged (credited) to income....... 3) (59) (116) 6 7 ®) 22 — (165)
Charge-offs.........cccooiiiiiiiiiiicns (@) 37 (141) (@) “) (6) 30) 4 (230)
RECOVETIES...c.oovvieiiiiiicceiccece — 23 13 — 10 5 6 2 59
Net (charge-offs) recoveries...........cccccuee. @) (14) (128) €)) 6 1) 24 2) 171
Allowance for credit losses — end of period § 82 $ 244 $ 264 $ 18 $ 25 S 11 $ 32 3 5 $ 681
Year Ended December 31, 2016: -
Allowance for credit losses — beginning of
PEriod.....c.cueiiiiiiiciii e $ 8 $ 407 $ 267 $ 19 8 68 $ 24§ 32 % 9 $ 912
Provision charged (credited) to income” ... — 10 348 (6) 9) (1) 26 4 372
Charge-offs™@ ., 1) (110) (107) — 45) ®  (30) ® (309
RECOVETIES.....cocueiiiiiiiciiiicicccce 7 10 — — 12 5 6 2 42
Net (charge-offs) recoveries..........c.ecueuenne 6 (100) (107) — (33) 3) (24) (6) (267)
Allowance for credit losses — end of period § 92 317 $ 508 $ 13 3 26 $ 20 $ 34 § 7 $1,017
Year Ended December 31, 2015: -
Allowance for credit losses — beginning of
PEIIO $ 89 $ 251§ 131§ 21 § 107 $ 32 % 39 8 10 $ 680
Provision charged (credited) to income....... 2 215 136 2) (15) 4) 20 9 361
Charge-offs.........cccooiiiiiiiiiiicns (10) (69) — ) 35 ®) 32) (12) (167)
Recoveries.......cooovvieiiciiiccccce 5 10 — 1 11 4 5 2 38
Net (charge-offs) recoveries.. %) (59) — — (24) 4) (27) (10) (129)
Allowance for credit losses — end of period § 86 $ 407 $ 267 $ 19 § 68 $ 24§ 32§ 9 §$§ 912
Year Ended December 31, 2014: - —
Allowance for credit losses — beginning of
PEriod......cveiiiiiiicii $ 108 § 105 $ 75 S 20 $ 186 $ 49 $ 50 § 13§ 606
Provision charged (credited) to income....... 2 157 64 7) (40) (14) 23 3 188
Charge-offs.........cccoeeiiiiviciiiicciens 24 (19) ®) €)) (55) (13) (41 ®) (169)
RECOVETIES.....oueiiiiiiiciiiiciccccce 3 8 — 9 16 10 7 2 55
Net (charge-offs) recoveries..........c.eveuenne 2n an ®) 8 (39) 3) (34) (6) (114)

Allowance for credit losses — end of period § 89 $ 251  $ 131 §$ 21 $ 107  $ 32§ 39 § 10 $ 680

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

value adjustment attributable to credit factors for loans transferred to held for sale. See Note 7, "Loans Held for Sale," in the accompanying consolidated
financial statements for additional information.
@ For collateral dependent loans that are transferred to held for sale, the existing allowance for credit losses at the time of transfer are recognized as a charge-
off. We transferred to held for sale certain residential mortgage loans during 2016 and, accordingly, we recognized the existing allowance for credit losses
on these loans as additional charge-offs totaling $22 million during 2016.

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

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

The allowance for credit losses at December 31, 2016 increased $105 million or 12 percent as compared with December 31, 2015
due to higher loss estimates in our commercial loan portfolio, partially offset by lower loss estimates in our consumer loan portfolio.
Our commercial allowance for credit losses increased $151 million or 19 percent as compared with December 31, 2015 primarily
due to higher loss estimates associated with the deterioration of the single mining customer relationship and, to a lesser extent,
other downgrades reflecting weaknesses in the financial condition of certain customer relationships, including mining and other
industry loan exposures. These increases were partially offset by charge-offs associated with oil and gas industry loan exposures,
including a large impaired oil and gas industry loan that was sold. Our consumer allowance for credit losses decreased $46 million
or 35 percent as compared with December 31, 2015 primarily due to charge-offs associated with the transfers of mortgages to held
for sale as well as releases of reserves related to certain residential mortgages serviced by others as a result of updated information
regarding the underlying loan characteristics being reported by the servicers and improved loss estimates associated with certain
home equity mortgages. The decrease also reflects lower loss estimates driven by improvements in economic and credit conditions
and the origination of higher quality Premier mortgages.

The allowance for credit losses at December 31, 2015 increased $232 million or 34 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.
Our commercial allowance for credit losses increased $287 million or 58 percent as compared with December 31, 2014 reflecting
higher loss estimates associated with oil and gas industry loan exposures and, to a lesser extent, downgrades in other industry loan
exposures reflecting weaknesses in the financial circumstances of certain customer relationships as well as higher allowances
associated with loan growth. These increases were partially offset by releases of reserves associated with maturities of lower quality
loans and managed reductions in certain exposures. Our consumer allowance for credit losses decreased $55 million or 29 percent
as compared with December 31, 2014 reflecting lower loss estimates in our residential mortgage and home equity mortgage loan
portfolios driven by lower severity estimates, improvements in economic and credit conditions including lower delinquency levels
and the origination of higher quality Premier mortgages as well as lower loss estimates associated with the remediation of certain
mortgage servicing activities and a lower allowance for credit losses in our credit card portfolio reflecting lower receivable levels
and improved delinquency roll rates.

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

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

The allowance for credit losses as a percentage of net charge-offs at December 31, 2018 increased as compared with December 31,
2017 as a decrease in dollars of net charge-offs driven by lower charge-offs in our commercial loan portfolio associated with a
single mining client relationship and loan sales outpaced the decrease in our overall allowance for credit losses for the reasons
discussed above. In 2017, the allowance for credit losses as a percentage of net charge-offs was relatively flat as lower dollars of
net charge-offs in both our commercial and consumer loan portfolios was largely offset by a decrease in our overall allowance for
credit losses for the reasons discussed above. In 2016, the allowance for credit losses as a percentage of net charge-offs decreased
as the increase in dollars of net charge-offs largely driven by higher charge-offs associated with oil and gas industry loan exposures
in our commercial loan portfolio, including a large impaired oil and gas industry loan that was sold, outpaced the increase in our
overall allowance for credit losses for the reasons discussed above. In 2015, the allowance for credit losses as a percentage of net
charge-offs increased as the increase in our overall allowance for credit losses for the reasons discussed above outpaced the increase
in dollars of net charge-offs due to higher charge-offs in our commercial loan portfolio.

The allowance for credit losses as a percentage of nonperforming loans held for investment at December 31, 2018 increased as
compared with December 31, 2017 driven by a decrease in nonperforming loans due primarily to managed reductions in certain
exposures in our commercial loan portfolio which was partially offset by a decrease in our overall allowance for credit losses for
the reasons discussed above. In 2017, the allowance for credit losses as a percentage of nonperforming loans held for investment
decreased as the decrease in our overall allowance for credit losses for the reasons discussed above outpaced the decreases in
nonperforming loans driven by our commercial loan portfolio. In 2016, the allowance for credit losses as a percentage of
nonperforming loans held for investment was relatively flat as the increase in nonperforming loans driven by higher nonperforming
loans in our commercial loan portfolio was largely offset by the increase in our overall allowance for credit losses for the reasons
discussed above. In 2015, the allowance for credit losses as a percentage of nonperforming loans held for investment increased as
the increase in our overall allowance for credit losses for the reasons discussed above outpaced the increase in nonperforming
loans driven by higher nonperforming loans in our commercial loan portfolio.
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The following table presents the allowance for credit losses by major loan categories, excluding loans held for sale:

% of % of % of % of % of
Loans to Loans to Loans to Loans to Loans to
Total Total Total Total Total
Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans
At December 31, 2018 2017 2016 2015 2014
(dollars are in millions)
Commercial " ................... $ 458  71.5% $ 608 73.1% $ 930 73.4% $ 779 753% $ 492 74.7%
Consumer:
Residential mortgages . 13 25.2 25 23.8 26 23.3 68 21.5 107 21.4
Home equity
mortgages................. 7 14 11 1.6 20 1.9 24 1.9 32 2.3
Credit cards.................. 58 1.5 32 1.0 34 9 32 8 39 .9
Other consumer ........... 5 4 5 5 7 5 9 5 10 7
Total consumer ............ 83 28.5 73 26.9 87 26.6 133 24.7 188 253

Total...ooveeeieeceeeeee $ 541 100.0% § 681 100.0% $ 1,017 100.0% § 912 100.0% $ 680 100.0%

M See Note 6, "Allowance for Credit Losses," in the accompanying consolidated financial statements for components of the commercial allowance for credit

losses.

Reserves for Off-Balance Sheet Credit Risk 'We also maintain 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.

At December 31, 2018 2017 2016 2015 2014

(in millions)

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

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

2018 2017
Dec. 31 Sept. 30 June 30 Mar. 31 Dec. 31 Sept. 30 June 30 Mar. 31

(dollars are in millions)

Delinquent loans:

Commercial.......ccooovveeeeeeveeeeeeenene, $ 60 $ 99 §$ 16 $ 19 $ 45 $ 8 $ 68 $ 79
Consumer:
Residential mortgages™@.......... 347 329 356 381 425 406 442 434
Home equity mortgages® ...... 30 31 32 37 39 36 38 40
Credit cards.......ceccveeverveeeennnen. 20 18 15 13 12 11 11 12
Other consumer-.............ccccuvenee.. 8 7 8 9 10 10 8 10
Total consumer.............ccecueneeee. 405 385 411 440 486 463 499 496
TOtal ..o $ 465 $ 484 $§ 427 $ 459 $ 531 $ 545 0§ 567 0§ 575
Delinquency ratio: -
Commercial.........ccoovevvevieieieienenna, 12% 21% .03% 04% .08% 17% .14% 16%
Consumer:
Residential mortgages"®......... 1.99 1.89 2.05 2.20 2.46 2.36 2.57 2.51
Home equity mortgages '@ ....... 3.05 3.02 2.95 3.25 3.27 2.92 2.96 2.98
Credit cards........ccceevevveverennnen. 1.96 1.98 1.78 1.69 1.66 1.68 1.70 1.86
Other consumer..............cccueene... 2.62 2.20 2.23 2.13 2.48 2.26 1.63 2.20
Total consumer............ccoccveneene.. 2.05 1.96 2.09 2.24 2.48 2.37 2.54 2.51
Total ..o 67% T72% .64% .68% 12% .80% .82% .82%

M At December 31, 2018 and 2017, consumer mortgage loan delinquency includes $254 million and $342 million, respectively, of loans that are carried at the
lower of amortized cost or fair value of the collateral less costs to sell, including $1 million and $1 million, respectively, relating to loans held for sale.
@ The following table reflects dollars of contractual delinquency and delinquency ratios for interest-only loans and adjustable rate mortgage loans:

2018 2017

Dec. 31 Sept. 30 June 30 Mar. 31 Dec. 31 Sept. 30 June 30 Mar. 31

(dollars are in millions)

Dollars of delinquent loans:

Interest-only loans...................... $ 9 $ 9 $ 12 $ 11 $ 10 $ 30§ 41 % 25

ARM loans 114 112 133 145 142 137 147 121
Delinquency ratio:

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

ARM 1018 ...cooveeiiiciinieiienne 94 94 1.11 1.20 1.19 1.15 1.24 1.01

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

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

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

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"):

2018 2017
Quarter Ended Quarter Ended

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

(dollars are in millions)

Net Charge-off Dollars:

Commercial:
Real estate, including
CoNStruction .................. $ — $ — $ — 8 — §$ — 5§ 7 8 — 8 4 S 2 8 I $ (6
Business and corporate
banking ........ceeeeereenee. 6) 6 1 (16) 3 14 — 5 — 9 100
Global banking.................. 47 — 11 32 4 128 70 14 45 (1) 107
Other commercial.............. — — — — — 1 — — 1 — —
Total commercial 41 6 12 16 7 150 70 23 48 9 201
Consumer:
Residential mortgages....... 6) 1 A3) 1 3) (6) 2) 2) “ 2 33
Home equity mortgages.... 1 — — 1 — 1 (1) — 1 1 3
Credit cards .......cccoeeveeeee. 29 9 8 6 6 24 5 6 7 6 24
Other consumer................. 2 1 (€)) 1 1 2 1 — — 1 6
Total consumer.................. 26 11 4 7 4 21 3 4 4 10 66
Total ...c.ooviiiiiiiiccce $ 67 $ 17 $ 16 $ 23 $ 11 $ 171 $ 73 $ 27 $ 52 $ 19 § 267
Net Charge-off Ratio: -
Commercial:
Real estate, including
CONStruction .................. —% —% —% —% —% .07% —% 15% .08% .04% (.06)%
Business and corporate
banking ........ccccevvveveuenne (.05) 18 .03 (.51) .10 11 — 15 — 28 .55
Global banking.................. 24 — 24 .65 .08 .59 1.36 28 .81 (.02) 45
Other commercial.............. — —_ —_ — — .02 — — .10 — —
Total commercial .............. .09 .05 .10 13 .06 .30 .58 .19 .39 .07 .34
Consumer:
Residential mortgages....... (-03) .02 .07) (-02) (.07) (.03) (.05) (.04) (.09) .04 19
Home equity mortgages.... .09 — — 36 — .08 (.33) — .30 .29 .20
Credit cards.......cccccevneeee. 343 3.76 3.66 2.97 3.26 3.65 2.95 3.68 4.34 3.65 3.59
Other consumer................. .65 1.63 (1.35) 1.18 1.13 52 1.09 — — 1.03 1.53
Total consumer.................. 13 22 .08 .14 .08 A1 .06 .08 .08 .20 33
Total ...c.oueveeieiiicicciccienes 10% 10% 10% .14% 07% 25% A3% 16% .30% .10% 33 %

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

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

At December 31, 2018 2017 2016

(in millions)

Nonaccrual loans:

Commercial:
Real estate, including CONSTIUCHION .........ocvevevieiiiieteiieieeretcece et $ 7 3 12 $ 56
Business and corporate banking ............ccecceveeiiiiiriniereeeeee e 70 215 187
Global banking..............ceeurneene. 65 385 546
Other commercial 1 1 1
Commercial nonaccrual loans held for sale...........cccoovieeiieiiiiiieiicciece e — — 11
Total COMMEICIAL .......ccviiiiiiiieii ettt e e e eeae e e eeaaee e 143 613 801
Consumer:
Residential mortgages' @) o e 341 414 435
Home equity Mort@ages'™ @ ............cooiiiiieeeeeeeeeeeee e 55 67 75
Consumer nonaccrual loans held for sale ... 1 1 369
TOtAl COMSUIMIET.......veieuiiiiieetieeteeetee et et e eteeeteeeveeeteeetreeeaeeeaaeeeteeetseeteesaseeeseeerseeeseeeaeean 397 482 879
Total NONACCIUING IOANS ........c..ooiiiiiiieit ittt beeseaeenes 540 1,095 1,680
Accruing loans contractually past due 90 days or more:
Commercial:
Business and corporate Danking ............ceceeveriiiierienienesieeeee e 1 1 1
TOtal COMMETCIAL .....ccuviiiiiiiieciicciie ettt ettt e e et e s veeeaeesareeneenane s 1 1 1
Consumer:
CIEIt CATAS ...ttt e ettt e et e e et e e eeateeeetveeeeteeeeeaeeeeeareeeeaes 14 9 10
Other consumer 6 8 7
TOtAl COMSUIMIET .........oeeeeeeeeeeiee e et e et eeee et e e e e e e e et eeeeneeeeeaneeeenseeeennneeeenneeeenreeeenns 20 17 17
Total accruing loans contractually past due 90 days ormore ....................ccooveennnenne. 21 18 18
Total nonperforming loans ................ccccoooieiiiiiiniiiiericeeee e 561 1,113 1,698
Other 1eal eStAte OWNEA™ .........eeeeeeeee oottt e e e eeeereeee s 12 11 27
Total nonpPerforming asSets..................cccceoieiiiiiieieiiieieeeee ettt $ 573 § 1,124 § 1,725

M At December 31, 2018, 2017 and 2016, nonaccrual consumer mortgage loans held for investment include $289 million, $360 million and $382 million

respectively, of loans that are carried at the lower of amortized cost or fair value of the collateral less cost to sell.

@ Nonaccrual consumer mortgage loans held for investment include all loans which are 90 or more days contractually delinquent as well as loans discharged

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

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

Repayment of these loans is predominantly insured by the Federal Housing Administration and as such, these loans have different risk characteristics from
the rest of our customer loan portfolio.

@ Includes $1 million or less of commercial other real estate owned at December 31, 2018, 2017 and 2016, respectively.

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

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

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

Impaired Commercial Loans A commercial loan is considered to be impaired when it is deemed probable that not all principal
and interest amounts due according to the contractual terms of the loan agreement will be collected. Probable losses from impaired
loans are quantified and recorded as a component of the overall allowance for credit losses. Generally, impaired commercial loans
include loans in nonaccrual status, loans that have been assigned a specific allowance for credit losses, loans that have been partially
charged off and TDR Loans. The following table summarizes impaired commercial loan statistics:

At December 31, 2018 2017 2016

(in millions)

Impaired commercial loans:

Balance at end of Period..........ccoeiiiiiiiiiie e $ 235§ 698 § 1,053
Amount wWith IMPAITMENt TESEIVE ......ccveeuieriieiereieierierteeeeieeeesieetesseeaesseeseesseesesseenseenes 61 383 596
IMPAITINENT TESEIVE ...uveevverieiiierieiieeieteeeesteestesteeaesteessesseessesseesseeseessesseessesssesseessesseessessees 19 127 308

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

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

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

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

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

The following table summarizes criticized commercial loans:

At December 31, 2018 2017 2016

(in millions)
SPECTIAL MENEION ...ttt ettt ettt sttt ettt et et eseeseeseeseeseesessessessesensens $ 907 $§ 1407 $ 1,941
N1 ¥ 1T £ o BT 685 2,248 3,439
DIOUDLIUL ...ttt ettt b et beeraebeeraesbeesaesreenseseeas 19 127 358
TOTALL ..ottt ettt et et et e et e et e e aa e e be e taeeab e e baeebeebaeenbaeseeenns $ 1611 $§ 3782 § 5738

Criticized loans decreased in 2018 due to the upgrade of a large oil and gas client relationship as well as managed reductions in
certain exposures, paydowns and improvements in credit conditions associated with certain client relationships. In 2017, criticized
loans decreased due to managed reductions in certain exposures, paydowns and improvements in credit conditions associated with
certain client relationships.
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Concentration of Credit Risk A concentration of credit risk is defined as a significant credit exposure with an individual or group
engaged in similar activities or affected similarly by economic conditions. We enter into a variety of transactions in the normal
course of business that involve both on and off-balance sheet credit risk. Principal among these activities is lending to various
commercial, institutional, governmental and individual customers throughout the United States and internationally. We manage
the varying degrees of credit risk associated with on and off-balance sheet transactions through specific credit policies and
procedures which provide for a strict approval, monitoring and reporting process. It is our policy to require collateral when it is
deemed appropriate. Varying degrees and types of collateral are secured depending upon management's credit evaluation.

Our consumer loan portfolio includes the following types of loans:

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

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

The following table summarizes the balances of interest-only and ARM loans in our loan portfolios, including certain loans held
for sale, at December 31,2018 and 2017. Each category is not mutually exclusive and loans may appear in more than one category
below.

At December 31, 2018 2017

(in millions)
Interest-only residential mortgage and home equity mortgage 1oans ............ccooceevereeneiiencnienennene $ 3,208 $ 3,424
ARM L0808 ..ottt 12,096 11,976

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

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 $65 million and $6 million
at December 31, 2018 and 2017, respectively.

At December 31, 2018 2017
(in millions)
Closed end:
FIISE LIEIL. ..ot $ 17383 $§ 17,273
SECOMNA LIEM ...ttt ettt eete et e et e e beete e beestesaeesaesseessessaessesseessenseensenseenns 40 49
REVOIVINE ..o eeeeeeees 942 1,142
TORAL .o $ 18365 $ 18,464

M A majority of revolving are second lien mortgages.

71



HSBC USA Inc.

Geographic Concentrations The following table reflects regional exposure at December 31, 2018 and 2017 for our real estate
secured loan portfolios:

Commercial Residential
Real Estate, Mortgages and
including Home Equity
Construction Loans Mortgages
December 31, 2018
INEW YOTK SEALE ....viiiiiiiieeiie ettt ettt tteebe e s eeteestbeebeestaeesbeessaesnseessaesnseenes 32.1% 31.8%
(O 1 1T o) a1V I TSRS 21.5 43.5
North Central United StatesS.......ceeeieiieeiieriieiieeieeieesie et e steesreeseeereeseeesreeseneeseenes 3.0 2.0
North Eastern United States, excluding New York State..........ccccoeeivvineninincncnenenn 6.4 7.8
SOULHEIN UNIEEA STATES .ottt ettt e e e e e e e e e e e e e e e e e e ee e e e e e eeaeeneeees 28.9 10.4
Western United States, excluding California............cocooeverenenenienienceinncnencneneeen 8.1 4.5
TOLAL ettt ettt et e e e et e e b e e be e s rbe e bt e etb e e beeetae e taeanbeeraesnaeenbeenns 100.0% 100.0%
December 31, 2017
INEW YOTK SEALE ....veiiiieiieiie ettt ettt et e et eesta e ebeesteesbeesseesnseessnesnseenes 34.0% 31.9%
L 1 1T o) o 1V ISR 22.0 42.6
North Central United STates.........ccvevvierieviiiieiiiieie ittt re e sre e sre e 3.2 23
North Eastern United States, excluding New York State...........ccccceevvverenenicnicnicncnnens 6.8 8.1
Southern United STAtES .......c.coiiieiieiiiiieiecieeteee ettt e e e ae e ese e essesreens 26.2 10.6
Western United States, excluding California.........c..cocceeverenenicnienicnninncneneneneene 6.7 4.5
IMIEXACO .eutieeuteeiieeteeeiee st e stteete e taeeeteestaeesbeesseessbaenseessseensaeasseensaassseenseesssaenseesseenseenseean 1.1 —
] PP 100.0 % 100.0 %
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Commercial Credit Exposure Our commercial credit exposure is diversified across a broad range of industries. Commercial loans
outstanding and unused commercial commitments by industry are presented in the table below:

2018 2017
Unused Unused
Commercial Commercial Commercial Commercial
At December 31, Utilized Commitments Utilized Commitments

(in millions)

Diversified financialS...........ccocveivveiereiiceieeeeeeeeeeeee e $ 9,110 $ 13,260 $ 8,885 § 10,652
REAL SLALE ....ueovieieiieiicie ettt 9,084 3,523 8,532 3,048
CONSUIMET SCTVICES ...vvevveveeerieriereereesteeseesseesaesseesessesssessaessesseessesseessenss 4,283 3,433 3,884 2,792
Y e USSR 3,494 7,517 3,884 6,379
REtATIING ....eotiiiiiieiiie e 2,880 5,507 2,139 4,659
ENETZY .ottt e 2,319 7,384 3,182 7,950
Capital ZOOAS ..couevviriiieiitiiee e 2,170 6,002 2,419 7,120
Commercial and professional ServiCes.........coovruererreerersienieseeieeenne 1,991 4,046 1,981 3,576
Consumer durables and apparel...........ccovevveriicierincieiieieceeeeeenene 1,916 3,816 1,921 3,693
Technology hardware and equipment.............cooceverreiieienieiieieene 1,618 6,824 1,921 5,597
Semiconductors and semiconductor equipment.............cceeeeveereennnne 1,407 1,518 198 1,252
Health care equipment and SEIVICES........c.ceceeererererenerenrenenieneenenne 954 1,669 1,084 1,183
BankKS.....c.ooonieiiic e 880 182 790 524
SOftWare and SEIVICES .......ceveerueruierieriiereeeiieie ettt 832 1,499 734 2,331
TelecomMmUNICAtION SETVICES ....c.veveeeueerieiieiietieteeieeiesteste s steseeseeneeneens 796 590 255 400
Food, beverage and tobacCO.........ceevuirieriieieriieereeeceee e 732 2,985 818 3,242
TTanSPOTALION .....ccuertiitiititerie ettt 524 1,057 592 692
Food and staples 1etailing ..........cooceevveiereeienieereeeseee e 501 1,857 517 1,481
Automobiles and COMPONENLS......c..ccveereriririririinere e 458 1,126 580 1,276
U@ ..ottt 396 1,267 627 724
Total commercial credit exposure in top 20 industries'” ................... 46,345 75,062 44,943 68,571
AlL other INAUSHIICS. ....ceeereeeeeieieieeiiete et 723 12,195 1,342 9,816
Total commercial credit eXposure'?..............ocovueeeeveeeeeeereeeseeeeeeenen. $ 47,068 $ 87257 $§ 46285 $§ 78,387

@ Based in utilization at December 3 1, 2018.

@ Excludes commercial credit exposures with affiliates.
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Cross-Border Net Outstandings Cross-border net outstandings are amounts payable by residents of foreign countries regardless
ofthe currency of claim and local country claims in excess of local country obligations. Cross-border net outstandings, as calculated
in accordance with FFIEC guidelines, include deposits placed with other banks, loans, acceptances, securities available-for-sale,
trading securities, revaluation gains on foreign exchange and derivative contracts and accrued interest receivable. Excluded from
cross-border net outstandings are, among other things, the following: local country claims funded by non-local country obligations
(U.S. dollar or other non-local currencies), principally certificates of deposit issued by a foreign branch, where the providers of
funds agree that, in the event of the occurrence of a sovereign default or the imposition of currency exchange restrictions in a given
country, they will not be paid until such default is cured or currency restrictions lifted or, in certain circumstances, they may accept
payment in local currency or assets denominated in local currency; and cross-border claims that are guaranteed by cash or other
external liquid collateral. Cross-border net outstandings that exceed .75 percent of total assets at year-end are summarized in the
following table:

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

(in millions)

December 31, 2018:
JAPAI c.eoeeee e $ 32 $ 6,986 $ 7,018
271/ | OSSP 402 2,932 3,334
United KinGAOm ......ocuiiuiiiiiiieeeeeeee et 1,696 1,594 3,290
Cayman [S1ands...........coeoeeiiiiiiinii e 2,268 183 2,451
(1 1 - T F: USSP PPN 841 1,146 1,987
TOAL ettt $ 5239 $ 12,841 § 18,080
December 31, 2017:
BIAZIL.oooiiiiceeceeeeee ettt et et eraens $ 788 % 3,035 § 3,823
JAPAI 1.ttt 12 3,697 3,709
United KiNAOmM ...c..ooviiiiriiiiiiiieieieeeeeene ettt 2,090 401 2,491
CANAAA ..ot rb e re b e ereenns 445 1,053 1,498
TOAL ..ttt ettt $ 3335 § 8,186 § 11,521
December 31, 2016:
3. V4 | S $ 854 §$ 4,628 $ 5,482
IMLEXICO 1vvvvevienieeiteteeetesteeetesteestesteesseeseessesseessesssessessaessesssassaessasseessenseensenseenes 853 2,081 2,934
United KinGom .......c.ooueuivieirieiiieiieceeeee e 1,456 356 1,812
TORAL 1. ee e e e e s ee s e s e s ee e eeseees e se e seneeeees $ 3,163 $ 7,065 S 10,228

The increase in reported cross border net outstandings as compared with December 31, 2017 is primarily due to increased
investments in Japanese sovereign securities as well as loan growth, which resulted in cross border net outstandings with the
Cayman Islands rising above the reporting threshold.
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Credit Risks Associated with Derivative Contracts Creditrisk associated with derivatives is measured as the net replacement cost
of derivative contracts in a receivable position in the event the counterparties of such contracts fail to perform under the terms of
those contracts. In managing derivative credit risk, both the current exposure, which is the replacement cost of contracts on the
measurement date, as well as an estimate of the potential change in value of contracts over their remaining lives are considered.
Counterparties to our derivative activities include financial institutions, central clearing parties, foreign and domestic government
agencies, corporations, funds (mutual funds, hedge funds, etc.), insurance companies and private clients as well as other HSBC
entities. These counterparties are subject to regular credit review by the credit risk management department. To minimize credit
risk, we may enter into legally enforceable master netting agreements which reduce risk by permitting the closeout and netting of
transactions with the same counterparty upon occurrence of certain events. In addition, we reduce credit risk by obtaining collateral
from counterparties. The determination of the need for and the levels of collateral will differ based on an assessment of the credit
risk of the counterparty and/or regulatory requirements.

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

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

payments;

e current market events or trends;

e country risk;

e maturity and liquidity of contracts;

«  creditworthiness of the counterparties in the transaction;

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

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

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

At December 31, 2018 2017

(in millions)

Risk associated with derivative contracts:

Total Credit TISK EXPOSUIE ....c.erviitiriirtirtitertertetet ettt ettt sttt sttt et eae et eae b b sae e $ 30,643 $ 30,737
Less: collateral held against EXPOSULE. .....c..evueteieieieieiieeetteierte ettt et ettt b saea 5,251 7,213
Net Credit FISK EXPOSUIE .....eveuirieiirieiirietrte ettt sttt sttt ettt et b e be e $ 25392 § 23,524

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

Percent of Current

Credit Risk Exposure,
Net of Collateral
Rating equivalent at December 31, 2018 2017
AAA O AA ettt ettt s a e st ae e 46% 65%
44 23
8 10
2 2
L] v | OO OO OSSO PSRRUPTRRRPRRO 100% 100%

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

Liquidity and Capital Resources

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

Interest Bearing Deposits with Banks totaled $15,700 million and $11,157 million at December 31,2018 and 2017, respectively,
of which $14,376 million and $10,338 million, respectively, were held with the Federal Reserve Bank. Balances may fluctuate
from period to period depending upon our liquidity position at the time and our strategy for deploying liquidity. Surplus interest
bearing deposits with the Federal Reserve Bank may be deployed into securities purchased under agreements to resell or other
investments depending on market conditions and the opportunity to maximize returns.

Federal Funds Sold and Securities Purchased under Agreements to Resell totaled $10,168 million and $32,618 million at
December 31, 2018 and 2017, respectively. Balances may fluctuate from period to period depending upon our liquidity position
at the time and our strategy for deploying liquidity.

Trading Assets includes securities totaling $17,041 million and $10,151 million at December 31, 2018 and 2017, respectively.
See "Balance Sheet Review" in this MD&A for further analysis and discussion on trends.

Securities includes securities available-for-sale and securities held-to-maturity totaling $46,049 million and $44,677 million at
December 31, 2018 and 2017, respectively. See "Balance Sheet Review" in this MD&A for further analysis and discussion on
trends.

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

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

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

Year Ended December 31, 2018 2017

(in millions)
LONG-EIMN AEDE ISSUC. ....euveeeeeieiieeieiieiieiiet ettt et et et ettt e eseesestessessessensessensessesseseaseeseeseasens $ 11,923 § 5,158
Long-term debt TEPAIA.......ccuieieiieieie ettt ettt e esaesae e b e sse e sessaeseesaebeenbeseensenseenes (14,704) (8,953)
Net 10ng-term debt TEPAIA ......c.vevvivieeieeieeieticieetiet ettt ettt ettt et et et et es et et essesseseessessereereenas $ (2,781) $ (3,795)

See "Balance Sheet Review" in this MD&A for further analysis and discussion on long-term debt trends, including additional
information on debt issued and repaid during 2018.

Under our shelf registration statement on file with the SEC, we may issue certain securities including debt securities and preferred
stock. We satisfy the eligibility requirements for designation as a "well-known seasoned issuer," which allows us to file a registration
statement that does not have a limit on issuance capacity. The ability to issue under the registration statement is limited by the
authority granted by the Board of Directors. At December 31, 2018, we were authorized to issue up to $36,000 million, of which
$19,751 million was available. HSBC Bank USA has a $40,000 million Global Bank Note Program that provides for the issuance
of subordinated and senior notes, of which $14,048 million was available at December 31, 2018. We anticipate using the Global
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Bank Note Program more in the future as part of our efforts designed to minimize overall funding costs while accessing diverse
funding channels.

Asamember of the FHLB and the Federal Reserve Bank of New York, we have secured borrowing facilities which are collateralized
by loans and investment securities. At December 31, 2018, long-term debt included $2,100 million of borrowings from the FHLB
facility. Based upon the amounts pledged as collateral under these facilities, we have additional borrowing capacity of up to $15,721
million.

Preferred Equity SeeNote 17, "Preferred Stock," in the accompanying consolidated financial statements for information regarding
all outstanding preferred share issues.

Common Equity During 2018 and 2017, HSBC USA did not receive any cash capital contributions from its parent, HSBC North
America, and did not make any capital contributions to its subsidiary, HSBC Bank USA.

Capital Ratios In managing capital, we develop targets for common equity Tier 1 capital to risk-weighted assets, Tier 1 capital
to risk-weighted assets, total capital to risk-weighted assets, Tier 1 capital to adjusted quarterly average assets (i.e., the "Tier 1
leverage ratio") and Tier 1 capital to total leverage exposure (i.e., the "supplementary leverage ratio" or "SLR"). Capital targets
are reviewed at least semi-annually to ensure they reflect our business mix and risk profile, as well as real-time conditions and
circumstances. The following table summarizes HSBC USA's Basel I11I fully phased-in capital ratios calculated as of December 31,
2018 and 2017:

2018 2017
Common equity Tier 1 capital to risk-weighted aSSets ...........ccceiieiiirieiinieiee e 13.6% 14.1%
Tier 1 capital to risk-Weighted aSSELS .......ccerieriiiieiieieeeee et 14.6 15.2
Total capital to riSk-WeEIZhtEd ASSELS .....cveviiiieiiiierii ettt ettt ae e eaesesebessaesbeesnens 17.2 18.1
Tier 1 1eVerage Tatio"!) ..........covovoeeeeeeeeeeeeeee e 11.0 9.9
Supplementary 1eVerage ratio™..............c.ooeweveeeeeeeeeeeeeeeeeeeeee oo 7.6 7.3

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

Tier 1 capital.

@ Beginning January 1, 2018, HSBC USA is required to maintain the regulatory minimum SLR of 3 percent. Total leverage exposure, the SLR denominator,

includes adjusted quarterly average assets plus certain off-balance sheet exposures.

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

We are subject to regulatory capital rules issued by U.S. banking regulators including Basel III (the "Basel III rule") which, for
banking organizations such as HSBC North America and HSBC Bank USA, became effective in 2014 with certain provisions
being phased in over time through the beginning of 2019. Under the Basel III rule, there are two methods available to calculate
risk-weighted assets, the generally-applicable Standardized Approach and the Advanced Approaches, which are required in addition
to the Standardized Approach for large banking organizations that meet certain thresholds. As previously disclosed, in accordance
with FRB rules, HSBC North America and HSBC Bank USA received regulatory approval to opt out of the Advanced Approaches
and are calculating their risk-based capital requirements solely under the Standardized Approach. HSBC Bank USA submits an
annual statement to the OCC to maintain this opt out. For additional discussion of the Basel III final rule requirements, including
fully phased-in required minimum capital ratios, as well as a discussion of recent regulatory developments and their expected
impact see Part I, "Regulation and Competition - Regulatory Capital and Liquidity Requirements," in this Form 10-K. We continue
to review the composition of our capital structure and capital buffers in light of these developments.

Capital Planning and Stress Testing The FRB requires IHCs and large bank holding companies ("BHCs"), including HSBC
North America, to comply with the FRB's capital plan rule and CCAR program, as well as the annual supervisory stress tests
conducted by the FRB, and periodic company-run stress tests as required under DFAST, as amended by the Economic Growth,
Regulatory Relief and Consumer Protection Act ("Relief Act"). HSBC Bank USA is subject to the OCC's DFAST requirements,
which require certain banks to conduct annual company-run stress tests. The company-run stress tests are forward looking exercises
to assess the impact of hypothetical macroeconomic baseline and severely adverse scenarios provided by the FRB and the OCC
for the annual exercise, and internally developed scenarios for both the annual and periodic company-run exercises, on the financial
condition and capital adequacy of a bank-holding company or bank over a nine quarter planning horizon. See Part I, "Regulation
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and Competition - Regulatory Capital and Liquidity Requirements," in this Form 10-K for further discussion on capital planning
and stress testing, including detail regarding the FRB's supervisory assessment as part of the CCAR process, as well as a discussion
of recent regulatory developments and their expected impact.

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

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

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

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

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

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

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

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

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

Subsidiaries AtDecember 31,2018, we had one major subsidiary, HSBC Bank USA. We manage substantially all of our operations
through HSBC Bank USA, which contributes to the funding of our businesses primarily through receiving deposits from customers;
the collection of receivable balances; issuing short-term, medium-term and long-term debt and selling residential mortgage loans.
The vast majority of our domestic medium-term notes and long-term debt is marketed through subsidiaries of HSBC. Intermediate
and long-term debt may also be marketed through unaffiliated investment banks.
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2019 Funding Strategy Our current estimate for funding needs and sources for 2019 are summarized in the following table:

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

INEt Chane 1N OGNS .....eeuviiuiiiiiiee ettt st sttt st b e sb e te b et e . $ 8
Net change in short-term investments and securities 3)
Net change in trading and Other @SSELS ........cooiiiiriiiieieieee ettt ettt et st e e sbeenae e enaesaees 6
TOtal fUNAING NEEAS. ... eeeeeieeieii ettt ettt et e e et et e este s st ensesseessesstenseessenseensenseansesseensenseansesseansesnnes $—11
Increase (decrease) in funding sources: -
INEt ChANEGE 11 AEPOSIES. .. .evieutieeierie ettt ettt ettt et et et e e e s aeeneesee e eesst e seesee s e enseseensesseenseeseenseeneeseeneenseeneas $ 11
Net change in trading and other short-term liabilities 1
Net change in 1ong-term debt .........ccooiiiiiiii et ee . (1)
TOtAl TUNAING SOUICES. ... eetievietieeieitieteeteete st ete st ebe et ebeesteteessaseesseeseessesseessesssessesssesseassesseassanseassaeseessenseessesssesseaneas $—11

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

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

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

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

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

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

2019 2020 2021 2022 2023 Thereafter Total
(in millions)
Subordinated long-term debt™” ............... $ 66 $ 1974 $ 203 $ — 3 — $ 3,706 $ 5,949
Other long-term debt'™" ..........c.coovivvienann. 5,733 4,960 5,292 1,342 981 6,371 24,679
Other postretirement benefit obligations” 4 4 4 3 3 15 33
Operating lease obligations® ................... 78 123 114 103 91 181 690
Purchase obligations™ ...........ccccoooovvuun... 46 39 38 36 21 — 180
TOtAL ... $ 5927 $ 7,000 $ 5651 $ 1484 $ 1,09 $ 10273 $ 31,531

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

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

@ Represents expected minimum lease payments, net of minimum sublease income, under noncancellable operating leases for premises and equipment included
in Note 26, "Guarantees Arrangements, Pledged Assets and Repurchase Agreements" in the accompanying consolidated financial statements.

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

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

Off-Balance Sheet Arrangements, Credit Derivatives and Other Contractual Obligations

As part of our normal operations, we enter into credit derivatives and various off-balance sheet arrangements with affiliates and
third parties. These arrangements arise principally in connection with our lending and client intermediation activities and involve
primarily extensions of credit and, in certain cases, guarantees.

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

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

Balance at December 31,
2019 2020 2021 2022 2023 Thereafter 2018 2017

(in millions)

Standby letters of credit, net of

participations" ..........cccooeenene. $ 6688 $ 1,116 $ 569 $ 218 $ 267 $ 114 $ 8972 $ 8,708
Commercial letters of credit........ 216 — — — 2 — 218 234
Credit derivatives® ..................... 7,999 4,930 5,472 7,362 18,155 1,466 45384 42,328
Other commitments to extend

credit:

Commercial® ..........c.cccoooe.... 23,097 8,733 13,883 13,888 26,301 3,400 89,302 78,787

CONSUMET .....ovveeeeeeireeeeeeineenee. 7,927 — — — — — 7,927 7,443
TOAL e $ 45,927 $ 14,779 $ 19,924 $ 21,468 $ 44,725 $ 4,980 $151,803 $137,500

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

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

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

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

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

We offset most of the market risk by entering into a buy protection credit derivative contract with another counterparty. Credit
derivatives, although having characteristics of a guarantee, are accounted for as derivative instruments and are carried at fair value.
The commitment amount included in the table above is the maximum amount that we could be required to pay, without consideration
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of the approximately equal amount receivable from third parties and any associated collateral. See Note 26, "Guarantee
Arrangements, Pledged Assets and Repurchase Agreements," in the accompanying consolidated financial statements for further
discussion of credit derivative off-balance sheet guarantee arrangements.

Other Commitments to Extend Credit Other commitments to extend credit include arrangements whereby we are contractually
obligated to extend credit in the form of loans, participations in loans, lease financing receivables, or similar transactions. Consumer
commitments are comprised of certain unused MasterCard/Visa credit card lines, where we have the right to change terms or
conditions upon notification to the customer, and commitments to extend credit secured by residential properties, where we have
the right to change terms or conditions, for cause, upon notification to the customer. Commercial commitments comprise primarily
those related to secured and unsecured loans and lines of credit.

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

Fair Value

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

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

*  the level of bid-ask spreads;

» alack of pricing transparency due to, among other things, complexity of the product and market liquidity;
*  whether only a few transactions are observed over a significant period of time;

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

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

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

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

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

Level 2 inputs are those that are observable either directly or indirectly but do not qualify as Level 1 inputs. We classify mortgage
pass-through securities, agency and certain non-agency mortgage collateralized obligations, certain derivative contracts, asset-
backed securities, obligations of U.S. states and political subdivisions, corporate debt, certain foreign government-backed debt,
preferred securities, securities purchased and sold under resale and repurchase agreements, precious metals, certain commercial
loans held for sale, residential mortgage loans whose carrying amount was reduced based on the fair value of the underlying
collateral and real estate owned as Level 2 measurements. Where possible, at least two quotations from independent sources are
obtained based on transactions involving comparable assets and liabilities to validate the fair value of these instruments. We have
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established a process to understand the methodologies and inputs used by the third party pricing services to ensure that pricing
information meets the fair value objective and, where appropriate, this pricing data is back-tested to market trade executions.
Where significant differences arise among the independent pricing quotes and the internally determined fair value, we investigate
and reconcile the differences. Ifthe investigation results in a significant adjustment to the fair value, the instrument will be classified
as Level 3 within the fair value hierarchy. In general, we have observed that there is a correlation between the credit standing and
the market liquidity of a non-derivative instrument.

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

Level 3 inputs are unobservable estimates that management expects market participants would use to determine the fair value of
the asset or liability. That is, Level 3 inputs incorporate market participants' assumptions about risk and the risk premium required
by market participants in order to bear that risk. We develop Level 3 inputs based on the best information available in the
circumstances. At December 31,2018 and 2017, our Level 3 measurements included the following: collateralized debt obligations
("CDOs") for which there is a lack of pricing transparency due to market illiquidity, certain structured deposits and structured
notes for which the embedded credit, foreign exchange or equity derivatives have significant unobservable inputs (e.g., volatility
or default correlations), asset-backed credit default swaps with certain inputs which are unobservable, certain subprime residential
mortgage loans held for sale, certain corporate debt securities, certain asset-backed securities, impaired commercial loans,
derivatives referenced to illiquid assets of less desirable credit quality, swap agreements entered into in conjunction with the sales
of Visa Class B Shares for which the fair value is dependent upon the final resolution of the related litigation and a contingent
consideration receivable associated with the sale of a portion of our Private Banking business. See Note 27, "Fair Value
Measurements," in the accompanying consolidated financial statements for additional information on Level 3 inputs.

Level 3 Measurements The following table provides information about Level 3 assets/liabilities in relation to total assets/liabilities
measured at fair value at December 31, 2018 and 2017:

December 31, December 31,

2018 2017

(dollars are in millions)
LeVel 3 aSSEtS ) ..o $ 2339 $ 2,650
Total assets measured at FAIr VAIUE ™ .o oo 81,126 89,368
Level 3 Habilities'...........oo..rveeeeeeceeceeeeee e 1,550 1,690
Total liabilities measured at fair Value!) ...............cooovvvirrioeesrices e 52,587 68,270
Level 3 assets as a percent of total assets measured at fair value ...........ccocovevvieieviiicnicicicieees 2.9% 3.0%
Level 3 liabilities as a percent of total liabilities measured at fair value...........ccooceveeevvrieniecieneenne 2.9% 2.5%

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

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

Level 3 assets and $291 million of non-recurring Level 3 assets at December 31, 2017.

) Includes $81,030 million of assets measured on a recurring basis and $96 million of assets measured on a non-recurring basis at December 31, 2018. Includes

$88,988 million of assets measured on a recurring basis and $380 million of assets measured on a non-recurring basis at December 31, 2017.

See Note 27, "Fair Value Measurements," in the accompanying consolidated financial statements for information on additions to
and transfers into (out of) Level 3 measurements during 2018 and 2017 as well as for further details including the classification
hierarchy associated with assets and liabilities measured at fair value.

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

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

Risk Management

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

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

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

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

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

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

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

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

Risk governance Our Board of Directors has the ultimate responsibility for effective management of risk and approves HUSI's
risk appetite. It is advised on risk matters by the Risk Committee of the Board of Directors and the Compliance and Conduct
Committee ("CCC"). In particular, the Risk Committee of the Board of Directors advises the Board of Directors on risk appetite
and its alignment with our strategy, risk governance and internal controls as well as high-level risk related matters. Robust risk
governance and accountability are embedded throughout our business through an established framework that helps to ensure
appropriate oversight of and accountability for the effective management of risk.

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

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

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

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

» the Asset and Liability Management Committee ("ALCO");

» the Financial Crime Risk Management Committee ("FCRMC");

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Interest rate risk is the potential reduction of net interest income due to mismatched pricing between assets and liabilities
as well as losses in value due to interest rate movements;

Market risk is the risk that movements in market factors, such as foreign exchange rates, interest rates, credit spreads,
equity prices and commodity prices, will reduce our income or the value of our portfolios;

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

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

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;
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*  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;

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

*  Pensionriskistherisk of increased costs from the post-employment benefit plans that we have established for our employees;

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

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

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

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

» ensure there is independent, scrutiny of credit risks, their cost and their mitigation.

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

« unfunded commitments such as letters of credit, 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 RBWM Chief Risk Officer, who report directly to the CRO
and maintain independent risk functions. The credit risk associated with wholesale commercial portfolios is managed by the Chief
Credit Officer, while credit risk associated with retail consumer loan portfolios, such as credit cards, installment loans and residential
mortgages, is managed by the RBWM Chief Risk Officer. Further discussion of credit risk can be found under the "Credit Quality"
caption in this MD&A. Credit risk includes risk associated with cross-border exposures.

Our credit risk management procedures are designed for all stages of economic and financial cycles, including challenging periods
of market volatility and economic uncertainty. The Credit Risk function continues to refine "early warning" indicators and reporting,
including stress testing scenarios on the basis of recent experience. These risk management tools are embedded within our business
planning process. Action has been taken, where necessary, to improve our resilience to risks associated with the current market
conditions by selectively discontinuing business lines or products, closely managing underwriting criteria and investing in improved
fraud prevention technologies.

The responsibilities of the Credit Risk function include:

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

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

*  Overseeing retail credit and collateral risk — The RBWM Chief Risk Officer manages the credit and collateral risk

associated with retail portfolios and is supported by expertise from a dedicated advanced risk analytics unit. Collateral
risk in retail is where the underlying value of the property securing a retail loan may lose value due to macroeconomic
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or industry conditions. This risk is actively managed through on-going monitoring of HPIs. In areas where we have
identified property values as declining, maximum loan to values will be adjusted downward to compensate for this risk.

*  Maintaining and developing the governance and operation of the wholesale risk rating system — A two-dimensional credit
risk rating system is utilized in order to categorize exposures meaningfully and enable focused management of the risks
involved. This ratings system is comprised of a 23 category customer risk rating, which considers the probability of default
of an obligor and a separate assessment of a transaction's potential loss given default. Each credit grade has a probability
of default estimate. Rating methodologies are based upon a wide range of analytics and market data-based tools, which
are core inputs to the assessment of counterparty risk. Although automated risk rating processes are increasingly used,
for larger facilities the ultimate responsibility for setting risk grades rests in each case with the final approving executive.
Risk grades are reviewed frequently and amendments, where necessary, are implemented promptly.

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

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

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

*  Managing problem loans — Special attention is paid to problem loans. When appropriate, our wholesale Loan Management
Unit and retail Collection and Recovery teams provide customers with intensive management and control support in order
to help them avoid default wherever possible and maximize recoveries.

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

Credit Review is an independent and critical Second LoD function. Its mission is to identify and evaluate areas of credit risk within
our business. Credit Review will focus on the review and evaluation of wholesale and retail lending activities and will identify
risks and provide an ongoing assessment as to the effectiveness of the risk management framework and the related portfolios.
Credit Review will independently assess the business units and risk management functions to ensure the portfolios are managed
and operating in a manner that is consistent with HSBC Group strategy, risk appetite, appropriate local and HSBC Group credit
policies and procedures and applicable regulatory requirements. For example, this includes the unilateral authority to independently
assess and revise customer risk ratings, facility grades and loss given default estimates. To ensure its independent stature, the Credit
Review Delegation of Authority is endorsed by the Risk Committee of our Board of Directors which grants the Head of Credit
Review unhindered access to the Risk Committee and executive sessions at the discretion of the Head of Credit Review. Accordingly,
our Board of Directors has oversight of the Credit Review annual and ongoing plan, quarterly plan updates and results of reviews.

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

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

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

*  run-off of non-stable deposits;

* inability to renew maturing interbank fundings;

* draw-downs of committed loan facilities;

*  decreases in the market value of liquid securities;

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

* increased discount on security values for repos or disposals.

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

As part of our approach towards liquidity risk management, we employ the measures discussed below to define, monitor and
control our liquidity and funding risk in accordance with HSBC policy.

The Basel Committee based Liquidity Coverage Ratio ("LCR") is designed to be a short-term liquidity measure to ensure banks
have sufficient High Quality Liquid Assets ("HQLA") to cover net stressed cash outflows over the next 30 days. At both December
31,2018 and 2017, HSBC USA's LCR under the EU LCR rule exceeded 100 percent. A LCR of 100 percent or higher reflects an
unencumbered HQLA balance that is equal to or exceeds liquidity needs for a 30 calendar day liquidity stress scenario. HQLA
consists of cash or assets that can be converted into cash at little or no loss of value in private markets. HSBC North America and
HSBC Bank USA are also subject to the U.S. LCR rule. Under the U.S. rule, U.S. institutions, including HSBC North America
and HSBC Bank USA, are required to maintain a minimum LCR of 100 percent and report LCR to U.S. regulators on a daily basis.
During the years ended December 31, 2018 and 2017, HSBC Bank USA's LCR under the U.S. LCR rule remained above the 100
percent minimum requirement.

The European calibration of the Basel Committee based NSFR, which is a longer term liquidity measure with a 12-month time
horizon to ensure a sustainable maturity structure of assets and liabilities, is still pending. Therefore, our calculation of NSFR is
based on our current interpretation and understanding of the Basel Committee NSFR guidance, which may differ in future periods
depending on completion of the European calibration and further implementation guidance from regulators. At both December
31,2018 and 2017, HSBC USA's estimated NSFR exceeded 100 percent. A NSFR of 100 percent or more reflects an available
stable funding balance from liabilities and capital over the next 12 months that is equal to or exceeds the required amount of
funding for assets and off-balance sheet exposures. In April 2016, U.S. regulators issued for public comment a proposal to implement
the NSFR in the United States, applicable to certain large banking organizations, including HSBC North America and HSBC Bank
USA. At both December 31, 2018 and 2017, HSBC Bank USA's estimated NSFR, based on our current interpretation and
understanding of the proposed U.S. NSFR rule, exceeded 100 percent.

Large BHCs and IHCs, such as HSBC North America, are also subject to additional liquidity requirements under the FRB's enhanced
prudential standards issued pursuant to Section 165 of the Dodd-Frank Act. Under these enhanced prudential standards, IHCs are
required to comply with various liquidity risk management standards and to maintain a liquidity buffer of unencumbered highly
liquid assets based on the results of internal liquidity stress testing.

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.

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

Our liquidity risk management approach includes deposits, supplemented by wholesale borrowing to fund our balance sheet, and
using security sales or secured borrowings for liquidity stress situations in our liquidity contingency plans. In addition, current
regulatory initiatives require banks to retain a portfolio of HQLA. As such, we are maintaining a large portfolio of high quality
sovereign and sovereign guaranteed securities.

Our ability to regularly attract wholesale funds at a competitive cost is enhanced by strong ratings from the major credit ratings
agencies. The following table reflects the short and long-term credit ratings of HSBC USA and HSBC Bank USA at December
31, 2018:

Moody's S&P Fitch
HSBC USA:
Short-term borrowings P-1 A-1 F1+
Long-term/senior debt A2 A AA-
HSBC Bank USA:
Short-term DOTTOWINES. .....cveieieieiieiieieieeiteere ettt P-1 A-1+ F1+
LoNg-terM/SENIOr AEDt ........vevereeieieeieieciesee e Aa3® AA- AA-

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

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

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

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

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

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

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

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

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

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

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

The assessment techniques discussed below act as a guide for managing interest rate risk associated with balance sheet composition
and off-balance sheet hedging strategy (the risk position). Calculated values within limit ranges reflect an acceptable risk position,
although possible future unfavorable trends may prompt adjustments to on or off-balance sheet exposure. Calculated values outside
of limit ranges will result in consideration of adjustment of the risk position, or consideration of temporary dispensation from
making adjustments.

Economic value of equity ("EVE") EVE represents the present value of the banking book cash flows that could be provided to our
equity holder under a managed run-off scenario. An EVE sensitivity represents the change in EVE due to a defined movement in
interest rates. We manage to an immediate parallel upward shock of 200 basis points and an immediate parallel downward shock
of 200 basis points to the market implied interest rates. At both December 31, 2018 and 2017, our EVE remains higher than our
book value of equity under the base case, up 200 basis points and down 200 basis points scenarios.
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Repricing gap analysis The following table shows the repricing structure of our assets and liabilities at December 31, 2018. For
assets and liabilities whose cash flows are subject to change due to movements in interest rates, such as the sensitivity of mortgage
loans to prepayments, data is reported based on the earlier of expected repricing or maturity and reflects anticipated prepayments
based on the current rate environment. The resulting "gaps" are reviewed to assess the potential sensitivity to earnings with respect
to the direction, magnitude and timing of changes in market interest rates. Data shown is as of year-end, and one-day figures can
be distorted by temporary swings in assets or liabilities.

After One After Five After
Within But Within But Within Ten
December 31, 2018 One Year Five Years Ten Years Years Total
(in millions)
Commercial 10aNS ..........ccooovuveeieeiiieeeeeeeecee et $ 48,187 $ 1,167 $ 312§ 70 $ 49,736
Residential mortgages and home equity mortgages ............... 5,418 7,927 3,174 1,911 18,430
Credit card 1eCeivables ........ooovvviiveiiiiiiieecee e 1,019 — — 1,019
Other conSUMET [0ANS .......cccvvevuieeiieriieeie e e e see e 277 22 5 1 305
Total 10anS™") ..o 54,901 9,116 3,491 1,982 69,490
Securities available-for-sale and securities held-to-maturity.. 8,735 17,606 12,622 7,086 46,049
OthET @SSELS.....vvieeeeeieeeeee et eeee et e e e e 54,839 2,042 28 — 56,909
TOtal ASSELS ..eovveveeiieiieieieet ettt 118,475 28,764 16,141 9,068 172,448
Domestic deposits:
Savings and demand............ccceeieririeninenee e 53,227 18,454 11,130 — 82,811
TIME AEPOSILS ..ovverereiieeieiieieetieie ettt b e aeeeees 21,236 418 4 — 21,658
Long-term debt .........ccociriririiiiesieseeee e 14,628 9,050 4,250 2,700 30,628
Other 1iabilitieS/@qUity .....c.cccveveeeiereieiere e 23,081 14,152 118 — 37,351
Total liabilities and eqUILY ........ccceevevvirierieeieie et 112,172 42,074 15,502 2,700 172,448
Total balance sheet gap.........cccoecevieiiniiiiieeeeee, 6,303 (13,310) 639 6,368
Effect of derivative CONtracts...........ccueevveevrieecieeneeeieesieeneenns (1,107) 1,615 1,382 (1,890) —
Total gap POSItION .......cvevieveeiiieicieeereeeee e $§ 5196 $ (11,695) $ 2,021 $ 4478 §

M Includes loans held for sale.

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

Net interest income simulation modeling techniques We utilize simulation modeling to monitor a number of interest rate scenarios
for their impact on projected net interest income. These techniques simulate the impact on projected net interest income under
various scenarios, such as rate shock scenarios, which assume immediate market rate movements by as much as 200 basis points,
as well as scenarios in which rates gradually rise by as much as 200 basis point or fall by as much as 100 basis points, over a twelve
month period. In the gradual scenarios, 25 percent of the interest rate movement occurs at the beginning of each quarter. The
following table reflects the impact on our projected net interest income of the scenarios utilized by these modeling techniques:

December 31,2018  December 31, 2017

Amount % Amount %

(dollars are in millions)

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

Resulting from a gradual 100 basis point increase in the yield curve...........c.ccoceeenenene $ 99 3% $ 148 6%
Resulting from a gradual 100 basis point decrease in the yield curve...........cccceeveueneee. (121) “) (138) 5)
Resulting from a gradual 200 basis point increase in the yield curve...........c.ccoceeenenee 160 6 243 9

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

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

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

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

Behavioralization is applied in three key areas:
»  the assessed re-pricing frequency of managed rate balances;
» the assessed duration of non-interest bearing balances, typically capital and current accounts; and

» the base case expected prepayment behavior or pipeline take-up rate for fixed rate balances with embedded optionality.

Interest rate behavioralization policies have to be formulated in line with the HSBC Group's behavioralization policies and approved
at least annually by ALCO, regional Asset, Liability and Capital Management ("ALCM") and global ALCM, in conjunction with
local, regional and HSBC Group risk monitoring teams.

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

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

Capital risk/sensitivity of other comprehensive loss Large movements of interest rates could directly affect some reported capital
balances and ratios. The mark-to-market valuation of available-for-sale securities is recorded on a tax effected basis to accumulated
other comprehensive loss. This valuation mark is included in two important accounting based capital ratios: common equity Tier
1 capital to risk-weighted assets and total equity to total assets. Under the final rule adopting the Basel I1I regulatory capital reforms,
the valuation mark was being phased into common equity Tier 1 capital over five years beginning in 2014. At December 31, 2018,
we had an available-for-sale securities portfolio of approximately $31,379 million with a negative mark-to-market adjustment of
$581 million. An increase of 25 basis points in interest rates of all maturities would lower the mark-to-market by approximately
$260 million to a net loss of $841 million with the following results on our capital ratios:

December 31, 2018 December 31, 2017
Actual Proforma'” Actual Proforma'”
Common equity Tier 1 capital to risk-weighted assets..........ccccecevverirennene 13.6% 13.5% 14.2% 14.1%
Total equity t0 total ASSELS......c.ecveieieiieiiee et 11.9 11.8 10.7 10.7

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

Market Risk Management Exposure to market risk is separated into two portfolios:
*  Trading portfolios comprise positions arising from market-making and warehousing of client-derived positions.

*  Non-trading portfolios comprise positions that primarily arise from the interest rate management of our retail and
commercial banking assets and liabilities and financial investments classified as available-for-sale and held-to-maturity.

We apply similar risk management policies and measurement techniques to both trading and non-trading portfolios. Our objective
is to manage and control market risk exposures to optimize return on risk while maintaining a market profile consistent with our
established risk appetite.
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The nature of the hedging and risk mitigation strategies performed corresponds to the market risk management instruments available.
These strategies range from the use of traditional market instruments, such as interest rate swaps, to more sophisticated hedging
strategies to address a combination of risk factors arising at the portfolio level.

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

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

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

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

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

Sensitivity analysis Sensitivity analysis measures the impact of individual market factor movements on specific instruments or
portfolios, for example the impact of a one basis point change in the yield curve. We use sensitivity analysis to monitor the market
risk positions within each risk type. Sensitivity limits are set for portfolios, products and risk types, with the depth of the market
being one of the principal factors in determining the level of limits set.

Value at Risk ("VaR") VaR is a technique for estimating potential losses on risk positions as a result of movements in market rates
and prices over a specified time horizon and to a given level of confidence. The use of VaR is integrated into market risk management
and calculated for all trading positions regardless of how we capitalize them. In addition, we calculate VaR for non-trading portfolios
to have a complete picture of risk. Where we do not calculate VaR explicitly, we use alternative tools as summarized in the 'Stress
Testing' section below.

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

» historical market rates and prices are calculated with reference to foreign exchange rates, commodity prices, interest rates
and the associated volatilities;

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

*  VaR measures are calculated to a 99 percent confidence level and use a one-day holding period.

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

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

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

» the use of a holding period assumes that all positions can be liquidated or the risks offset during that period, which may
not fully reflect the market risk arising at times of severe illiquidity, when the holding period may be insufficient to
liquidate or hedge all positions fully;

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

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

Risk not in VaR framework - The risks not in VaR ("RNIV") framework aims to capture and capitalize material market risks that
are not adequately covered in the VaR model. Risk factors are reviewed on a regular basis and either incorporated directly in the
VaR models, where possible, or quantified through the RNIV. RNIV stresses interest rate basis risk exposure and interest rate
volatility skewness. RNIV risk-weighted assets make up approximately 10 percent of HUSI market risk risk-weighted assets,
though contribution to total HUSI risk-weighted assets remains immaterial.

93



HSBC USA Inc.

Stressed VaR Stressed VaR is primarily used for regulatory capital purposes and is integrated into the risk management process
to facilitate efficient capital management. Stressed VaR complements other risk measures by providing severe potential losses
associated with stressed market conditions. Stressed VaR modeling follows the same approach as VaR, except Stressed VaR
calculates potential loss at a 99 percent confidence level for a one-day holding period based on a one year historical period that is
calibrated to the most volatile period for the trading portfolio.

Stress testing Stress testing is an important procedure that is integrated into our market risk management framework to evaluate
the potential impact on portfolio values of more extreme, although plausible, events or movements in a set of financial variables.
In such scenarios, losses can be much greater than those predicted by VaR modeling.

A set of scenarios is used consistently across the HSBC Group. Scenarios are tailored to capture the relevant potential events or
market movements at each level. The risk appetite around potential stress losses is set and monitored against corresponding limits.

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

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

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

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

» historical scenarios which incorporate past observations of market movements during periods of stress which are not
captured within VaR.

Market risk reverse stress tests are undertaken on the premise that there is a fixed loss. The stress testing process identifies which
scenarios lead to this loss. The rationale behind the reverse stress test is to understand scenarios which are beyond normal business
conditions and could have contagion and systemic implications.

Stressed VaR and stress testing, together with reverse stress testing, provide management with insights regarding the 'tail risk'
beyond VaR, for which our appetite is limited.

Market risk in 2018 The U.S. market risk environment in 2018 was characterized by a hawkish tone from the FRB, trade tensions
between the United States and China, and other geopolitical events.

Continued strengthening to the U.S. labor market, rising economic activity, and low unemployment set the backdrop for the FRB
to continue on their path of a less accommodative monetary policy, raising rates four times in 2018 and continuing reduction of
its holdings of U.S. Treasury bonds and mortgage-backed securities. U.S. equity and credit markets had a steep decline in late
December due to political uncertainty and fears over economic momentum and slower earnings growth, with information technology
firms lowering financial forecasts. Political uncertainty was a recurring theme through the year, headlined by the continued U.S.-
China trade dispute. The U.S. Government shutdown, which began December 22, 2018, became the longest shutdown in history.

Signs of a pullback in global economic growth have altered the balance of risk assessment from FRB policymakers. Ongoing trade
tensions between China and the United States driving downside risks for both economies, and downward pressure on oil prices
have lowered inflation expectations. Continued strong economic indicators with a backdrop of political uncertainty will be a major
theme in 2019 with expectations that the Federal Open Market Committee will adopt a more cautious stance.

During May, an overall selloff in Emerging Markets was observed, as the U.S. dollar strengthened against most other currencies.
The issue was exacerbated in Argentina where the currency depreciated significantly, driven by high inflation, high local interest
rates, and low currency reserves. In Brazil, political uncertainty paralyzed the economy and increased volatility. The selloff reversed
course in September due to completion of an International Monetary Fund assistance package to Argentina and a reduction of
political uncertainty in Brazil leading up to the October election. While the market impact of these events was short term in nature,
investor confidence was impacted, leading to reduced client demand and market liquidity.

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

Trading VaR at December 31, 2018 was relatively flat as compared with December 31, 2017 as the Global Markets business in
the United States continued to focus on customer facilitation and expanded further into high-yield credit and interest rate derivative
markets. Interest rate and credit spread risk comprise the main drivers of exposure.
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Daily VaR (trading portfolios), 99 percent 1 day (in millions):
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The following table summarizes our trading VaR for 2018 and 2017:

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

At December 31, 2018............occooviiiiiiies $ 2 3 6 $ 1 S A3 s 6
Full Year 2018

Average....... 6 1 A3) 6
Maximum... 5 11 2 10
MINIMUIN ..o — 3 — 4
At December 31,2017 ...........ccocoovevirirrennnn. $ 2 $ 59 13 2 $ 6
Full Year 2017

AVETAZE ..ottt nra e 2 6 1 3)

MaAXIMUM ..ot 4 9 1

MINIMUIM <. — 4 1

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.

Back-testing We routinely validate the accuracy of our VaR models by back-testing them against hypothetical profit and loss that
excludes non-modeled items such as fees, commissions and revenues of intra-day transactions from the actual reported profit and
loss. We would expect, on average, to see two or three profits and two or three losses in excess of VaR at the 99 percent confident
level over a one-year period. The actual number of profits or losses in excess of VaR over this period can therefore be used to
gauge how well the models are performing. To ensure a conservative approach to calculating our risk exposures, it is important
to note that profits in excess of VaR are only considered when back-testing the accuracy of models and are not used for capital
purposes.

In 2018, we experienced two back-testing exceptions against hypothetical profit and loss: a loss exception driven by an overall
sell off in emerging markets, which was exacerbated due to specific macroeconomic conditions in Argentina; and a profit exception,
driven by a continued sell off in emerging markets largely attributable to Argentina. There was no evidence of model errors or
control failures.

95



HSBC USA Inc.

Back-testing of trading VaR against our hypothetical profit and loss (in millions):
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Hypothetical profit and loss VaR (99%) @ Backtesting exception

Non-trading Portfolios Non-trading VaR predominantly relates to BSM and represents the potential negative changes in the
investment portfolio market value (which includes available-for-sale and held-to-maturity assets) and associated hedges. Our
investment portfolio holdings are mainly comprised of U.S. Treasury, U.S. Government agency mortgage-backed and U.S.
Government sponsored mortgage-backed securities. Our non-trading VaR exposure is driven by interest rates and agency spread
volatility.

Non-trading VaR was lower in 2018 due primarily to a reduction of risk in our investment portfolio, specifically from reduced
holdings of U.S. Treasuries and U.S. Government sponsored mortgage-backed securities.

The following table summarizes our non-trading VaR for 2018 and 2017:

Portfolio
Interest rate Credit Spread diversification Total®

(in millions)

At December 31, 2018 ... $ 22§ 18 $ 6) $ 34
Full Year 2018

AVETAZE ..ottt ettt ettt sttt sttt 55 20 a7) 58
MAXIIMUITL ...ttt ettt v eteeeveeeaeeaeeaeenseeaeeeneen 80 22 79
MINIMIUINL. ...ttt e et e e aae e eaeeeeaaeeeraeeens 22 16 34
At December 31,2017 ..o $ 39 $ 18 $ 12) $ 45
Full Year 2017

AVETAZE ...ttt st 49 21 11 59
MAXIIMUITL ...ttt eve e teeeveeaeeteeeeeaseeaeeeaeens 79 31 74
IMINIIUIN . e et e et e s eenaae e e e s naaeeeesnnaees 36 17 44

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

Non-trading VaR also includes the interest rate risk of non-trading financial assets and liabilities held by the global businesses and
transfer priced into BSM which has the mandate to centrally manage and hedge it. For a broader discussion on how interest rate
risk is managed, please refer to the "Interest Rate Risk Management" section above.

Interest rate swaps used by BSM to hedge the interest rate risk of the investment portfolio and transfer price risk from the banking
book are typically classified as either a fair value hedge or a cash flow hedge and included within our non-traded VaR. In case
there is residual market risk that cannot be efficiently and conveniently hedged by BSM they are managed by ALCO in segregated
ALCO books. ALCO books risk is calculated and monitored via the same framework described above for the trading books, namely
sensitivities, VaR, stress testing and associated limits.
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Stressed VaR The following table reflects stressed VaR at December 31, 2018 and 2017:

At December 31, 2018 2017

(in millions)

Stressed VaR (1-day eqUIVAIENT) .........ccveiiieiiieiiriietiietiietit ettt s ss e es e seseebns $ 27§ 14

Stressed VaR at December 31, 2018 was higher as compared with December 31, 2017 driven by increased inventory in rates and
foreign exchange products as well as the impact of higher market rates.

Operational Risk Management Operational risk arises from day-to-day operations or external events, and is relevant to every
aspect of our business. Our strategy is to manage operational risks in a cost effective manner, within targeted levels consistent
with the risk appetite. Our Operational Risk Management Framework ("ORMF") ensures minimum standards of governance and
organization over operational risk and internal control throughout HUSI and covers all our businesses and operations (including
all entities, activities, processes, systems and products). Under the ORMEF, risk and control assessments provide an end to end view
of operational risk. Material risks are assigned an inherent risk assessment based on the likelihood and the direct (financial costs)
and indirect impacts to the business. An assessment of the effectiveness of key controls that mitigate these risks is made and a
residual risk assessment is determined. An operational risk database is used to record risk and control assessments and track related
issues and mitigation action plans. The risk assessments, which are refreshed based on relevant triggers, provide an up-to-date
view of the operational risk profile.

During 2018, our most material risks are in the financial crime and regulatory compliance, and information/cyber domains. The
incidence of and response to regulatory proceedings and other adversarial proceedings against financial services firms is significant.
We have prioritized resources to develop and execute remedial actions to regulatory matters, including enhancing or adding internal
controls. The threat of cyberattacks is managed within our Security Risk function as discussed further below.

We have established an independent operational risk management discipline in the United States which is led by the U.S. Head of
Operational Risk, Risk Strategy and Credit Review, reporting to the CRO. The mission of the Operational Risk Management
Meeting, chaired by the U.S. Head of Operational Risk, Risk Strategy and Credit Review, is to provide governance and strategic
oversight of the ORMEF, including the identification, assessment, monitoring and appetite of operational risk. Selected results and
reports from this meeting are communicated to the RMM and subsequently to the Risk Committee of the Board of Directors.
Management in the First LoD is responsible for identifying, managing and controlling operational risk. In addition, the central
Operational Risk function, in conjunction with the other Second LoD subject matter experts, provides functional oversight by
coordinating the following activities:

* developing operational risk policies and procedures;

* developing and managing methodologies and tools to support the identification, assessment, and monitoring of operational
risks;

*  providing firm-wide reporting;

» providing operational risk training and awareness programs for employees throughout the firm;

» communicating with the First LoD to ensure the ORMEF is executed within their respective business or function;

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

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

Management of operational risk includes identification, assessment, monitoring, mitigation and reporting of the results of risk
events, including losses. These key components of the ORMF have been communicated by issuance of HSBC standards and
procedures. Details and local application of the standards have been documented and communicated by issuance of a U.S.
Operational Risk Standard.

Management practices include standard reporting to senior management and the Operational Risk Management Meeting of material
risks, significant control deficiencies, risk mitigation action plans, losses and key risk indicators. We also monitor external
operational risk events to ensure that we remain in line with best practice and take into account lessons learned from publicized
operational failures within the financial services industry. Operational risk management is an integral part of the new product
development and approval process and the employee performance management process, as applicable.

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

Security risk is the risk to the business from terrorism, information security, incidents/disasters, cyberattacks, insider risk and
groups hostile to HSBC interests. The role of the Security Risk function ("SR") is the protection of people, property, assets and
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information by reducing the security risk to the business. To achieve this, SR is organizationally part of the business it supports
and they advise and assist senior executive management who have overall responsibility for security issues. Security risk issues
are managed at the HSBC Group level by HSBC Global Security Risk. This unit, which has responsibility for information,
contingency, physical, terrorism and insider risks are fully integrated within the HSBC Group Risk function. This enables
management to identify and mitigate the permutations of these and other non-financial risks to its businesses across the jurisdictions
in which we operate.

The security of our information and technology infrastructure is crucial for maintaining our applications and processes while
protecting our customers and the HSBC brand. In common with other financial institutions and multinational organizations, we
face a growing threat of cyberattacks that continue to increase in sophistication. A failure of our defenses against such attacks
could result in financial loss or the loss of customer data or other sensitive information which could undermine both our reputation
and our ability to attract and retain our customers. We experienced cyberattacks in 2018, none of which resulted in material financial
loss. We continue to mature our cyber intelligence capabilities as the cyber threat landscape evolves. These intelligence monitoring
capabilities increase our agility and ability to respond with increased detection and response capabilities reducing potential exposure
to cyber threats. Regulators have listed cybersecurity as their top concern in 2018. Regulation continues to increase from multiple
jurisdictions and perspectives, and is deployed without coordination with other regulators. HSBC is engaged with peer institutions
working to address regulatory harmonization as it relates to cyber and information security. We have met with the U.S. Treasury
Department and all regulatory bodies (e.g. the OCC, FRB, FDIC, Commodity Futures Trading Commission, etc.) to progress
harmonization. Cybersecurity will continue to be a strong focus of ongoing initiatives to strengthen the control environment and
our readiness to respond in the event of an attack.

Regulatory Compliance Risk Management Regulatory compliance risk arises from the risks associated with breaching our duty
to clients and other counter-parties, inappropriate market conduct, and breaching other regulatory requirements. Regulatory
compliance risk is measured by reference to identified metrics, key risk indicators, testing of controls by the three lines of defense,
employee feedback, customer complaints and through regulatory feedback. Regulatory compliance risks are assessed through
detailed assessments and reported to the RMM and the Board of Directors through the reporting of RAS metrics and the Regulatory
Compliance Enterprise Risk Assessment report. Regulatory compliance risk is managed by establishing and communicating
appropriate policies and procedures, training employees in regulatory requirements, establishing controls, and monitoring and
testing controls to help ensure that the regulatory requirements are being adhered to. Proactive assessment and enhancement of
controls is undertaken where required.

The Second LoD risk stewards provide independent, objective oversight and challenge and promote a compliance-orientated
culture, supporting the businesses in delivering fair outcomes for customers, maintaining the integrity of financial markets and
achieving our strategic objectives. Any actual or potential regulatory breaches require prompt identification and escalation to the
Regulatory Compliance function or other applicable risk stewards. Any major breaches, gaps, issues and emerging risks are escalated
to RMM and the Board of Directors, as appropriate.

The Regulatory Compliance function oversees the management of regulatory compliance risk for laws, codes, rules, regulations
and standards that align under its scope of oversight as the Second LoD risk steward. As a Board of Directors sub-committee, the
CCC oversees our compliance risk management program (both Regulatory Compliance and Financial Crime Risk) as well as
fiduciary matters as discussed further below.

Compliance related regulatory findings In 2010, HSBC Bank USA entered into a consent cease and desist order with the OCC
and our parent, HSBC North America, entered into a consent cease and desist order with the FRB. In 2012, HSBC Bank USA
further entered into an enterprise-wide compliance consent order (each an "Order" and together, the "Orders"). These Orders,
which required improvements to establish and sustain an effective compliance risk management program across our U.S. businesses,
including improvements to Bank Secrecy Act and Anti-Money Laundering compliance, were terminated by the OCC and FRB in
2018.

Fiduciary Risk 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. It is the risk associated with failing to offer services honestly and properly to clients in that capacity.
Fiduciary risks reside in our PB businesses (such as Investment Management, Personal Trust, Security Operation Services) and
other business lines outside of PB (such as Corporate Trust). Fiduciary risk is governed by the CCC. The CCC has delegated day-
to-day management and oversight responsibilities to management, whose primary oversight body for management of fiduciary
activity is the Fiduciary Risk Management Meeting, chaired by the U.S. Head of Enterprise Compliance. The U.S. Head of
Enterprise Compliance reports to the U.S. Head of Regulatory Compliance.

Financial Crime Risk Management Financial crime risk management is the framework in place to identify and deter potential
illegal activity from occurring by, at, or through the HSBC Group. It is embedded in our day to day operations and culture.

The Financial Crime Compliance function ("FCC") is led by the U.S. Head of FCC, who reports to the CEO and the HSBC Global
Head of FCC and Group Money Laundering Reporting Officer. FCC provides oversight to enable us to build on our achievements
in managing financial crime risk effectively and to continue to strengthen financial crime detection, and anti-money laundering
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("AML"), sanctions, fraud, and anti-bribery and corruption compliance. The U.S. Head of FCC has delegated authority from the
CEO over the FCRMC which escalates to the CCC on matters relating to financial crime and fraud risk management.

FCC is a sub-function of the Compliance function, which also includes Regulatory Compliance, Financial Crime Threat Mitigation
("FCTM"), Regulatory Affairs, Assurance, and Chief Operating Office. FCTM is a global capability to proactively identify, analyze
and investigate financial crime risk and ensure proper mitigation of these risks. It works closely with the lines of business and
functions to provide the information needed to mitigate financial crime risk. FCC continues to embed policies and procedures,
introduce new technology solutions, and support a culture of compliance needed to effectively manage financial crime risk including
the enterprise wide compliance risk management program.

Reputational Risk Management The safeguarding of our reputation is of paramount importance to our continued prosperity and
is the responsibility of every member of our staff. Reputational risk can arise from social, ethical or environmental issues, or as a
consequence of operational and other risk events. Our good reputation depends upon the way in which we conduct our business,
but can also be affected by the way in which customers to whom we provide financial services conduct themselves.

Reputational risk relates to stakeholders' perceptions, whether based on fact or otherwise. Stakeholder expectations are constantly
changing and thus, reputational risk is dynamic and will differ between geographies, groups and individuals.

We tolerate a limited degree of reputational risk arising from business activities or association where foreseeable reputational risk
has been escalated to the appropriate level of management, carefully considered and/or mitigated and is determined to fall to
acceptable risk thresholds as defined by the HSBC Group risk appetite statement. Since reputational risk can arise from all aspects
of operations and activities, all businesses and functions are required to articulate and track reputational risk.

Reputational risk is considered and assessed by the HSBC Group Management Board, the HSBC Group and local Board of Directors
and senior management during the establishment of standards for all major aspects of business and the formulation of policy and
products. These policies, which are an integral part of the internal control systems, are communicated through manuals and
statements of policy, internal communication and training. The policies set out operational procedures in all areas of reputational
risk, including money laundering deterrence, economic sanctions, environmental impact, anti-corruption measures, employee
relations, inappropriate market conduct and breach of regulatory duty and requirements.

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

The RMM and FCRMC provide governance and oversight of reputational risk. Each business reviews transactions and customers
that may adversely affect our public perception via their RRCSC. The RRCSCs are chaired by a senior executive and are comprised
of senior members from the business, risk, legal, financial crime and compliance departments and other invited parties. The RRCSCs
are responsible for reviewing the individual merits and involved parties in higher-risk transactions, and approving or declining
customer relationships and transactions based on the potential risks to us. In addition to the RRCSCs, the responsibility of the
practical implementation of such policies and the compliance with the letter and spirit of them rests with our CEO and senior
management of our businesses.

Strategic Risk Management Strategic risk may be mitigated by consideration of the potential opportunities and challenges through
the strategic planning process. This risk is also a function of the compatibility of our strategic goals, the business strategies developed
to achieve those goals, the resources deployed against those goals and the quality of implementation.

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

Model Risk Management In order to manage the risks arising out of the use of incorrect or misused model output or reports, a
comprehensive model risk governance framework has been established that provides oversight and challenge to all models across
HSBC North America. The framework includes a HSBC North America Model Standards Policy that aligns with model risk
management regulations. Each area that uses models maintains model management procedures in accordance with the Model
Standards Policy. A HSBC North America model and non-model inventory is maintained and updated on a quarterly basis. In
addition, a model risk measurement framework is used to measure, mitigate and monitor model risk across HSBC North America.
Model risk is managed on an ongoing basis by the CRO Meeting, which is chaired by the CRO with broad representation from
across our businesses and support functions.

The Independent Model Review ("IMR") function, which reports directly to the CRO, is responsible for providing effective
challenge of models and critical processes implemented for use within HSBC North America. Reviews are conducted in-line with
supervisory guidance on model risk management issued by the OCC and FRB as well as other applicable internal and regulatory
guidelines. Effective challenge is defined as a critical analysis by objective, informed parties who can identify model limitations
and assumptions and produce appropriate changes. IMR activities are segregated from the model development process to ensure
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that incentives are aligned with the function's role to challenge models and identify model limitations, and the authority and access
provided by the Board of Directors provides the function with the necessary influence to ensure that its recommendations are acted
upon. The IMR process assesses model development, implementation, use, validation, and governance. IMR scope covers models
reported on the HSBC North America model inventory and critical non model processes. Examples of models and processes that
IMR reviews include: Credit Risk, Market Risk, Operational Risk, CCAR, ICAAP, Economic Capital, Allowance for Loan and
Lease Losses, Loss Forecasting, AML, Counterparty Credit Risk, Interest Rate Risk, Risk Sensitivity, Hedging and Fair Value
Adjustment.

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

Sustainability Risk Management Sustainability risk is measured by assessing the potential sustainability impacts of a customer's
activities and assigning a sustainability risk rating. Sustainability risk is monitored by the businesses and the Credit Approval Unit,
as well as Group Sustainability Risk. Sustainability risk managers in the Wholesale Credit Risk function, with input from Group
Sustainability Risk, are responsible for advising our businesses on managing environmental and social risks. The Wholesale Credit
Risk function's responsibilities in relation to sustainability risk include:

* overseeing our sustainability risk standards, our application of the Equator Principles and our sustainability policies
(covering agricultural commodities, chemicals, defense, energy, forestry, mining and metals, Ramsar Wetlands and
UNESCO World Heritage Sites);

» undertaking an independent review of transactions, including escalating transactions to Group Sustainability Risk where
sustainability risks are assessed to be high and approving transactions where sustainability risks are of a lower magnitude;
and

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

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

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

CDS — Credit Default Swap.

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

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

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

First Line of Defense or First LoD — Part of the Three Lines of Defense ("LoD") model for managing risk. The First LoD is
predominately comprised of management who are accountable and responsible for their day to day activities, processes and controls.
The First LoD owns the risks and is responsible for identifying, recording, reporting and managing risks, and ensuring that the
right controls and assessments are in place to mitigate them.

FRB — The Federal Reserve Board; our principal regulator.

Futures Contract — An exchange-traded contract to buy or sell a stated amount of a financial instrument or index at a specified
future date and price.

Global Bank Note Program — A $40 billion note program, under which HSBC Bank USA issues senior and subordinated debt.

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

Group Reporting Basis — A measure of reporting results using financial information prepared on the basis of HSBC Group's
accounting and reporting policies which apply International Financial Reporting Standards as issued by the International Accounting
Standards Board and endorsed by the European Union.

HQLA - High Quality Liquid Assets; cash or assets that can be converted into cash quickly through sales (or by being pledged as
collateral) with no significant loss of value.

Interest Rate Swap — Contract between two parties to exchange interest payments on a stated principal amount (notional principal)
for a specified period. Typically, one party makes fixed rate payments, while the other party makes payments using a variable rate.

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

Liquidity — A measure of how quickly we can convert assets to cash or raise additional cash by issuing debt.

Loan-to-Value ("LTV") Ratio — For first liens, the current loan balance expressed as a percentage of the current property value.
For second liens, the current loan balance plus the senior lien amount at origination expressed as a percentage of the current property
value.

Mortgage Servicing Rights ("MSRs") — An intangible asset which represents the right to service mortgage loans. These rights are
recognized at the time the related loans are sold or the rights are acquired.

Net Charge-off Ratio — Net charge-offs of loans expressed as a percentage of average loans outstanding for a given period.
Net Interest Income — Interest income earned on interest-bearing assets less interest expense on deposits and borrowed funds.
Net Interest Income to Total Assets — Net interest income expressed as a percentage of average total assets for a given period.
Net Interest Margin — Net interest income expressed as a percentage of average interest earning assets for a given period.
Nonaccruing Loans — Loans on which we no longer accrue interest because ultimate collection is unlikely.

OCC — The Office of the Comptroller of the Currency; the principal regulator for HSBC Bank USA.

Options — A contract giving the owner the right, but not the obligation, to buy or sell a specified item at a fixed price for a specified
period.

Portfolio Seasoning — Relates to the aging of origination vintages. Loss patterns emerge slowly over time as new accounts are
booked.
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Rate of Return on Common Equity — Net income (loss), reduced by preferred dividends, divided by average common equity for a
given period.

Rate of Return on Risk-Weighted Assets - Net income (loss) divided by average risk-weighted assets for a given period.

Rate of Return on Tangible Common Equity - Net income (loss), reduced by preferred dividends, divided by average common
equity less goodwill and intangible assets (purchased credit card relationships) for a given period.

Rate of Return on Total Assets — Net income (loss) divided by average total assets for a given period.
Rate of Return on Total Equity — Net income (loss) divided by average total equity for a given period.

Residential Mortgage Loan — Closed-end loans and revolving lines of credit secured by first or second liens on residential real
estate. Depending on the type of residential mortgage, interest can either be fixed or adjustable.

REO — Real Estate Owned
SEC — The Securities and Exchange Commission.

Second Line of Defense or Second LoD — Part of the Three LoD model for managing risk. The Second LoD is predominately
comprised of various functions, such as Finance, Legal, Risk, Compliance and Human Resources, whose role as risk stewards is
to set the policy and guidelines for managing specific risk areas, provide advice and guidance in relation to the risk, and challenge
the First LoD on effective risk management.

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

Third Line of Defense or Third LoD — Part of the Three LoD model for managing risk. The Third LoD is comprised of our Internal
Audit function, which provides independent and objective assurance of the adequacy of the design and operational effectiveness
of our risk management framework and governance control process.

Three Lines of Defense Model — This model delineates management accountabilities and responsibilities for risk management and
the control environment and underpins our approach to risk management by clarifying responsibilities, encouraging collaboration
and enabling efficient coordination of risk and control activities.

Total Equity to Total Assets — Total equity expressed as a percentage of total assets as of a given date.

U.S. GAAP — Generally accepted accounting principles in the United States.
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CONSOLIDATED AVERAGE BALANCES AND INTEREST RATES

The following table summarizes the year-to-date average daily balances of the principal components of assets, liabilities and equity
together with their respective interest amounts and rates earned or paid, presented on a taxable equivalent basis, which resulted in
increases to interest income on securities of nil, nil and $1 million during the years ended December 31, 2018, 2017 and 2016,
respectively. Net interest margin is calculated by dividing net interest income by the average interest earning assets from which
interest income is earned. Loan interest for the years ended December 31, 2018, 2017 and 2016 included fees of $72 million, $74
million and $80 million respectively.
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2018 2017 2016
Average Average Average
Balance Interest Rate Balance Interest Rate Balance Interest Rate
(dollars are in millions)
Assets:
Interest bearing deposits with
baAnKS ....coveveeeirieiieece $ 21,868 $ 440 2.01% $ 38811 § 447 1.15% $ 31,999 165 .52%
Federal funds sold and securities
purchased under resale
AGIEEMENTS ......ovoveeeeeeeereeeeeenenn 6,309 205 3.25 7,263 222 3.06 12,881 200 1.55
Trading securities 13,369 213 1.59 10,646 209 1.96 11,556 262 2.27
SECUTTLIES .t 45,433 1,131 2.49 47,492 952 2.01 52,469 957 1.82
Loans:
Commercial ........oeeeeveueeneeeens 47,826 1,840 3.85 50,474 1,511 2.99 61,401 1,537 2.50
Consumer:
Residential mortgages ............ 17,416 604 347 17,418 583 3.35 18,001 596 3.31
Home equity mortgages.......... 1,084 50 4.61 1,289 50 3.88 1,506 52 3.45
Credit cards.... 845 69 8.17 658 70 10.64 668 71 10.63
Other consumer 362 26 7.18 451 27 5.99 476 28 5.88
Total consumer-..........cceceeerveueuencne 19,707 749 3.80 19,816 730 3.68 20,651 747 3.62
Total 10ans ........cccoeeervecnnieccnne 67,533 2,589 3.83 70,290 2,241 3.19 82,052 2,284 2.78
Other...ccoveeiiieiireeeeeceee 3,797 77 2.03 2,997 52 1.74 2,394 43 1.80
Total interest earning assets............. $ 158,309 $ 4,655 294% $ 177,499 $ 4,123 2.32% $ 193,351 3,911 2.02%
Allowance for credit losses ............. (573) (888) (1,012)
Cash and due from banks ................ 1,140 1,112 998
Other assetS.......cooveevvieveeeieecieeeieenns 19,167 20,820 13,855
Total assets ....................cceeeeeuenn... W m m
Liabilities and Equity - - -
Domestic deposits:
Savings deposits ........ccecererueeeennens $ 48,153 $ 319 66% $ 49,635 § 237 A8% $ 50,949 135 26%
Time deposits......oceererueeeereerenenens 22,372 557 2.49 22,709 357 1.57 25,594 264 1.03
Other interest bearing deposits..... 10,248 157 1.53 11,023 53 48 7,827 10 13
Foreign deposits:
Foreign banks deposits.................. 4,304 19 44 6,302 36 57 8,747 45 51
Other interest bearing deposits..... 1,434 19 1.32 3,144 19 .60 4,099 14 34
Deposits held for sale ............... 149 1 57 228 1 .53 — — —
Total interest bearing deposits......... 86,660 1,072 1.24 93,041 703 .76 97,216 468 48
Short-term borrowings .................... 6,292 172 2.73 9,465 124 1.31 10,153 79 18
Long-term debt........cccovueernueencnnnne 31,433 1,123 3.57 37,155 998 2.69 36,204 864 2.39
Total interest bearing deposits and
debtuuniiiiiiiieee 124,385 2,367 1.90 139,661 1,825 1.31 143,573 1,411 98
Tax liabilities and other-................... 1,347 36 2.67 1,284 25 1.95 821 15 1.83
Total interest bearing liabilities....... $ 125,732 $ 2,403 191% $ 140,945 $ 1,850 1.31% § 144,394 1,426 .99%
Net interest income/Interest rate
SPIEAd ...t $ 2252  1.03% $ 2273  101% $ 248  103%
Noninterest bearing deposits ........... 25651 29,686 - - 31,682 - -
Other liabilities ........cccceevevererieeennnns 6,695 7,149 10,168
Total eqUILY ....eveveerreeieieerieeeieiens 19,965 20,763 20,948
Total liabilities and equity .............. m m m
Net interest margin on average - - -
€ArNING ASSELS ...veuvveveneeeeenereeeene 1.42% 1.28% 1.28%

Net interest income to average total
ASSELS .o

1.26%
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Information required by this Item is included within Item 7. Management's Discussion and Analysis of Financial Condition and
Results of Operations in the Risk Management section under the captions "Interest Rate Risk Management" and "Market Risk
Management."

Item 8. Financial Statements and Supplementary Data

Our 2018 Financial Statements meet the requirements of Regulation S-X. The 2018 Financial Statements and supplementary
financial information specified by Item 302 of Regulation S-K are set forth below.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholder of
HSBC USA Inc.:

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of HSBC USA Inc. and its subsidiaries ("the Company")
as of December 31, 2018 and 2017, and the related consolidated statements of income (loss), comprehensive income
(loss), changes in equity and cash flows for each of the three years in the period ended December 31, 2018, including
the related notes (collectively referred to as the "consolidated financial statements"). In our opinion, the consolidated
financial statements present fairly, in all material respects, the financial position of the Company as of December 31,
2018 and 2017, and the results of its operations and its cash flows for each of the three years in the period ended
December 31, 2018 in conformity with accounting principles generally accepted in the United States of America.

Change in Accounting Principle

As discussed in Note 15 to the consolidated financial statements, the Company changed the manner in which it accounts
for classification and measurement of financial liabilities measured under the fair value option in 2017.

Basis for Opinion

These consolidated financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on the Company's consolidated financial statements based on our audits. We are a public accounting
firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to
be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable
rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits of these consolidated financial statements in accordance with the standards of the PCAOB.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated
financial statements are free of material misstatement, whether due to error or fraud. The Company is not required to
have, nor were we engaged to perform, an audit of its internal control over financial reporting. As part of our audits
we are required to obtain an understanding of internal control over financial reporting but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal control over financial reporting. Accordingly, we
express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial
statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures
included examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial
statements. Our audits also included evaluating the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements. We believe that
our audits provide a reasonable basis for our opinion.

/s/ PricewaterhouseCoopers LLP
New York, New York
February 19, 2019

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

Year Ended December 31, 2018 2017 2016
(in millions)
Interest income:
LLOAIIS. ..ottt ettt ettt ettt ettt et et e et et et et et et eneens 2,589 $§ 2241 $§ 2,284
SECUTTEIES vttt ittt ee ettt e e e ettt e e e et e eeeeeaeeeeeeseaaeteeeeseaaasseeesssasseeessssnsseeesessnaseeeesannes 1,131 952 956
TTAdING SECUIILICS. .. eeuvetieeretieieeteeteeteete et eteeteestesstessesseesseesaesseessesseessesseessessaessesseessenseensas 213 209 262
ShOTt-term INVESTMENLS ......c.veivieieitieieetieteeeeteeee st eee e eaeseeeseseeebeessesseessesseessesseessesseennas 645 669 365
(07313 SO ESESRSRSRSURRSRP 71 52 43
TOtAl INLEFESt INCOME. ......................ccoeeeeeeeeeeeeceeeeeeeeeeeee e eeeeee e et e e et e e e e s aaae e e e e enanees 4,655 4,123 3,910
Interest expense:
DIEPOSILS ...veeeeeieiieiieteeit ettt et et et e et et e e st eae st esessteseesae s e esae s e e nb et e ente st ente st ensenneenreeneennes 1,072 703 468
ShOTt-term DOTTOWINES .....veevvevieeieiieieeieeieeteeteeee st eeesteetesteeseseeesesssesseesseseessesseessesseenses 172 124 79
LoNG-erM deDt ....oviiiiiiieiieiiceececeeee ettt ere e 1,123 998 864
ORI ettt h et ettt b e a ettt b et et e e et et et et et eneenes 36 25 15
TOtAL INLETESE EXPEHSE .............cceeee ettt eee e stee s ve e teesbeessaesase e baeesseentaessseenseenens 2,403 1,850 1,426
INEt INTEIESt INCOIMNE .......veeieeieeeeeee et e ettt e eete e e et e e e e e eeaeeeeeaeeeeaeeeeeseeeeeeeeeenseeeenneeeeereeeensneeans 2,252 2,273 2,484
Provision fOr Credit IOSSES .......cciiiiieiiiieiecieeete ettt ettt eve et eebeesabeeveesaneevaeeaneenreas (73) (165) 372
Net interest income after provision for credit I0SSes .....................cooovveveevieveenieecenieeireneenans 2,325 2,438 2,112
Other revenues:
Credit Card FEES, MET .....iii it e e e e e et e e e e eaaaeeeeeeennaaeeeeean 50 46 52
Trust and investment Management fEeS..........ocuererieririereeereee e 135 156 153
Other fees and COMMUISSIONS .......c.viecuieriieitieeieeiteeereeeteesteesteesreeveessseebeessseeseeseseeseessseans 684 669 721
TTAAING TEVEIUE ......eeuieiieiieiieie ettt ettt e te st e ste st e s e esaesseeasesseessenseessenseensenseensesseanses 625 354 227
Other SECUTTHIES ZAINS, NCL......ccuerieiieieiieiesieetesteeterteete e eaesteesesseessesseessesseessesseessesseenses 24 52 70
Servicing and other fees from HSBC affiliates .........cccocvevuivieviiiieniicieiccieeeeeeee e 356 348 289
Gain (loss) on instruments designated at fair value and related derivatives....................... 19 43 (71)
Other INCOME (I0SS)..euvvieiieiiietieiiieitteete et e eteeteesteeeteesebeesseeseseaseessseesseesssaenseessseasseensseans 6 334 (37)
TOtAL OLREE FEVERUES ...................oeeeeeeeeeeeeeeeeeeeeeeee e et e e e e e 1,899 2,002 1,404
Operating expenses:
Salaries and employee DENETILS........ccieieriieieriieieri et 830 1,077 981
Support services from HSBC affiliates..........cccvevvevieviiiiiciiiieiecieieciee e 1,603 1,549 1,495
OCCUPANCY EXPEINSE, NET...eeutieuiiiieniirtieteeteeteettestesitenteeteenteestesbeeneeabeestesbeentesbeentesseeeesseenees 185 202 171
OtHET EXPEIISES ....eenveeueetieieeetiete et et et ettt e et et e ste et esae e st esbeesee bt enee bt enee st e enseeseeneeeneeneeeneennes 1,020 563 651
Total OPErating EXPENSES .................ccccueecreaieeereeeieeecteeeeeeeteeeae e e e s aeaeaeestaseteessseebeessseenseesens 3,638 3,391 3,298
InCOmME DEfOre INCOME TAX .....vviiieiiiieieie ettt et e e e e e e eeaneeeenns 586 1,049 218
INCOME TAX EXPEIISE ..evvverrieiierienrietietesetetestesteetesteessesseesseeseesseasaessesssesseassesssessesssessesseesenssenes 266 1,228 89
INELIHCOME (0SS) ...ttt ettt e e e $ 320 $  (179) 129

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)
Year Ended December 31,

2018 2017 2016

INELIRCOME (LOSS) ...t e e e e

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

INVESLMENT SECUTTTIES ...veuveutentenienieiieiietteteeie ettt ettt ettt ettt ettt st et be e sae e neens
Fair value option liabilities attributable to our own credit spread.............ccovveueennene.
Derivatives designated as cash flow hedges .........cccooeviiriiiiniiiniieeeee
Pension and post-retirement benefit plans ...........cooceeoirieriiiieneieneeeee
Total other comprehensive iNCOMe (10SS).................ccooceeeeeeceiiciieeieeiieeieeie e
Comprehensive INCOME (L0SS) ..................ccveceieeeeeeeecieeeieeeeeeeee et eve e ve e

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

CONSOLIDATED BALANCE SHEET

At December 31, 2018 2017
(in millions, except share data)
Assets'™”
Cash and dUE IO DANKS. .........cc.oiiiiiiiiieceecee et e e et e e e e e eaaeeeeaeeeeseeeeaeeeaeeeenreeenreeeneeas $ 1,514 § 1,115
Interest bearing deposits With DANKS. ........c.ccuerieriiiiiiiieieieteteese ettt ettt st ese e ssessessessessessenes 15,700 11,157
Federal funds sold and securities purchased under agreements to resell (includes nil and $80 million
designated under fair value option at December 31, 2018 and 2017, reSpectively).........ccoeevevrrererererrerennnn. 10,168 32,618
Trading assets (includes $2.5 billion and $3.2 billion of assets pledged to creditors at December 31, 2018
AN 2017, TESPECTIVELY) ...ervieevece ettt s et s s st saesessesessessssesaesnasssraeseraesarsenas 21,978 16,150
Securities available-for-sale (includes $822 million and $524 million of assets pledged to creditors at
December 31, 2018 and 2017, TESPECHVELY) ...ucvvveereerereiieeieteie ettt ettt s sesanes 31,379 30,700
Securities held-to-maturity (fair value of $14.4 billion and $13.9 billion at December 31, 2018 and 2017,
FESPECTIVELY)....cvoeveevecee st secee e sese s see et s et sae s s s s s e s ss e s s s et snasssssessssessssessssesassenssssnsessrsessssessesnsesaneesarsenes 14,670 13,977
) 0 1 0T O TRROPRRN 68,978 72,563
Less — allowance fOr CIEdit IOSSES .....cuiiiiiiiiiieiieiiesiestteste ettt et e e te e st essaeetaesbeesteesbeesaesseesseessaessesssenssenseas 541 681
LLOAIIS, NMEL ...ttt ettt et e et e e et e e et e e eae e e eta e e et e e eaeeeeateeeaeeeteeeeateeeateeteeeeateeereeareeas 68,437 71,882
Loans held for sale (includes $109 million and $471 million designated under fair value option at December
31,2018 and 2017, TESPECHIVELY) ...vuvevererieieee et seeee et sae st et seraenes 512 715
Properties and SqUIPIMENT, MO .......c.e.iiuiieirieieeiieierte ettt ettt eae et et s e st ese et et eseebeseebe s eseebeneeseaseseeneneas 158 185
GOOAWILL ...ttt ettt ettt ettt et eae et e st esb e b e beebe et e eteessessessessessesseseseaseeseessassessensassassessens 1,607 1,607
OBRET @SSEES.....uviiitieeetie et ettt et e e ettt e ettt e e te e e eaeeeeaaeeeaeeeeaeeeeaseeeaseeeeaseeeasseeaseeeeaseeeaseeesseeesseeeaneeeaeeeeareeenreeaaeean 6,325 7,129
TOTAL ASSELS ...............coeeeeeeeeeeeeeeeee ettt e e e e e ettt e ettt e e et e e eae e e eaeeeeaseeeaseeeaeeeeaeesenteeeaeeeeareeenseeeneen $ 172,448 §$ 187,235
Liabilities™”
Debt:
Domestic deposits:
NONINEETEST DEATINE ...ttt ettt ettt eh et e et st e bt s b e bt e bt ebt et et et e b e sbeebe e bt estennenbententenee $ 25,639 $ 28,153
Interest bearing (includes $8.2 billion and $7.7 billion designated under fair value option at December
31,2018 and 2017, TESPECHVELY) ......vvvveeeceeeeveeeceeeeeeee ettt s e s e st es e aes s saseesessnanessaes 78,830 84,223
Foreign deposits:
INONINEETESE DEATINE ...ttt ettt ettt ettt se et e ekt es et e e b e s e e st et et eb e et eneebeneeseeseneanennas 202 322
INEETEST DEATINE. ...ttt ettt ettt b e e bbbt e st et et et s bt bt s bt ebeebte st et e nbenbennes 6,274 5,331
Deposits REld fOT SALE ......eouiiuiitieiieie ettt ettt b e s bbbttt ettt et st nee 10 673
TOLAL AEPOSIES....veuteietieieeieeiteite ettt ettt et e et e st e st e st e st et e s besbesseeseeseentensesebenbeebeeseeneentensensetentenee 110,955 118,702
Short-term borrowings (includes $560 million and $2.0 billion designated under fair value option at
December 31, 2018 and 2017, T€SPECHIVELY) .......cvverereceeereeeeeteeeeieeee e sesaesesae e sesessenae s s sesanaenans 4,180 4,650
Long-term debt (includes $11.2 billion and $12.9 billion designated under fair value option at December
31,2018 and 2017, TESPECHVELY) ..vvuveeeeeiveiceeeeeeeceeeeteeeeee ettt se et es e s st s s e st esnassesenaranaesans 30,628 34,966
TOTAL AEDE ...ttt ettt sttt et at et e st et e b e b e et e e b e et e eseese e st e st et e seeseeseeseeneentententensensetenrenne 145,763 158,318
TTAAING THADTIEIES ... vttt ettt ettt ettt et et e et e b e s beebe et e esaesaeseessessensensenseseaseaseeseessessensansansensanen 3,643 4,879
Interest, taxes and Other HADIIITIES .........c.eccviiiiiieeie ettt ettt e et e et e et e teeeteeeteeteeteenreeneeeneeeaeeenees 2,536 3,944
TOtAL LIADIIILIES...................ooeeeneeeeeeee ettt ettt ettt et e e st e st e e beeteetsess e st ess e b e saesaeeseeseeseessensensassensesas 151,942 167,141
Equity
Preferred stock (no par value; 40,999,000 shares authorized; 1,265 shares issued and outstanding at both
December 31, 2018 aNd 2017)......vuiuieiieeeeeeeeeeeeeeeeee e s sttt n st enanes 1,265 1,265
Common equity:
Common stock ($5 par; 150,000,000 shares authorized; 714 shares issued and outstanding at both
December 31, 2018 aNd 2017) .oviouieieieieieieiese ettt ettt e te et e et et esessestesaesseeseesaensensesensensens — —
Additional paid-in capital . 18,136 18,130
REtAINEA CAIMINGS ....vevievieiieiieiieieiestec ettt et e st e et e e teetaesaesaessessessessessesseeseessensensanseseaseeseassessensessensensenss 1,471 1,130
Accumulated other COMPIENENSIVE 10SS......c.e.iiuirieiiitiieiiiei ettt (366) (431)
TOtal COMIMON EQUILY -..uveutentetieteetiete ettt ettt ettt ettt bttt e et e b e e b sb e e bt e bt ebe e st e st en b et et e bt ebeebe e bt eneententensenbentenee 19,241 18,829
TOUAL @QUILY ...ttt ettt a e vttt ettt et et et e b e ebeeteetsessess e st et et et eeaeereeseeatent et eteeteaas 20,506 20,094
Total liabilities ARd @qQUIL).....................ccoocueeeieiesieeieeeeeeeetet ettt ettt ettt et e s b et e s besbesseeseeneenaensensensensens $ 172,448 §$ 187,235
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HSBC USA Inc.

M The following table summarizes assets and liabilities related to our consolidated variable interest entities ("VIEs") at December 31, 2018 and 2017 which

are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate in consolidation. See Note 25, "Variable Interest
Entities," for additional information.

At December 31, 2018 2017
(in millions)
Assets
OFNET @SSELS..c.vveueatetetiietet ettt ettt ettt et ea et be s ea e e b e st b b e st et b st et eb et b eseae et e b e st et e b em et e b e s et et e bttt eben e seebe et esebens $ 112§ 154
TOTAL ASSEES....veteueeiietetet ettt ettt b et ettt e bt a et h b b et eh et et eb e bt st e st e bt b et e h e bt a e h e e et bbbt st et e et bt e bt et b e $ 112§ 154
Liabilities
Long-term debt............ - $ 66 $ 73
Interest, taxes and other liabilities.. 37 59
TOLAL THADIIIHIES ...ttt ettt sttt b ettt bbbt ettt b et st bt seebens $ 103 $ 132

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

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
Year Ended December 31,

Preferred stock
Balance at beginning of period

Preferred StOCK ISSUANCE......cueuiiiiieiirieceieie ettt
Preferred stock redemPtion .........c.coiiueiiiiieiieee s

Balance at end Of PETIOQ ........coueiiriiiiiiiieeeeeeee et

Common stock

Balance at beginning and end of Period ...........cccocceiriiiniiininiiinee e

Additional paid-in capital

Balance at beginning of PEriod........cceeieieieriesieriirieeeee ettt sra e
Employee Benefit PLanS ..........ccooiiiiiiiiee ettt

Balance at end Of PETIOQ .....c..ooueiiriiiiiiiieieeee ettt

Retained earnings

Balance at beginning of PEriod.........coecivueiriiiiiiniiiiiiec ettt

Reclassification from accumulated other comprehensive loss of cumulative effect adjustment
to initially apply new accounting guidance for equity investments which were previously
classified as available-for-sale, NEt OF tAX .........cceoeviiiiiiiiiiicee e e

Cumulative effect adjustment to initially apply new accounting guidance for equity
investments which were previously measured at cost, net of taX ........c.cccceeeeveriiincineneennne

Reclassification from accumulated other comprehensive loss of cumulative effective
adjustment to initially apply new accounting guidance for stranded tax effects resulting
from the Tax Cuts and Jobs Act ("Tax Legislation") .........cccoceovvereininniinenneneineeneeecnne

Reclassification to accumulated other comprehensive loss of cumulative effect adjustment to
initially apply new accounting guidance for financial liabilities measured under the fair
Value OPLION, NEE OF TAX..c.uevirtietietietieieieietete ettt ettt esbe st e st e ereeteesaesaessessessessessesseaseas

Balance at beginning of period, adjusted...........cceoiririririniiieeee e
INEt TNCOME (J0SS) -vuvenvitirtieiieiietetert ettt ettt ettt ettt ettt et e et s b st b st e st et et e bebesbeenes

Cash dividends declared on preferred stock

Balance at end Of PETIOQ .....cvevveriiiiiriieieieieieeeee ettt ettt aestesne e
Accumulated other comprehensive loss
Balance at beginning of Period...........ooueiiiieiriiieie e

Reclassification to retained earnings of cumulative effect adjustment to initially apply new
accounting guidance for equity investments which were previously classified as available-
FOr-8A1E, TET OF TAX ...eiiiiiieiii ettt e e et e e et e e etteeeaeeeeaeeeeaseeennes

Reclassification to retained earnings of cumulative effective adjustment to initially apply new
accounting guidance for stranded tax effects resulting from Tax Legislation ............c.ccceceue.

Reclassification from retained earnings of cumulative effect adjustment to initially apply new
accounting guidance for financial liabilities measured under the fair value option, net of tax

Balance at beginning of period, adjusted...........cceviririeieieeieieieeereese e

Other comprehensive income (108s), Nt OF tAX........eiieririreiiieceee e
Balance at end of period
Total common equity

TOtAL @QUILY ..........c..c.oeieeceee ettt

Shares of preferred stock
Number of shares at beginning of Period ...........ccoeireiiinrineeeee e
Number of shares of preferred stock isSued t0 Parent..........oecuevuerererinineninieieieieesenenene
Number of shares of preferred stock redeemed............coeeeeieiierieninininineeeeeee e
Number of shares at end 0f PEriod ..........ccuevierieriririririeeee e
Shares of common stock

Number of shares at beginning and end of Period.........cccuevverierierenerinieieieeeeee e

The accompanying notes are an integral part of the consolidated financial statements.
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2018 2017 2016
(in millions)
1,265 $ 1,265 $ 1,265
— — 1,265
— — (1,265)
1,265 $ 1,265 § 1,265
18,130 18,148 18,169
6 (18) (21)
18,136 18,130 18,148
1,130 1,560 1,498
“) — —
10 — —
91 — —
— (174) —
1,227 1,386 1,498
320 (179) 129
(76) (77) (67)
1,471 1,130 1,560
(431) (618) 407)
4 _ _
1 — —
— 174 —
(518) (444) 407)
152 13 211
(366) (431) (618)
19,241 18,829 19,090
20,506 $ 20,094 $ 20,355
1,265 1,265 21,447,500
— — 1,265
— —  (21,447,500)
1,265 1,265 1,265
714 714 714



HSBC USA Inc.

CONSOLIDATED STATEMENT OF CASH FLOWS

Year Ended December 31, 2018 2017 2016
(in millions)
Cash flows from operating activities
INEE TNCOMMIE (JOSS) -vuvintiuietieiieitetesteet ettt ettt ettt et b et e bt st et et este st e sb e e bt bt e bt e st eneensenbebentestesaeee $ 320 $ (179) 129
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Depreciation and amMOTTIZAION ........cc.evveeererereeieteiesiestesteeteeseeseestestesessessessessessesseessessensessessessessens (80) (112) (45)
ProviSion fOr CIEAIt LOSSES ....uveureierierieriesieeiisieeeetete ettt sttt et estesae b esse s esseesessasseessessensessensensenseas (73) (165) 372
Deferred iNCOME taX PrOVISION .....iiteuieuireeiieteietietesietetettet et teseste e et seseeseneesesseseeseseesesseneeseseenessenes 151 303 (140)
Net realized gains on securities available-for-sale ............coceviriniiiiiienienineeeeee 24) (52) (70)
Net change in other assets and liabilities (1,830) (462) 1,723
Net change in loans held for sale:
Originations and purchases of loans held for sale............cocveieriiiieniininiicceeeeeee e (2,399) (2,360) (2,398)
Sales and collections of loans held for sale.... 2,850 2,522 2,581
Net change in trading assets and Habilities ..........cccceireiriirire e (7,076) 671 (2,312)
Lower of amortized cost or fair value adjustments on loans held for sale..........cccceceeveenieninincnennn. Q)] (18) 83
Loss (gain) on instruments designated at fair value and related derivatives..........cccceceevverienenenennene (19) (43) 71
Net cash provided by (used in) OPErating aCtiVItICS.........eeeeueerererrierierierierierterteeteeteeneeeeeeseessessesseseeseenes (8,185) 105 6)
Cash flows from investing activities
Net change in federal funds sold and securities purchased under agreements to resell ..........ccccoervenenne 22,450 (2,596) (10,176)
Securities available-for-sale:
Purchases of securities available-for-sale...........cccveviiiieiiiiiiecieeeeeee e (10,540) (9,229) (22,815)
Proceeds from sales of securities available-for-sale..............ccooveeeiiiiiiiiiiieeiiecceccee e 5,169 14,196 19,462
Proceeds from maturities of securities available-for-sale .... 4,224 1,800 1,930
Securities held-to-maturity:
Purchases of securities held-t0-MAatUITtY ..........ccecverierierieriririeieiet ettt e e e e e e ssesaesseeeeas 3,007) (3,722) (1,538)
Proceeds from maturities of securities held-to-maturity 2,276 2,512 2,704
Change in loans:
Collections, Net OF OTIZINALIONS .......ccververiiriiririeieteterte ettt ettt et et et sbeseeeae st et eteneesaesbesneas 2,527 (19) 7,391
Loans S01d t0 third PArties .........ccueeuerieriererieieietetete ettt ettt et et sttt eeeese et entensessesseeneas 758 2,183 1,621
Net cash used for acquisitions of properties and eqUIPIMENT .........ccecververrerieriererieieieieieseeseese e seeseeens an (36) (32)
Net outflows related to the sale of a portion of our Private Banking business..........c..cecvevvevverererennens (515) (320) —
(01 1= VR 1 =1 AT 50 549 114
Net cash provided by (used in) INVESHNG ACHIVILIES .....ceueeuveierierierieririeeieeieteteeeete ettt 23,375 5,318 (1,339)
Cash flows from financing activities
Net Change 1N AEPOSILS ......eeueeieierierie ettt ettt ettt et et et e e saesbesbeebe e bt eseesteneensensesensesseseennn (6,928) (10,290) 10,525
Debt:
Net change in Short-term DOTTOWINZS .....cc.ecveevieeieieieieriestesteeteeeeeeeetesaessessessesseeseesaesaensesensessessenss (469) (449) 110
Issuance of 1oNg-term deDt ..........ciiiiiiiiieieiee ettt s 11,923 5,158 8,694
Repayment of long-term debt (14,704) (8,948) (4,869)
Preferred STOCK ISSUANCE .......ooouviiiiieetie ettt ettt e et e e et e e eaeeeeteeeeteeeeaeeeeareeeteeeennens — — 1,265
Preferred StoCK red@mPLion.......c..ccvvuiriiuiiiiiiiieice ettt — — (1,265)
Other increases (decreases) in CapPital SUIPIUS .....eevieieieiirieriirieeieeeeet ettt eae s 6 (18) 21)
DiIVIAENAS PAIA....eeuieiieieierieeeeeeeee ettt ettt et e b e st e et e etesseesaessessessessessesseaseeseessensensansensesseasen (76) a7 67)
Net cash provided by (used in) financing aCtiVities..........eeveereiririeirieeereeree e (10,248) (14,624) 14,372
Net change in cash and due from banks and interest bearing deposits with banks"” ............c...ccocovuee... 4,942 (9,201) 13,027
Cash and due from banks and interest bearing deposits with banks at beginning of period™" ................ 12,272 21,473 8,446
Cash and due from banks and interest bearing deposits with banks at end of period® ... $ 17,214 $§ 12272 $ 21473
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CONSOLIDATED STATEMENT OF CASH FLOWS (Continued)

Year Ended December 31, 2018 2017 2016

(in millions)
Supplemental disclosure of cash flow information
Interest paid during the period .~ $ 235 $ 1816 $ 1446
Net income taxes paid (refunded) during the period ..........ccoeieieiieiienieneniereeeeeee e 348 783 (289)
Supplemental disclosure of non-cash investing activities
Transfer of 10ans to held fOr SAlE, NEL ........oc.viiiiiiiiii et eeaaeeenaeeeas 1,042 1,253 1,588
Transfer of other assets to loans held for sale — — 78
Fair value of properties added to real estate owned upon forecloSure ...........ccceeeeereeieeesierienenenenenne 11 12 41

M As a result of adopting new accounting guidance in 2018, we changed our presentation of cash and cash equivalents to include cash and due from banks as
well as interest bearing deposits with banks, which includes restricted cash. See Note 2, "Summary of Significant Accounting Policies and New Accounting

Pronouncements," for further discussion.

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note Page Note Page
I Organization .............eceeveeeerveeeenuenseessessnessennnns 114 16 INCOME TAXES ..eovvievrenrieeieiieierieeie e ereeieeie e 159
2 Summary of Significant Accounting Policies 115 17 Preferred Stock ......ooccovieiiiiiniiiieeeeeee 161

and New Accounting Pronouncements .........
3 Trading Assets and Liabilities.........ccccoceeveruenene 125 18 Accumulated Other Comprehensive Loss......... 162
4 SECUTTHIES. ccuveveeneereieieriieieeieeieeeee e 126 19 Share-Based Plans ........ccccocceviiiiniininieneneen. 163
S LOANS. ..ttt 131 20 Pension and Other Postretirement Benefits....... 163
6 Allowance for Credit LosSes ........cceceevuervennne 142 21 Fee Income from Contracts with Customers.... 165
7 Loans Held for Sale .......cccccoevvvienenieieiee, 144 22 Related Party Transactions ............ccceevvrvenenen. 167
8 Properties and Equipment, Net...........ccccveennenee 145 23 Business Segments. .......cccceevuerveeruerieeruenieenieneens 170
9 GOoOdWIlL ..ot 145 24 Retained Earnings and Regulatory Capital 176
Requirements ..........cceeeeveeveneeneeieneeieene
10 Sale of Certain Private Banking Client 146 25 Variable Interest Entities.........cccceceecenerencnnenne. 177
Relationships.......ccooceeveevverieeienieeieeeeee
L1 DEPOSILS .ottt 146 26 Guarantee Arrangements, Pledged Assets and 179
Repurchase Agreements............cccceceverennnne.
12 Short-Term Borrowings..........ccocceevevververuenennns 147 27 Fair Value Measurements .............ccceeevrvenennen. 184
13 Long-Term Debt ........ccccooiviiniininiiiiieieees 148 28 Litigation and Regulatory Matters.................... 199
14 Derivative Financial Instruments...................... 149 29 Financial Statements of HSBC USA Inc. 207
(Parent).....c.ccceeeeeeriieeieeee e
15 Fair Value Option.........cccocveeverieiereeieneeieeenns 156 30 Subsequent Event.........cccoceeevevieeieiieienieieeiens 209

1. Organization

HSBC USA Inc. ("HSBC USA"), incorporated under the laws of Maryland, is a New York State based bank holding company and
a wholly-owned subsidiary of HSBC North America Holdings Inc. ("HSBC North America"), which is an indirect wholly-owned
subsidiary of HSBC Holdings plc ("HSBC" and, together with its subsidiaries, "HSBC Group"). HSBC USA (together with its
subsidiaries, "HUSI") may also be referred to in these notes to the consolidated financial statements as "we," "us" or "our."

Through our subsidiaries, we offer a comprehensive range of consumer and commercial banking products and related financial
services. HSBC Bank USA, National Association (together with its subsidiaries, "HSBC Bank USA"), our principal U.S. banking
subsidiary, is a national banking association with banking branch offices and/or representative offices in 17 states and the District
of Columbia. In addition to our domestic offices, we maintain foreign branch offices, subsidiaries and/or representative offices in
Europe, Asia and Latin America. HSBC Bank USA is also an international dealer in derivative instruments denominated in
U.S. dollars and other currencies, focusing on structuring transactions to meet clients' needs.
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2. Summary of Significant Accounting Policies and New Accounting Pronouncements

Significant Accounting Policies

Basis of Presentation The consolidated financial statements include the accounts of HSBC USA and all subsidiaries in which we
hold, directly or indirectly, more than 50 percent of the voting rights, or where we exercise control, including all variable interest
entities ("VIEs") in which we are the primary beneficiary. Investments in companies where we have significant influence over
operating and financing decisions, which primarily are those where the percentage of ownership is at least 20 percent but not more
than 50 percent, are accounted for under the equity method and reported as equity method investments in other assets. All significant
intercompany accounts and transactions have been eliminated.

We assess whether an entity is a VIE and, if so, whether we are its primary beneficiary at the time of initial involvement with the
entity and on an ongoing basis. A VIE is an entity in which the equity investment at risk is not sufficient to finance the entity's
activities without additional subordinated financial support, or as a group, the holders of equity investment at risk lack either a)
the power through voting rights or similar rights to direct the activities of the entity that most significantly impacts the entity's
economic performance; or b) the obligation to absorb the entity's expected losses, the right to receive the expected residual returns,
or both. A VIE must be consolidated by its primary beneficiary, which is the entity with the power to direct the activities of a VIE
that most significantly impact its economic performance and the obligation to absorb losses of, or the right to receive benefits
from, the VIE that could potentially be significant to the VIE.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates. Areas which we consider to be critical accounting estimates
and require a high degree of judgment and complexity include allowance for credit losses, goodwill impairment, valuation of
financial instruments, derivatives held for hedging, deferred tax asset valuation allowances and contingent liabilities. Certain
reclassifications have been made to prior period amounts to conform to the current period presentation.

Cash and Cash Equivalents For the purpose of reporting cash flows, cash and cash equivalents include both cash and due from
banks and interest bearing deposits with banks, which are inclusive of any restricted cash. Restricted cash represents required
reserve balances maintained with the Federal Reserve Bank as discussed further in Note 24, "Retained Earnings and Regulatory
Capital Requirements."

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

With the exception of certain resale and repurchase agreements for which the fair value option has been elected and are further
discussed in Note 15, "Fair Value Option," the amounts advanced under resale agreements and the amounts borrowed under
repurchase agreements are carried on the consolidated balance sheet at the amount advanced or borrowed, plus accrued interest
to date. Interest earned on resale agreements is reported as interest income. Interest paid on repurchase agreements is reported as
interest expense. We offset resale and repurchase agreements executed with the same counterparty under legally enforceable netting
agreements that meet the applicable netting criteria as permitted by generally accepted accounting principles.

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

Trading Assets and Liabilities Financial instruments utilized in trading activities are stated at fair value. Fair value is generally
based on quoted market prices. If quoted market prices are not available, fair values are estimated based on dealer quotes, pricing
models, using observable inputs where available or quoted prices for instruments with similar characteristics. Where applicable,
fair value is determined by reference to quotes provided by multiple independent pricing services. Fair value determined by internal
pricing models is regularly substantiated by the price level executed in the market and the internal pricing models used are
periodically validated by the Markets Independent Model Review ("IMR") function. Realized and unrealized gains and losses are
recognized in trading revenues.

Securities Securities acquired principally for the purpose of selling them in the near term are classified as trading assets and
reported at fair value. Fair value adjustments to trading securities and gains and losses on the sale of such securities are reported
in trading revenue.

Debt securities that we have the ability and intent to hold to maturity are reported at cost adjusted for amortization of premiums
and accretion of discounts, which are recognized as adjustments to yield over the contractual lives of the related securities.
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All other debt securities are classified as available-for-sale ("AFS") and carried at fair value, with unrealized gains and losses, net
of related income taxes, recorded as adjustments to common equity as a component of accumulated other comprehensive loss.

Realized gains and losses on sales of securities available-for-sale and securities held-to-maturity are computed on a specific
identified cost basis and are reported in other securities gains, net. When the fair value of a security has declined below its amortized
cost basis, we evaluate the decline to assess if it is considered other-than-temporary. For debt securities that we intend to sell or
for which it is more likely than not that we will be required to sell before the recovery of its amortized cost basis, the decline in
fair value below the security's amortized cost is deemed to be other than temporary and we recognize an other-than-temporary
impairment loss in earnings equal to the difference between the security's amortized cost and its fair value. For a debt security that
we do not intend to sell and for which it is not more likely than not that we will be required to sell prior to recovery of its amortized
cost basis, but for which we nonetheless do not expect to recover the entire amortized cost basis of the security, we recognize the
portion of the decline in the security's fair value below its amortized cost that represents a credit loss as an other-than-temporary
impairment in earnings and the remaining portion of the decline as an other-than-temporary impairment in other comprehensive
income (loss). For these debt securities, a new cost basis is established, which reflects the amount of the other-than-temporary
impairment loss recognized in earnings.

Beginning January 1, 2018, equity securities that are not classified as trading are reported in other assets and measured at fair value
with changes in fair value recognized in other income (loss). Equity securities that are not considered to have readily determinable
fair values are carried at amortized cost, less impairment, adjusted for observable price changes. Prior to January 1, 2018, equity
securities that were not classified as trading were reported in securities available-for-sale and measured at fair value with changes
in fair value recognized in other comprehensive income (loss) or, for equity securities without readily determinable fair values,
carried at amortized cost less impairment in other assets.

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

Loans Loans are stated at amortized cost, which represents the principal amount outstanding, net of unearned income, charge-
offs, unamortized purchase premium or discount, unamortized nonrefundable fees and related direct loan origination costs and
purchase accounting fair value adjustments. The carrying amount of loans represents their amortized cost reduced by the allowance
for credit losses.

Premiums and discounts and purchase accounting fair value adjustments are recognized as adjustments to yield over the estimated
or contractual lives of the related loans. Interest income is recorded based on the effective interest method.

Troubled debt restructurings ("TDR Loans") are loans for which the original contractual terms have been modified to provide for
terms that are less than we would be willing to accept for new loans with comparable risk because of deterioration in the borrower's
financial condition. Interest on TDR Loans is recognized when collection is reasonably assured. For commercial nonaccrual TDR
Loans, the resumption of interest accrual generally occurs when the borrower has complied with the modified payment terms and
conditions for twelve months while maintaining compliance with other terms and conditions of that specific restructuring. For
consumer nonaccrual TDR Loans, interest accruals are resumed when the loan becomes current or becomes less than 90 days
delinquent and six months of consecutive payments have been made. Modifications resulting in TDR Loans may include changes
to one or more terms of the loan, including but not limited to, a change in interest rate, an extension of the amortization period, a
reduction in payment amount and partial forgiveness or deferment of principal, accrued interest or other loan covenants.

Nonrefundable fees and related direct costs associated with the origination of loans are deferred and netted against outstanding
loan balances. The amortization of net deferred fees, which include points on real estate secured loans and costs, is recognized in
interest income, generally by the interest method, based on the estimated or contractual lives of the related loans. Amortization
periods are periodically adjusted for loan prepayments and changes in other market assumptions. Annual fees on credit cards, net
of direct lending costs, are deferred and amortized on a straight-line basis over one year.

Nonrefundable fees related to lending activities other than direct loan origination are recognized in other revenues over the period
in which the related service is provided. This includes fees associated with loan commitments, revolving credit facilities, standby
letters of credit, loan syndication and other transaction based fees. Loan syndication fees received for managing a syndication and
other transaction based fees are recognized at the point in time the transaction occurs. Fees associated with loan commitments,
revolving credit facilities and standby letters of credit are recognized on a straight-line basis over the period the service is performed.
In the event aloan commitment or standby letter of credit is exercised, the remaining unamortized fee is recognized as an adjustment
to yield over the loan term. For additional information, as well as a full discussion of how revenue associated with all of our various
fee-based activities is recognized, see Note 21, "Fee Income from Contracts with Customers."

Allowance for Credit Losses We maintain an allowance for credit losses that is, in the judgment of management, adequate to
absorb estimated probable incurred losses in our commercial and consumer loan portfolios. The adequacy of the allowance for
credit losses is assessed in accordance with generally accepted accounting principles and is based, in part, upon an evaluation of
various factors including:

*  an analysis of individual exposures where applicable;

»  current and historical loss experience;
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*  changes in the overall size and composition of the portfolio; and

»  specific adverse situations and general economic conditions.

Loss estimates are reviewed periodically and adjustments are reported in earnings when they become known. As these estimates
are influenced by factors outside of our control, such as borrower performance and economic conditions, there is uncertainty
inherent in these estimates.

For commercial loans individually evaluated for impairment, we conduct a periodic assessment on a loan-by-loan basis of losses
we believe to be inherent in the loan portfolio. When it is deemed probable, based upon known facts and circumstances, that full
contractual interest and principal on an individual loan will not be collected in accordance with its contractual terms, the loan is
considered impaired. An impairment reserve is established primarily based on the present value of expected future cash flows,
discounted at the loan's original effective interest rate, or as a practical expedient, the fair value of the collateral if the loan is
collateral dependent or the loan's observable market price if the loan is traded in the market. Generally, impaired loans include
loans in nonaccruing status, loans which have been assigned a specific allowance for credit losses, loans which have been partially
charged off, and TDR Loans. Problem commercial loans are assigned various obligor grades, which are used in the allowance for
credit losses methodology. In assigning the obligor ratings to a particular loan, among the risk factors considered are the obligor's
debt capacity and financial position, the level of earnings, the amount and sources for repayment, the level of contingencies,
management strength and the industry or geography in which the obligor operates.

Formula-based reserves are also established against commercial loans when, based upon an analysis of relevant data, it is probable
that a loss has been incurred and the amount of that loss can be reasonably estimated, even though an actual loss has yet to be
identified. This methodology uses the probability of default from the customer risk rating assigned to each counterparty together
with the estimated loss emergence period (estimate of the period of time between a loss occurring and the confirming event of its
charge-off) of the separate portfolios. The "Loss Given Default" rating assigned to each transaction or facility is based on the
collateral securing the transaction and the measure of exposure based on the transaction. Specifically, the presence of collateral
(secured vs. unsecured), the loan-to-value ratio and the quality of the collateral are the primary drivers of Loss Given Default. A
separate reserve for credit losses associated with off-balance sheet exposures, including unfunded lending commitments such as
letters of credit, guarantees to extend credit and financial guarantees, is also maintained which is recorded as a component of other
expense and included in other liabilities, which incorporates estimates of the probability that customers will actually draw upon
off-balance sheet obligations. These reserves are determined by reference to continuously monitored and updated historical loss
rates or factors, derived from a migration analysis which considers net charge-off experience by loan and industry type in relation
to internal customer credit grading.

We estimate probable losses for pools of homogeneous consumer loans and certain small business loans which do not qualify as
TDR Loans using a roll rate migration analysis that estimates the likelihood that a loan will progress through the various stages
of delinquency and ultimately charge-off. This migration analysis incorporates estimates of the period of time between a loss
occurring and the confirming event of its charge-off. This analysis also considers delinquency status, loss experience and severity
and takes into account whether borrowers have filed for bankruptcy or have been subject to account management actions, such as
the re-age or modification of accounts. We also take into consideration the loss severity expected based on the underlying collateral,
if any, for the loan in the event of default based on historical and recent trends which are updated monthly based on a rolling
average of several months' data using the most recently available information.

In addition, loss reserves on consumer and commercial loans are maintained to reflect our judgment of portfolio risk factors which
may not be fully reflected in the statistical calculations or when historical trends are not reflective of current inherent losses in the
portfolio. Portfolio risk factors considered in establishing the allowance for credit losses on loans include, as appropriate, growth,
including new lending markets and customer concentrations, product mix and risk selection, unemployment rates, bankruptcy
trends, loan product features such as adjustable rate loans, economic conditions such as industry and business performance and
trends in housing markets and interest rates, portfolio seasoning, account management policies and practices, model imprecision,
changes in underwriting practices, current levels of charge-off and delinquencies, changes in laws and regulations, geopolitical
risks and market volatility, customer concentration and other factors which can affect payment patterns on outstanding loans such
as natural disasters. We also consider key ratios such as allowance as a percentage of loans, allowance as a percentage of
nonperforming loans and allowance as a percentage of net charge-offs in developing our allowance estimates.

For loans which have been identified as TDR Loans, provisions for credit losses are maintained primarily based on the present
value of expected future cash flows, discounted at the loan's original effective interest rate, or as a practical expedient, the fair
value of the collateral if the loan is collateral dependent or, for commercial loans, the observable market price if the loan is traded
in the market. TDR Loans are considered to be impaired loans. Interest income on TDR Loans is recognized in the same manner
as loans which are not TDR Loans. For consumer loans, once a loan is classified as a TDR Loan, it continues to be reported as
such until it is paid off or charged-off. For commercial loans, if a TDR Loan subsequently performs in accordance with the new
terms and such terms represent current market rates at the time of restructure, such loan will be no longer be reported as a TDR
Loan beginning in the year after restructure.
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Charge-Off and Nonaccrual Policies and Practices Our charge-off and nonaccrual policies differ by product and are summarized

below:

Product

Charge-off Policies and Practices

Nonaccrual Policies and Practices

Commercial Loans
Real estate, including construction
Business and corporate banking
Global banking

Other commercial

Residential Mortgage Loans

Credit Cards

Other Consumer Loans

(O]

Commercial loan balances are charged
off at the time all or a portion of the
balance is deemed uncollectible.

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

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

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

Loans are generally categorized as
nonaccruing when contractually
delinquent for more than three months
and in the opinion of management,
reasonable doubt exists with respect to
the ultimate collectibility of interest or
principal based on certain factors
including the period of time past due
and adequacy of collateral. When
classified as nonaccruing, any accrued
interest recorded on the loan is
generally deemed uncollectible and
reversed against income. Interest
income is subsequently recognized only
to the extent of cash received until the
loan is placed on accrual status. In
instances where there is doubt as to
collectibility of principal, interest
payments received are applied to
principal. Loans are not reclassified as
accruing until interest and principal
payments are current and future
payments are reasonably assured.

Loans are generally designated as
nonaccruing when contractually
delinquent for more than three months.
When classified as nonaccruing, any
accrued interest on the loan is generally
deemed uncollectible and reversed
against income. Interest accruals are
resumed when the loan either becomes
current or becomes less than three
months delinquent and six months of
consecutive payments have been made.

Interest generally accrues until charge-
off.

Interest generally accrues until charge-
off.

Values are determined based upon broker price opinions or appraisals which are updated at least every 180 days less estimated costs to sell. During the

quarterly period between updates, real estate price trends are reviewed on a geographic basis and additional downward adjustments are recorded as necessary.
Fair values of foreclosed properties at the time of acquisition are initially determined based upon broker price opinions. Subsequent to acquisition, a more
detailed property valuation is performed, reflecting information obtained from a walk-through of the property in the form of a listing agent broker price
opinion as well as an independent broker price opinion or appraisal. A valuation is determined from this information within 90 days and any additional write-
downs required are recorded through charge-off at that time. In determining the appropriate amounts to charge-off when a property is acquired in exchange
for a loan, we do not consider losses on sales of foreclosed properties resulting from deterioration in value during the period the collateral is held because
these losses result from future loss events which cannot be considered in determining the fair value of the collateral at the acquisition date.

Charge-offs involving a bankruptcy for credit card receivables occurs by the end of the month, 60 days after notification or 180
days contractually delinquent, whichever comes first.

Delinquency status for loans is determined using the contractual method which is based on the status of payments under the loan.
An account is generally considered to be contractually delinquent when payments have not been made in accordance with the loan
terms. Delinquency status may be affected by customer account management policies and practices such as the restructure, re-age

or modification of accounts.
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Payments received on commercial nonaccrual loans are generally applied to reduce the principal balance of such loans. For
consumer nonaccrual loans, payments are generally applied first to reduce the current interest on the earliest payment due with
any remainder applied to reduce the principal balance associated with that payment date.

Loans Held for Sale Loans are classified as held for sale when they are not expected to be held for the foreseeable future because
of management's lack of intent to hold. With the exception of certain commercial loans for which the fair value option has been
elected and are further discussed in Note 15, "Fair Value Option," loans classified as held for sale are recorded at the lower of
amortized cost or estimated fair value, which is not in excess of their carrying value at the time of designation. Consumer loans
are valued on an aggregate portfolio basis while commercial loans are generally valued on an individual loan basis. The fair value
estimates of consumer loans are determined primarily using either observed market prices of instruments with similar characteristics
or the discounted cash flow method with estimated inputs in prepayment rates, default rates, loss severity, and market rate of return.
The fair value estimates of commercial loans held for sale are determined primarily using observable market pricing obtained from
independent sources, relevant broker quotes or observed market prices of instruments with similar characteristics. For loans other
than those classified as nonaccrual, interest income is determined by applying each loan's contractual rate to the loan's outstanding
customer balance, exclusive of unearned income, deferred fees, deferred costs, premium and discount. Periodic adjustments to
fair value are recognized in other income (loss) in the consolidated statement of income (loss).

Transfers of Financial Assets Transfers of financial assets in which we have surrendered control over the transferred assets are
accounted for as sales. In assessing whether control has been surrendered, we consider whether the transferee would be a consolidated
affiliate, the existence and extent of any continuing involvement in the transferred financial assets and the impact of all arrangements
or agreements made contemporaneously with, or in contemplation of, the transfer, even if they were not entered into at the time
of transfer.

Ifthe sale criteria are met, the transferred financial assets are removed from our balance sheet and a gain or loss on sale is recognized.
If the sale criteria are not met, the transfer is recorded as a secured borrowing in which the assets remain on our balance sheet and
the proceeds from the transaction are recognized as a liability. For the majority of financial asset transfers, it is clear whether or
not we have surrendered control. For other transfers, such as in connection with complex transactions or where we have continuing
involvement such as servicing responsibilities, we generally obtain a legal opinion as part of evaluating whether the transfer results
in a sale.

Properties and Equipment, Net Properties and equipment are recorded at cost, net of accumulated depreciation. Depreciation is
recorded on a straight-line basis over the estimated useful lives of the related assets, which generally range from 3 to 40 years.
Leasehold improvements are depreciated over the shorter of the useful life of the improvement or the term of the lease. The costs
of maintenance and repairs are expensed as incurred. Impairment testing is performed whenever events or changes in circumstances
indicate that the carrying amount of the asset may not be recoverable.

Goodwill Goodwill, representing the excess of purchase price over the fair value of identifiable net assets acquired, results from
business combinations. Goodwill is not amortized, but is reviewed for impairment at a minimum on an annual basis at the reporting
unit level using discounted cash flow and market approaches. The market approach focuses on valuation multiples for reasonably
similar publicly traded companies and also considers recent market transactions, while the discounted cash flows method utilizes
cash flow estimates based on recent internal forecasts and discount rates that we believe adequately reflect the risk and uncertainty
in our internal forecasts and are appropriate based on the implicit market rates in current comparable transactions. Impairment is
reviewed as of an interim date if circumstances indicate that it is more likely than not that the carrying amount of a reporting unit
is above fair value. The carrying amount of a reporting unit is determined on the basis of capital invested in the unit including
attributable goodwill. We determine the invested capital of a reporting unit by applying to the reporting unit's risk-weighted assets
a capital charge consistent with the targets assigned and monitored through our capital management monitoring framework, and
additionally, allocating to each reporting unit the remaining carrying amount of HUSI's net assets. Accordingly, the entire carrying
amount of HUSI's net assets is allocated to our reporting units. We consider significant and long-term changes in industry and
economic conditions to be examples of primary indicators of potential impairment.

Repossessed Collateral Non-financial collateral acquired in satisfaction of a loan is initially recognized at the lower of amortized
cost or the collateral's fair value less estimated costs to sell and is reported in other assets. Once a property is classified as real
estate owned ("REQO"), we do not consider the losses on past sales of foreclosed properties when determining the fair value of any
collateral during the period it is held in REO. Any subsequent declines in fair value less estimated costs to sell are recorded through
a valuation allowance. Recoveries in fair value less estimated costs to sell are recognized as a reduction of the valuation allowance
but not in excess of cumulative losses previously recognized subsequent to the date of repossession. Adjustments to the valuation
allowance, costs of holding repossessed collateral, and any gain or loss on disposition are credited or charged to operating expense.

Collateral We pledge assets as collateral as required for various transactions involving security repurchase agreements, public
deposits, Treasury tax and loan notes, derivative financial instruments, short-term borrowings and long-term borrowings. Non-
cash assets that have been pledged as collateral, including those that can be sold or repledged by the secured party, continue to be
reported on our consolidated balance sheet.
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We also accept collateral, primarily as part of various transactions involving security resale agreements. Non-cash collateral
accepted by us, including collateral that we can sell or re-pledge, is excluded from our consolidated balance sheet. If we resell the
collateral, we recognize the proceeds and a liability to return the collateral.

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

Derivative Financial Instruments Derivative financial instruments are recognized on the consolidated balance sheet at fair value.
On the date a derivative contract is entered into, we designate it as either:

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

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

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

Changes in the fair value of a derivative designated as a fair value hedge, along with the changes in the fair value of the hedged
asset or liability that is attributable to the hedged risk (including losses or gains on firm commitments), are recorded in current
period earnings. Changes in the fair value of a derivative that has been designated as a cash flow hedge, to the extent effective as
a hedge, are recorded in accumulated other comprehensive loss, net of income taxes, and reclassified into earnings in the period
during which the hedged item affects earnings. Ineffectiveness in the hedging relationship is reflected in current period earnings.
Changes in the fair value of derivatives held for trading purposes or which do not qualify for hedge accounting are reported in
current period earnings.

At the inception of each designated qualifying hedge, we formally document all relationships between hedging instruments and
hedged items, as well as its risk management objective and strategy for undertaking various hedge transactions, the nature of the
hedged risk, and how hedge effectiveness will be assessed and how ineffectiveness will be measured. This process includes linking
all derivatives that are designated as fair value or cash flow hedges to specific assets and liabilities on the balance sheet or to
specific firm commitments or forecasted transactions. We also formally assess both at inception and on a quarterly basis, whether
the derivatives that are used in hedging transactions are highly effective in offsetting changes in fair values or cash flows of hedged
items and whether they are expected to continue to be highly effective in future periods. This assessment is conducted using
statistical regression analysis.

Earnings volatility may result from the on-going mark to market of certain economically viable derivative contracts that do not
satisfy the hedging requirements in accordance with accounting principles generally accepted in the United States ("U.S. GAAP")
as well as from the hedge ineffectiveness associated with the qualifying hedges.

Embedded Derivatives We may acquire or originate a financial instrument that contains a derivative instrument embedded within
it. Upon origination or acquisition of any such instrument, we assess whether the economic characteristics of the embedded
derivative are clearly and closely related to the economic characteristics of the principal component of the financial instrument
(i.e., the host contract) and whether a separate instrument with the same terms as the embedded instrument would meet the definition
of a derivative instrument.

When we determine that: (1) the embedded derivative possesses economic characteristics that are not clearly and closely related
to the economic characteristics of the host contract; and (2) a separate instrument with the same terms would qualify as a derivative
instrument, the embedded derivative is either separated from the host contract (bifurcated), carried at fair value, and designated
as a trading instrument or the entire financial instrument is carried at fair value with all changes in fair value recorded to current
period earnings. If bifurcation is elected, the consideration for the hybrid financial instrument that is allocated to the bifurcated
derivative reduces the consideration that is allocated to the host contract with the difference being recognized over the life of the
financial instrument.

Hedge Discontinuation We discontinue hedge accounting prospectively when:

» the derivative is no longer effective or expected to be effective in offsetting changes in the fair value or cash flows of a
hedged item (including firm commitments or forecasted transactions) related to the designated risk;

» the derivative expires or is sold, terminated, or exercised,;
» itis unlikely that a forecasted transaction will occur;
*  the hedged firm commitment no longer meets the definition of a firm commitment; or
* the designation of the derivative as a hedging instrument is no longer appropriate.
When hedge accounting is discontinued because it is determined that the derivative no longer qualifies as an effective fair value

or cash flow hedge, the hedging relationship will cease. The hedging instrument will continue to be carried on the balance sheet
at fair value, with changes in fair value recognized in current period earnings.
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In the case of a discontinued fair value hedge of a recognized asset or liability, as long as the hedged item continues to exist on
the balance sheet, the hedged item will no longer be adjusted for changes in fair value attributable to the hedged risk. The basis
adjustment that had previously been recorded to the hedged item during the period from the hedge designation date to the hedge
discontinuation date is recognized as an adjustment to the yield of the hedged item over the remaining life of the hedged item.

In the case of a discontinued cash flow hedge of a recognized asset or liability, as long as the hedged item continues to exist on
the balance sheet, further changes in fair value of the hedging derivative will no longer be recorded in other comprehensive income
(loss). The balance applicable to the discontinued hedging relationship will be recognized in earnings over the remaining life of
the hedged item as an adjustment to yield. If the discontinued hedged item was a forecasted transaction where it is probable the
forecasted transaction will not occur at the end of the original specified time period or within an additional two-month period
thereafter, any amounts recorded in accumulated other comprehensive loss are immediately reclassified to current period earnings.

In the case of a cash flow hedge, if the previously hedged item is sold or extinguished, the basis adjustment to the underlying asset
or liability or any remaining unamortized other comprehensive income (loss) balance will be reclassified to current period earnings.

In all other situations in which hedge accounting is discontinued, the derivative will be carried at fair value on the consolidated
balance sheet, with changes in its fair value recognized in current period earnings unless redesignated in a qualifying cash flow
hedge.

Interest Rate Lock Commitments We enter into commitments to originate residential mortgage loans whereby the interest rate
on the loan is set prior to funding (rate lock commitments). The interest rate lock commitments on residential mortgage loans that
are classified as held for sale are considered to be derivatives and are recorded at fair value in other assets or other liabilities in
the consolidated balance sheet. Changes in fair value are recorded as a component of other income (loss) in the consolidated
statement of income (loss).

Share-Based Compensation We use the fair value based method of accounting for awards of HSBC stock granted to employees
under various restricted share and employee stock purchase plans. Stock compensation costs are recognized prospectively for all
new awards granted under these plans. Compensation expense relating to restricted share awards is based upon the fair value on
the date of grant and is charged to earnings over the requisite service period (e.g., vesting period), less estimated forfeitures. When
modeling awards with vesting that is dependent on performance conditions, these performance conditions are incorporated into
the model using Monte Carlo simulation. The expected life of these awards depends on the behavior of the award holders, which
is incorporated into the model consistent with historical observable data.

Beginning January 1, 2017, all excess tax benefits and tax deficiencies for share-based payment awards are recorded within income
tax expense in the consolidated statement of income (loss), rather than directly to additional paid-in capital.

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

Certain employees are participants in various defined contribution, defined benefit and other supplemental retirement plans
sponsored by HSBC North America. Our portion of the expense related to these plans is allocated to us and charged to current
earnings.

We maintain various 401 (k) plans covering substantially all employees. Employer contributions to the plan, which are charged to
current earnings, are based on employee contributions.

Income Taxes HSBC USA is included in HSBC North America's consolidated Federal income tax return and in various combined
State income tax returns. As such, we have entered into a tax allocation agreement with HSBC North America and its subsidiary
entities (the "HNAH Group") which governs the current amount of taxes to be paid or received by the various entities included in
the consolidated return filings. Generally, such agreements allocate taxes to members of the HNAH Group based on the calculation
of tax on a separate return basis, adjusted for the utilization or limitation of credits of the consolidated group. To the extent all the
tax attributes available cannot be currently utilized by the consolidated group, the proportionate share of the utilized attribute is
allocated based on each affiliate's percentage of the available attribute computed in a manner that is consistent with the taxing
jurisdiction's laws and regulations regarding the ordering of utilization. In addition, we file some separate company State tax
returns.

We recognize deferred tax assets and liabilities for the future tax consequences related to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases, and for State tax credits and State net operating
losses. Deferred tax assets and liabilities are measured using the enacted tax rates and laws that will be in effect when the deferred
tax items are expected to be realized. If applicable, valuation allowances are recorded to reduce deferred tax assets to the amounts
we conclude are more likely than not to be realized. Since we are included in HSBC North America's consolidated Federal tax
return and various combined State tax returns, the related evaluation of the recoverability of the deferred tax assets is performed
at the HSBC North America consolidated level. We consider the HNAH Group's consolidated deferred tax assets and various
sources of taxable income in reaching conclusions on recoverability of deferred tax assets. The HNAH Group evaluates deferred
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tax assets for recoverability using a consistent approach which considers the relative impact of negative and positive evidence,
including historical financial performance, projections of future taxable income, future reversals of existing taxable temporary
differences, tax planning strategies and any available carryback capacity. In evaluating the need for a valuation allowance, the
HNAH Group estimates future taxable income based on management approved business plans. This process involves significant
management judgment about assumptions that are subject to change from period to period.

Where a valuation allowance is determined to be necessary at the HSBC North America consolidated level, such allowance is
allocated to principal subsidiaries within the HNAH Group in a manner that is systematic, rational and consistent with the broad
principles of accounting for income taxes. The methodology generally allocates the valuation allowance to the principal subsidiaries
based primarily on the entity's relative contribution to the HNAH Group's consolidated deferred tax asset against which the valuation
allowance is being recorded.

Further evaluation is performed at the HSBC USA legal entity level to evaluate the need for a valuation allowance where we file
separate company State income tax returns. Foreign taxes paid are applied as credits to reduce Federal income taxes payable, to
the extent that such credits can be utilized.

Payments associated with any incremental Base Erosion and Anti-Abuse Tax are reflected in tax expense in the period incurred.

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

Transactions with Related Parties In the normal course of business, we enter into transactions with HSBC and its subsidiaries.
These transactions occur at prevailing market rates and terms and include funding arrangements, derivative, servicing arrangements,
information technology, centralized support services, banking and other miscellaneous services.

New Accounting Pronouncements
The following new accounting pronouncements were adopted effective January 1, 2018:

*  Recognition of Revenue from Contracts with Customers In May 2014, the Financial Accounting Standards Board ("FASB")
issued an Accounting Standards Update ("ASU") which provides a principles-based framework for revenue recognition.
Additionally, the ASU requires improved disclosures to help users of 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 scope of the new guidance is limited to certain revenues classified as fee based income. We did not identify any changes
to our revenue recognition policies necessary in order to comply with the ASU. Therefore, the adoption of this guidance
did not have any impact on our financial position or results of operations. See Note 21, "Fee Income from Contracts with
Customers," for the new disclosure required by this standard.

*  Financial Instruments - Classification and Measurement (Excluding Financial Liabilities Measured Under the Fair
Value Option) In January 2016, the FASB issued an ASU which changed aspects of its guidance on classification and
measurement of financial instruments. The ASU requires equity investments (except those accounted for under the equity
method or those that result in consolidation) to be measured at fair value with changes in fair value recognized in net income
(loss). Under a practicability exception, entities may measure equity investments that do not have readily determinable fair
values at cost less impairment adjusted for observable price changes. Under this exception, a qualitative assessment for
impairment will be required and, if impairment exists, the carrying amount of the investments must be adjusted to their fair
value and an impairment loss recognized in net income (loss). Additionally, the ASU requires new disclosure related to
equity investments and modifies certain disclosure requirements related to the fair value of financial instruments. The
adoption of this guidance required a cumulative effect adjustment to the consolidated balance sheet as of January 1, 2018,
resulting in an increase in retained earnings of $10 million, after tax, to reflect the impact of recording certain equity
investments at fair value which were previously measured at cost, as well as a reclassification from accumulated other
comprehensive loss to retained earnings of an after tax loss of $4 million related to equity investments which were previously
classified as available-for-sale. The adoption of this guidance also resulted in a reclassification of $12 million and $177
million of equity investments which were previously classified as trading securities and available-for-sale securities,
respectively, to other assets as of January 1, 2018. See Note 4, "Securities," for the new disclosure required by this standard.

»  Statement of Cash Flows - Classification of Certain Cash Receipts and Cash Payments In August 2016, the FASB issued
an ASU that provides targeted amendments to clarify how certain cash receipts and cash payments should be classified in
the statement of cash flows. Under the ASU, the portion of the cash payments attributable to accreted interest for the
settlement of zero-coupon bonds should be classified as cash outflows for operating activities rather than financing activities
and cash proceeds from the settlement of bank-owned life insurance policies should be classified as cash inflows from
investing activities rather than operating activities. While the adoption of this guidance resulted in a change in classification
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in the statement of cash flows, it did not have a material impact on the statement of cash flows, and it did not have any
impact on our financial position or results of operations. The adoption of this guidance required prior periods to be revised
and resulted in increases in cash used in operating activities of $8 million and $3 million, increases in cash provided by
investing activities of $3 million and $3 million, and decreases in cash used in financing activities of $5 million and nil
during the years ended December 31, 2017 and 2016, respectively.

Statement of Cash Flows - Restricted Cash In November 2016, the FASB issued an ASU that clarifies how restricted cash
and restricted cash equivalents should be presented in the statement of cash flows. The ASU requires entities to show the
changes in the total of cash, cash equivalents, restricted cash and restricted cash equivalents in the statement of cash flows.
Our retrospective adoption includes changes to our presentation of cash and cash equivalents in our consolidated statement
of cash flows to include cash and due from banks as well as interest bearing deposits with banks, which includes restricted
cash reserve balances maintained with the Federal Reserve Bank. While the adoption of this guidance resulted in a change
in classification in the statement of cash flows, it did not have any impact on our financial position or results of operations.
The adoption of this guidance required prior periods to be revised and resulted in a decrease in cash provided by investing
activities of $9,081 million and an increase in cash provided by investing activities of $12,760 million during the years
ended December 31, 2017 and 2016, respectively.

Business Combinations - Clarifying the Definition of a Business In January 2017, the FASB issued an ASU which provides
clarification on the definition of a business with the objective of adding guidance to assist entities with evaluating whether
transactions should be accounted for as acquisitions (or disposals) of assets or businesses. The amendments in the ASU
provide a screen to determine when an integrated set of activities and assets (a "set") is not a business. The screen requires
that when substantially all of the fair value of the gross assets acquired (or disposed of) is concentrated in a single identifiable
asset or a group of similar identifiable assets, the set is not a business. The amendments also provide a framework to assist
entities in evaluating whether both an input and a substantive process are present. The adoption of this guidance did not
have any impact on our financial position or results of operations.

Compensation - Retirement Benefits In March 2017, the FASB issued an ASU that requires only the service cost component
of net periodic pension and postretirement benefit costs to be reported in salaries and employee benefits in the consolidated
statement of income (loss) while the other components of net periodic pension and postretirement benefit costs are required
to be reported separately from the service cost component. The guidance is not applicable, however, to multiemployer plans.
The adoption of this guidance did not have a material impact on our financial statement presentation.

Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Loss In February 2018, the FASB issued
an ASU that allows for the reclassification of tax effects related to future tax obligations or benefits recorded within
accumulated other comprehensive loss (referred to as stranded tax effects) to retained earnings resulting from the change
in the federal corporate income tax rate in the Tax Legislation which was signed into law on December 22, 2017. We elected
to early adopt this guidance in the first quarter of 2018 and recorded a cumulative effect adjustment to the consolidated
balance sheet, resulting in a reclass of approximately $91 million of tax benefits from accumulated other comprehensive
loss to retained earnings as of January 1, 2018.

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

Leases In February 2016, the FASB issued an ASU which requires a lessee to recognize a lease liability and a right-of-use
asset on its balance sheet for all leases, including operating leases, with a term greater than 12 months. Lease classification
is still performed, with any lease classified as a finance lease reported as a financing transaction. The ASU does not
substantially change lessor accounting. Additionally, the ASU makes several other targeted amendments including a) revising
the definition of lease payments to include fixed payments by the lessee to cover lessor costs related to ownership of the
underlying asset such as for property taxes or insurance; b) requiring seller-lessees in a sale-leaseback transaction to recognize
the entire gain from the sale of the underlying asset at the time of sale rather than over the leaseback term; and c) expanding
disclosures to provide quantitative and qualitative information about lease transactions. The ASU is effective for all annual
and interim periods beginning January 1,2019. We conducted a review of our existing lease contracts and service contracts
which may contain embedded leases and recorded a gross-up of our balance sheet of approximately $780 million as a result
of recognizing lease liabilities and corresponding right of use assets for operating leases upon adoption as of January 1,
2019. The adoption of this guidance also required a cumulative effect adjustment to the consolidated balance sheet to
recognize the previously deferred gain on the sale and leaseback of our 452 Fifth Avenue property, which resulted in an
increase in retained earnings of $27 million, after tax, as of January 1, 2019. The adoption of this guidance will not result
in material changes to the recognition of operating lease expense.

Financial Instruments - Credit Impairment In June 2016, the FASB issued an ASU that significantly changes how entities
will measure credit losses for most financial assets and certain other instruments that are not measured at fair value through
net income (loss). The ASU requires entities to estimate and recognize an allowance for lifetime expected credit losses for
loans (including TDR Loans), held-to-maturity debt securities, off-balance sheet credit exposures and certain other financial
assets measured at amortized cost. The ASU also requires entities to recognize an allowance for credit losses on AFS debt
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securities and revises the accounting model for purchased credit impaired loans and debt securities. Additionally, existing
disclosures will also be revised under the ASU. The ASU is effective for all annual and interim periods beginning January
1, 2020 and is required to be applied by recording a cumulative effect adjustment to retained earnings as of the beginning
of the first reporting period in which the guidance is effective. While early adoption is permitted beginning in the first
quarter of 2019, we have not elected early adoption. Our implementation efforts continued throughout 2018, assessing
existing credit loss forecasting models and processes against the new guidance to determine modifications that will be
required. Our implementation plan has progressed through the initial design, build, and testing phase and, in the first quarter
of 2019, we will begin testing the end to end operating model. While we continue to evaluate the impact the new guidance
will have on our financial position and results of operations, we currently expect the new guidance may result in an increase
to our allowance for credit losses given the change to estimated losses over the contractual life of the loan portfolio as well
as the adoption of an allowance for debt securities. The amount of any change to our allowance is still under review and
will depend, in part, upon the composition of our loan and held-to-maturity securities portfolios at the adoption date as well
as economic conditions and loss forecasts at that date.

*  Goodwill Impairment Testing In January 2017, the FASB issued an ASU that simplifies the accounting for goodwill
impairment by removing step two of the goodwill impairment test. Under step two, an entity was required to determine the
fair value of individual assets and liabilities of a reporting unit (including unrecognized assets and liabilities) using the
procedure for determining fair values in a business combination. Under the new guidance, goodwill impairment will now
be measured at the amount by which a reporting unit's carrying amount, including those with a zero or negative carrying
amount, exceeds its fair value. Any resulting impairment is limited to the carrying amount of goodwill. An entity must also
disclose the amount of goodwill allocated to each reporting unit with a zero or negative carrying amount. The ASU is
effective for all annual and interim periods beginning January 1, 2020 and is required to be applied prospectively with early
adoption permitted. The adoption of this guidance is not expected to have a material impact on the results of our goodwill
impairment testing, our financial position or results of operations.

e Premium Amortization on Purchased Callable Debt Securities In March 2017, the FASB issued an ASU that shortens
the premium amortization period for purchased non-contingently callable debt securities by requiring the premium to be
amortized to the earliest call date, rather than the contractual maturity date. After the earliest call date, if the call option is
not exercised, the effective yield will be reset using the payment terms of the debt security. The new guidance does not
change the discount amortization period for purchased debt securities. The discount continues to be amortized to the
contractual maturity date. The ASU is effective for all annual and interim periods beginning January 1, 2019 and is required
to be applied by recording a cumulative effect adjustment to retained earnings as of the beginning of the first reporting
period in which the guidance is effective. The adoption of this guidance will not have a material impact on our financial
position or results of operations.

*  Derivatives and Hedging - Targeted Improvements to Accounting for Hedging Activities In August 2017, the FASB issued
an ASU amending its hedge accounting guidance to expand an entity's ability to hedge nonfinancial and financial risk
components, reduce complexity in fair value hedges of interest rate risk and ease the requirements for effectiveness testing
and hedge documentation. The new guidance also eliminates the requirement to separately measure and report hedge
ineffectiveness and generally requires the entire change in the fair value of a hedging instrument to be presented in the same
income statement line as the hedged item. Existing disclosures will also be revised. The ASU is effective for all annual and
interim periods beginning January 1, 2019, and is required to be applied by recording a cumulative effect adjustment to
retained earnings as of the beginning of the first reporting period in which the guidance is effective. The adoption of this
guidance will not have a material impact on our financial position or results of operations.

*  Disclosure Framework - Changes to the Disclosure Requirements for Fair Value Measurement In August 2018, the
FASB issued an ASU that eliminates, amends and adds certain disclosure requirements for fair value measurements. The
ASU is effective for all annual and interim periods beginning January 1, 2020, with early adoption permitted. We elected
to early adopt the new guidance related to the eliminated and amended disclosure requirements in the fourth quarter of 2018.
While adoption of the remaining guidance will result in changes to our existing disclosures, it will not have any impact on
our financial position or results of operations.

There have been no additional accounting pronouncements issued that are expected to have or could have a material impact on
our financial position or results of operations.

124



HSBC USA Inc.

3. Trading Assets and Liabilities

Trading assets and liabilities consisted of the following:

At December 31, 2018 2017

(in millions)
Trading assets:

L0 T b (=T 101 20 USSR $ 5368 $ 3,391
U.S. Government agency iSsued Or SUATANtEEd ........c.ceoueurririruiririiniinenienteiesee et 111 122
U.S. Government SpONSOTEd ENLEIPIISES. .....ccveeveerveereeeriereeereeeeereeeeereeseeseesesreessesseeseessesseeseesseeseenns 41 210
ASSEt-DACKEA SECUITLIES....c.veneiiriiiiciiriciieteeetcete ettt ettt neas 208 236
Corporate and foreign DONdS ..........coeiirieriniiiiiniiict et e 10,562 6,180
EQUILY SECUITEIES. .....evteutetietteteeteet ettt ettt ettt et b e bbbt bt bbbttt e et e st et e st ebe et e bt ebeebenee 751 12
PreCioUS METALS . ..o..eeietieiiee ettt ettt et ettt sttt e bt et b e st e b et eaeenes 1,889 2,274
DIETIVALIVES, TIET ....eveiiiiietietiittete ettt ettt ettt et ettt e st eb e bbbt eb e bt s b s b ettt e e e s et et e st ebe e bt ebeebeebenee 3,048 3,725
TOtal trAdINE ASSELS.....veeietieeietieie ettt ettt e e et ee et e s et e et e et e et e eae e teseeentesneeaeeseenaeennen $ 21,978 $ 16,150
Trading liabilities:
Securities s0ld, N0t yet pUrchased...........cocoererierierienieiiiiiree et $ 738 $ 1,722
Payables fOr Precious METALS .......c..eiiiireririeieieeete ettt eb e 215 524
DIEIIVALIVES, TICL .....tieutietieteetie ettt ettt ettt ettt et et e bt e st e et e et e eseenbesse e besmeenbeemeenbeensenseenneeneenes 2,690 2,633
Total trading HADIIILIES «.....c.eeeiiriiiiitieteier ettt sttt ettt ebe b b sae $ 3,643 $ 4,879

AtDecember 31,2018 and 2017, the fair value of derivatives included in trading assets is net of $2,013 million and $3,423 million,

respectively, relating to amounts recognized for the obligation to return cash collateral received under master netting agreements
with derivative counterparties.

At December 31, 2018 and 2017, the fair value of derivatives included in trading liabilities is net of $3,458 million and $3,680

million, respectively, relating to amounts recognized for the right to reclaim cash collateral paid under master netting agreements
with derivative counterparties.

See Note 14, "Derivative Financial Instruments," for further information on our trading derivatives and related collateral.
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4. Securities

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

Amortized
December 31, 2018 Cost

Unrealized Unrealized Fair
Gains Losses Value

Securities available-for-sale:
ULS. TIEASULY ..ottt sttt s s $ 13,549

U.S. Government sponsored enterprises:

(in millions)

$ 106 $  (365) $ 13,290

6 (154) 5,393
1 35) 652
37 2) 2,866

171) 4272

9 29 1,120
9 — 304
— Q) 42
— 107

— 3333

Mortgage-backed SECUTITHIES .......ccuervirierieerieriieie et 5,541
Collateralized mortgage obligations ............cceververierienieriereeieeeieeenes 686
Direct agency obligations..........cecueveeiiireenienierie et 2,831
U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTITHIES .......ccuerueriirieerieniieie ettt 4,442
Collateralized mortgage obligations ............cceververierienieriereeieeeieeenes 1,140
Direct agency obligations..........cecuevueeiereenienierieniee e 295
Asset-backed securities collateralized by:
HOME @QUILY -.eveeniiiieteeieeeee et 44
ORNCT. .ttt st 102
Foreign debt SeCUTtEs' ............ovoveeeeeeeeeeeeeeeeeeee et 3,330
Total available-for-sale SECUTILIES ........c.coveuerueuirieirieirieirieeeeeeeeeeree e $ 31,960

Securities held-to-maturity:

U.S. Government sponsored enterprises:

$ 177 $ (758) $ 31,379

Mortgage-backed SECUTITHIES .......ccuerueriereerieriieie ettt $ 1812 § 1 3 G4 $ 1,779
Collateralized mortgage obligations ...........ccceeveveeieieenenieniencneneneneenes 1,878 34 (26) 1,886

U.S. Government agency issued or guaranteed:
Mortgage-backed SECUTILIES .......cerueruirierienienieieieieieceicei e 2,104 2 (63) 2,043
Collateralized mortgage obligations ..........cccccevereereiienenienenieeeieee 8,863 35 (176) 8,722
Obligations of U.S. states and political sSubdivisions...........cccocecereereennennnn 11 — — 11
Asset-backed securities collateralized by residential mortgages................... 2 — — 2
Total held-to-maturity SECUTHES .. ..c.evvevirieririeiirieeirieieeeeee et $ 14,670 $ 72§ (299) $ 14,443
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Amortized  Unrealized Unrealized Fair
December 31, 2017 Cost Gains Losses Value

(in millions)

Securities available-for-sale:

ULS. TICASULY .ttt sttt ettt st sttt et $ 15340 $ 153 % (329) § 15,164
U.S. Government sponsored enterprises:

Mortgage-backed SECUIILIES .......oervervirrereieieiieieieerere et 3,616 — (77) 3,539

Collateralized mortgage obligations ..........cccveveeeeeereniineneneneneereenes 648 — (24) 624

Direct agency obligations .........ccceeererierienieieiiieieinereseee e 3,369 85 — 3,454
U.S. Government agency issued or guaranteed:

Mortgage-backed SECUITLIES .......c.evververreieieieieieieere et 5,152 1 (87) 5,066

Collateralized mortgage obligations ..........cccveveeeeeereniineneneneneereenes 792 1 (18) 775

Direct agency Obligations .........ccccerueeieririienieiere ettt 419 19 — 438
Asset-backed securities collateralized by:

HOME EQUILY....cuveuiiiiiiiiieiieere ettt s 54 — 3) 51

ORET .ttt 506 4 — 510
Foreign debt SECUTTHES ! ............oveeeeeeeeee e 902 — — 902
EQUILY SECUIILIES ...eovvivieiiieiieiieiicieeteeste ettt et ae bbb et sbeeseenne e 183 — (6) 177

Total available-for-Sale SECUTILIES .......eevieeieeeeeeeeeeeeeeee e e e e e eee e $ 30,981 $ 263 $ (544) $ 30,700

Securities held-to-maturity:

U.S. Government sponsored enterprises:

Mortgage-backed SECUTIIES .......c.evvereirierieieieieeeeee e $ 2113 % 10 $ (12) § 2,111
Collateralized mortgage obligations ........c..ccceceevevererienieninienenenenennenee 1,281 41 (18) 1,304

U.S. Government agency issued or guaranteed:
Mortgage-backed SECUITLIES .......o.evververreieieieieieieeeese et 2,485 4 (13) 2,476
Collateralized mortgage obligations ..........cccveeveeeeeinerineneneneneereenes 8,083 18 (106) 7,995
Obligations of U.S. states and political subdiviSions .........c..ceceevererenenrenens 12 1 — 13
Asset-backed securities collateralized by residential mortgages................... 3 — — 3
Total held-to-maturity SECUTITIES ....c..eoververerieiereieeeiieeeeereeese e $ 13977 $ 74 % (149) $ 13,902

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

Net unrealized losses were higher within the available-for-sale portfolio as compared with December 31, 2017 due primarily to
increasing yields on U.S. Government agency mortgage-backed, U.S. Government sponsored mortgage-backed and U.S. Treasury
securities.
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The following table summarizes gross unrealized losses and related fair values at December 31, 2018 and 2017 classified as to
the length of time the losses have existed:

One Year or Less Greater Than One Year
Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
December 31, 2018 Securities Losses of Investment Securities Losses of Investment

(dollars are in millions)

Securities available-for-sale:

U.S. Treasury .......coceeeeevevveveeenvereneneneneennes 8 3 12) $ 1,013 41 $ (353) $ 8,828
U.S. Government sponsored enterprises...... 55 6) 538 159 (185) 3,698
U.S. Government agency issued or
UArANteed ......ooveveieieieieeeeeee e 8 ?2) 106 72 (198) 4,825
Asset-backed securities..........ccoovvererevennennen. 1 — — 4 ?2) 42
Foreign debt securities.........c.ccoveeveereennennen. 16 — 1,724 — — —
Securities available-for-sale...........ccccoccvenuennenn. 88 $ 20) $ 3,381 276 $ (738) $ 17,393
Securities held-to-maturity:
U.S. Government sponsored enterprises...... 103 $ @ $ 684 511 $ 52) $ 1,739
U.S. Government agency issued or
UAranteed ........cocevvevenieieieirereee e 111 (14) 769 491 (225) 7,372
Obligations of U.S. states and political
SUDAIVISIONS ..o 1 — — 1 — —
Securities held-to-maturity ...........ccccecvevereennen. 215 $ 22) $ 1,453 1,003 $ (277) $ 9,111
One Year or Less Greater Than One Year
Number Gross Aggregate Number Gross Aggregate
of Unrealized Fair Value of Unrealized Fair Value
December 31, 2017 Securities Losses of Investment Securities Losses of Investment

(dollars are in millions)

Securities available-for-sale:

U.S. Treasury ......ccocccveoenviccinneccicnenes 33 3 $ 463 48 $ (326) $ 10,285
U.S. Government sponsored enterprises...... 83 (7 883 77 %94) 3,109
U.S. Government agency issued or
UAranteed ........cocevvevenieieieirereee e 52 (85) 5,161 23 (20) 573
Asset-backed securities.........cccceceeerercnnenne. — — — 4 3) 51
Foreign debt securities.........ccceceverercnennene 10 — 733 1 — 44
Equity SECUITtIES....evveverereieieiircrieeicnienane — — — 1 (6) 177
Securities available-for-sale...........c..cccocecennnen. 148 $ 95) $ 7,240 154 § (449) § 14,239
Securities held-to-maturity: -
U.S. Government sponsored enterprises...... 264 % 5) S 1,126 284 § (25) % 1,020
U.S. Government agency issued or
GUATANEERd ....voveveneiceeicececeeeceane 116 (48) 5,973 506 (71) 2,962
Obligations of U.S. states and political
SUDAIVISIONS ... 1 — — 2 — —
Securities held-to-maturity ..........c.ccoceveerunnenee 381 $ (53) $ 7,099 792 $ 96) § 3,982

Although the fair value of a particular security may be below its amortized cost, it does not necessarily result in a credit loss and
hence an other-than-temporary impairment. The decline in fair value may be caused by, among other things, the illiquidity of the
market. We have reviewed the securities for which there is an unrealized loss for other-than-temporary impairment in accordance
with our accounting policies, discussed further below. At December 31,2018 and 2017, we do not consider any of our debt securities
to be other-than-temporarily impaired as we expect to recover their amortized cost basis and we neither intend nor expect to be
required to sell these securities prior to recovery, 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.
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Other-Than-Temporary Impairment On a quarterly basis, we perform an assessment to determine whether there have been any
events or economic circumstances to indicate that a debt security with an unrealized loss has suffered other-than-temporary
impairment. A debt security is considered impaired if its fair value is less than its amortized cost basis at the reporting date. If
impaired, we assess whether the impairment is other-than-temporary.

If we intend to sell the debt security or if it is more-likely-than-not that we will be required to sell the debt security before the
recovery of its amortized cost basis, the impairment is considered other-than-temporary and the unrealized loss is recorded in
earnings. An impairment is also considered other-than-temporary if a credit loss exists (i.e., the present value of the expected future
cash flows is less than the amortized cost basis of the debt security). In the event a credit loss exists, the credit loss component of
an other-than-temporary impairment is recorded in earnings while the remaining portion of the impairment loss attributable to
factors other than credit loss is recognized, net of tax, in other comprehensive income (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 we will not be required to sell the securities for contractual,
regulatory or liquidity reasons as of the reporting date. In determining whether a credit loss exists and the period over which the
debt security is expected to recover, we considered the following factors:

*  The length of time and the extent to which the fair value has been less than the amortized cost basis;

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

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

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

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

During 2018, 2017 and 2016, none of our debt securities were determined to have other-than-temporary impairment, as such, there
were no other-than-temporary impairment losses recognized related to credit loss.

Other securities gains, net The following table summarizes realized gains and losses on investment securities transactions
attributable to available-for-sale securities:

Year Ended December 31, 2018 2017 2016

(in millions)
Gro$s T€AlZEA ZAINS.....c.eveviieiiieiieieiieiet ettt ettt st sa e ea e ebe e enens $ 54 § 65 $ 142
Gross 1€al1ZEd 10SSES......cveuiriiuiieiirieiirictriere et 30) (13) (72)
Net 18AZEA GAINS ....veeeieeieiiiie ittt ettt sttt sbe et neeeeene e $ 24 $ 52 $ 70
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Contractual Maturities and Yields The following table summarizes the amortized cost and fair values of securities available-for-
sale and securities held-to-maturity at December 31, 2018 by contractual maturity. Expected maturities differ from contractual
maturities because borrowers have the right to prepay obligations without prepayment penalties in certain cases. The table below
also reflects the distribution of maturities of debt securities held at December 31, 2018, together with the approximate taxable
equivalent yield of the portfolio. The yields shown are calculated by dividing annualized interest income, including the accretion
of discounts and the amortization of premiums, by the amortized cost of securities outstanding at December 31, 2018. Yields on
tax-exempt obligations have been computed on a taxable equivalent basis using applicable statutory tax rates.

After One After Five

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

(dollars are in millions)

Available-for-sale:

U.S. Treasury .....occceveeneereeneeneennene $ — —% $ 5456 2.03% $ 5,701 2.19% $ 2,392 3.10%
U.S. Government sponsored
ENLETPTISES .vovveeverrerienieseeienieeeeeeeereeenes 1,358 3.19 1,261 2.64 2,244 281 4,195 3.16
U.S. Government agency issued or
guaranteed........coceveveeeienieieinenceene, — — 72 217 10 3.65 5,795 273
Asset-backed securities ...........coceveenee — — — — 56 5.42 90 4.03
Foreign debt securities...........ccceevennenne. 1,780 .04 1,550 2.48 — — — —
Total amortized cost .........cceeeeevvieecriieennne. $ 3,138 1.40% $ 8339 221% $ 8,011 239% $ 12,472 2.96%
Total fair ValUe...........ovveeveeeeeeeeeeeseerenen. $ 3,143 $ 8,288 $ 7,746 $ 12,202

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

ENLEIPIISES .vovervvrreerereerererereserenerennas $ 50 2.22% $ 380 2.71% $ 163  2.63% $ 3,088 2.96%
U.S. Government agency issued or
guaranteed .........oeoeeeerieeieeeieeene — — 18 3.86 26 3.58 10,923  2.66
Obligations of U.S. states and political
SUDAIVISIONS ..cevenvenieicieiecciiniceiceiene 1 4.67 5 317 5 437 — —
Asset-backed securities ...........cccevennee — — — — — — 2 841
Total amortized COSt......oovevreerreririieienes $ 51 227% $ 412 2.77% $ 194 2.80% $ 14,013 2.73%
Total fair Value.....ooveeeeeeeeeeeeeeeeeeeeeeeeeeeenn $ 51 $ 409 $ 190 $ 13,793

Equity Securities As discussed more fully in Note 2, "Summary of Significant Accounting Policies and New Accounting
Pronouncements," beginning January 1, 2018, equity securities that are not classified as trading are reported in other assets and
measured at fair value with changes in fair value recognized in net income (loss).

Included in other assets at December 31, 2018 were $278 million of equity securities which were carried at fair value and $7
million of equity securities without readily determinable fair values which were carried at amortized cost, less impairment, adjusted
for observable price changes.

On a quarterly basis, we perform an assessment to determine whether any equity securities without readily determinable fair values
are impaired. In the event an equity security is deemed impaired, the security is written down to fair value with impairment recorded
in earnings. At December 31, 2018, none of our equity securities without readily determinable fair values were determined to be
impaired.

Also included in other assets were investments in Federal Home Loan Bank ("FHLB") stock and Federal Reserve Bank stock of
$156 million and $63 1 million, respectively, at December 31,2018 and $201 million and $631 million, respectively, at December 31,
2017.
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5. Loans

Loans consisted of the following:

At December 31, 2018

2017

(in millions)

Commercial loans:

Real estate, including CONSIUCTION. ........eiuierieriieieeiieie ettt esee e seeeneens $ 11,344 $ 10,533
Business and corporate DanKing ...........ccceeererieieiieieieieeeieeiese sttt 13,066 12,504
GIODAL DANKING™ ... 20,167 20,088
Other commercial® 4,765 9,910
Total COMMETCIAL........oiuieiieiieiie ettt ettt e st e e eneesesseesesneenseeneens 49,342 53,035
Consumer loans:
Residential MOTLZAZES .....covevueruirririeriirtetetet ettt sttt ettt ettt sae b enes 17,383 17,273
HOME EQUILY MOTEZAZES ....vevieiiiterteieietet ettt ettt ettt ettt st sttt et ettt e st ebe e bt ebeeseenes 982 1,191
CIEAIL CATAS ..vveiieiieiiiieetceteee ettt ettt ettt st sttt sttt et as et ebe bt e bt ebeebennes 1,019 721
OthET COMSUIMET ...ttt ettt ettt eh et be sttt e st et e et e e et e st e st e st ebeeseeseebeanes 252 343
TOAL COMSUIMIET ......ineieiiieieiieii ettt ettt ettt e et e b e et e s e e st et e en s et e enee st eneesseeneesneesesneensesneesennnens 19,636 19,528
TOAL LOANS ...ttt ettt ettt e et et esta e beese e beessesseessenseessassaessanseenseaseessesssessesssessesssessanssans $ 68978 $§ 72,563

(" Represents large multinational firms including globally focused U.S. corporate and financial institutions, U.S. dollar lending to multinational banking clients

managed by HSBC on a global basis and complex large business clients supported by Global Banking and Markets relationship managers.

@ Includes loans to HSBC affiliates which totaled $2,274 million and $6,750 million at December 31, 2018 and 2017, respectively. See Note 22, "Related

Party Transactions," for additional information regarding loans to HSBC affiliates.

We have loans outstanding to certain executive officers and directors. The loans were made on substantially the same terms,
including interest rates and collateral, as those prevailing at the time for comparable transactions with other persons and do not
involve more than normal risk of collectibility. The aggregate amount of such loans did not exceed 5 percent of total equity at

either December 31, 2018 or 2017.

Net deferred origination costs totaled $77 million and $81 million at December 31, 2018 and 2017, respectively. At December 31,

2018 and 2017, we had a net unamortized premium on our loans of $11 million and $8 million, respectively.

131



HSBC USA Inc.

Aging Analysis of Past Due Loans The following table summarizes the past due status of our loans, excluding loans held for sale,
at December 31, 2018 and 2017. The aging of past due amounts is determined based on the contractual delinquency status of
payments under the loan. An account is generally considered to be contractually delinquent when payments have not been made
in accordance with the loan terms. Delinquency status is affected by customer account management policies and practices such
as re-age, which results in the re-setting of the contractual delinquency status to current.

Past Due Total Past Due
At December 31, 2018 30-89Days 90+ Days 30 Daysor More Current”  Total Loans
(in millions)
Commercial loans:
Real estate, including construction............ceeceeeeererrencnnens $ 76 S 3 9 79 $ 11,265 $ 11,344
Business and corporate banking ..............cceeveeverieiieneennnns 79 38 117 12,949 13,066
Global banking............ccceeverieiinieniienceereeeeeeee e — — — 20,167 20,167
Other commErcial ..........oocvvvieriieieieiee e 15 — 15 4,750 4,765
Total commercial ..........ccvevveeiiieniieiieeie e 170 41 211 49,131 49,342
Consumer loans:
Residential mortgages........coceevveveieniinieninieneeieneeeeseeene 469 254 723 16,660 17,383
Home equity mortgages. ........cccceeverenenienenienieieneeeeennenne 14 27 41 941 982
Credit Cards.....ocvvecieeiieiieeieeee e 13 14 27 992 1,019
Other CONSUIMET .......eeveriieieeiieieeeieie et eee e eee e eeeseeeneens 5 5 10 242 252
Total CONSUIMET ........veiieiiiieeiiee et e 501 300 801 18,835 19,636
TOtal 10ANS ....cviieiieiiiciecee e $ 671 $ 341 § 1,012 $ 67,966 $ 68,978
Past Due Total Past Due
At December 31, 2017 30-89Days 90+ Days 30 Days or More  Current” Total Loans
(in millions)
Commercial loans:
Real estate, including construction............coeceeeeeveereneennene $ 27 $ 9 S 36 $§ 10497 $ 10,533
Business and corporate banking ..............cccoevveeeerieriereennnns 25 5 30 12,474 12,504
Global banKing............cceeeeeeeieeinineresese e — 25 25 20,063 20,088
Other coOmMMETCial .......cceeevieiieiieieiieiee e 43 — 43 9,867 9,910
Total commercial .............coooeiiiiiiieeiiiceeeeeceeeeeeeeee e 95 39 134 52,901 53,035
Consumer loans:
Residential mOrtgages........coovevveeeeenieieneeiereeereee e 369 344 713 16,560 17,273
Home equity mortgages. ........coceeereruervenienenienieieceeeennenne 11 36 47 1,144 1,191
Credit Cards.......cuvevieeieeiieeieeee et 8 9 17 704 721
Other CONSUMET .......cccveriieieetieiieeiereeeenteeee e eee e eeesseeneens 5 7 12 331 343
Total CONSUMET ........cceiieiieciieiiecie e 3903 396 789 18,739 19,528
TOtAl LOANS ..ottt enes $ 488 $ 435 § 923 § 71,640 $ 72,563
m

Loans less than 30 days past due are presented as current.
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Contractual Maturities Contractual maturities of loans outstanding at December 31, 2018 were as follows:

2019 2020 2021 2022 2023 Thereafter Total

(in millions)

Commercial loans:
Real estate, including construction....... $ 4380 $ 1,750 $ 1,48 $ 1,231 $ 1,801 $ 700 $ 11,344

Business and corporate banking........... 5,045 2,016 1,707 1,418 2,075 805 13,066
Global banking ..........cccceceeererenenenenns 7,787 3,111 2,634 2,189 3,202 1,244 20,167
Other commercial.........ccccoceverinenennns 1,840 735 622 517 757 294 4,765
Consumer loans:
Residential mortgages ........c..cocevevveneee 688 453 459 456 479 14,848 17,383
Home equity mortgages' .................. 413 216 131 80 52 90 982
Credit cards'® .........cccoooevvemeeerrerinnnn. — 1,019 — — — — 1,019
Other CONSUMET ......ocverveeieniieieneeeneenne 93 132 11 6 3 7 252
Total..c.eiiieeeee $ 20246 § 9432 § 7,046 § 5897 § 8369 § 17,988 § 68,978

M Home equity mortgage maturities reflect estimates based on historical payment patterns.

@ As credit card receivables do not have stated maturities, the table reflects estimates based on historical payment patterns.

As a substantial portion of consumer loans, based on our experience, will be renewed or repaid prior to contractual maturity, the
above maturity schedule should not be regarded as a forecast of future cash collections. The following table summarizes contractual
maturities of loans outstanding at December 31, 2018 due after one year by repricing characteristic:

After One But
December 31, 2018 Within Five Years After Five Years
(in millions)
Receivables at predetermined INtEreSt TALES ..........ccevereririerierierienierieieieeeeecet et $ 1,860 $ 4,772
Receivables at floating or adjustable rates ...........ccocevvererinieneneneniicceeceeee e 28,884 13,216
TORALL .ttt bbbttt ettt b e bbbt bbb e $ 30,744 3 17,988
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Nonaccrual Loans Nonaccrual loans, including nonaccrual loans held for sale, and accruing loans 90 days or more delinquent
consisted of the following:

At December 31, 2018 2017

(in millions)

Nonaccrual loans:

Commercial:
Real estate, including CONSTUCTION. .....c.eivuiiriiiieiiiieee ettt $ 7 8 12
Business and corporate DANKING ...........ccoevererieierieieeieeeiee ettt 70 215
G1ODAL DANKING ......vivieiieiieiieiecie ettt ettt sttt et e e ta et e essesseesseeseessesseessesseensesssessesssensenssens 65 385
Other COMIMETCIAL......eetiitieiieiiee ettt ettt et sae e sbeete bt enbesbeenaeeaeens 1 1
TOtal COMIMETCIAL.....c.viiiiiiiiieeii ettt sttt et e e b e e tee st e e seesebeessseesseesaeesseeseesssaeseenasens 143 613
Consumer:
Residential mortgages' @) e 341 414
Home equity mortgages(l)(z) ........................................................................................................... 55 67
Consumer nonaccrual 10ans held for Sale..........ocvviiriiiiiiieiiiiiceeecce e 1 1
TOtAl COMSUIMET ...ttt ettt ettt e a et e s et e e sbe et e sbeetesbeebesbeenaesnnens 397 482
Total NONACCIUING TOANS...........cociiiiiiiiiiiiiceee ettt et e e ve et e e beesaeeeabe e saeeaseenees 540 1,095
Accruing loans contractually past due 90 days or more:
Commercial:
Business and corporate DanKing ...........ccooeeriiieririeieeeee e e 1 1
TOtal COMMETCIAL........ccuieiieiieieiieee ettt ettt e et e esaesse e s e sseesesseesessnensennnens 1 1
Consumer:
CTEAIE CATAS ..ttt h ettt et e b e e s et e e a e e et emee e et eneeeaeebesseeseeseesesneens 14 9
OhET COMSUIMET ...ttt ettt ettt ettt b et sb st ettt et e st et e bt ebeebeebeebeenes 6 8
TOLAL COMSUIMIET ...ttt ettt b bt e a et b e bbb st et e et et et e st et e st eneeseeneeneenes 20 17
Total accruing loans contractually past due 90 days or more..................cccooevvieiiienieeciienieeeenee, 21 18
Total nonperforming IOANS .................c.ooooviiiiiiiiiiicecc ettt et eare e $ 561 $ 1,113

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

@ Nonaccrual consumer mortgage loans held for investment include all loans which are 90 or more days contractually delinquent as well as loans discharged
under Chapter 7 bankruptcy and not re-affirmed and second lien loans where the first lien loan that we own or service is 90 or more days contractually
delinquent.

(3)

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

The following table provides additional information on our nonaccrual loans:

Year Ended December 31, 2018 2017 2016

(in millions)

Interest income that would have been recorded if the nonaccrual loans had been
current in accordance with contractual terms during the period...........ccccceevvevrrvennnen. $ 46 $ 68 $ 91

Interest income that was recorded on nonaccrual loans and included in interest income
AUIING the PETIOA .....eiiieeiieiieiieeee ettt et ste et e steesaesseessesneensesenes 31 24 22
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Impaired Loans A loan is considered to be impaired when it is deemed probable that not all principal and interest amounts due
according to the contractual terms of the loan agreement will be collected. Probable losses from impaired loans are quantified and
recorded as a component of the overall allowance for credit losses. Commercial and consumer loans for which we have modified
the loan terms as part of a troubled debt restructuring are considered to be impaired loans. Additionally, commercial loans in
nonaccrual status, or that have been partially charged-off or assigned a specific allowance for credit losses are also considered
impaired loans.

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

Modifications for consumer or commercial loans may include changes to one or more terms of the loan, including, but not limited
to, a change in interest rate, extension of the amortization period, reduction in payment amount and partial forgiveness or deferment
of principal, accrued interest or other loan covenants. A substantial amount of our modifications involve interest rate reductions
on consumer loans, which lower the amount of interest income we are contractually entitled to receive in future periods. Through
lowering the interest rate and other loan term changes, we believe we are able to increase the amount of cash flow that will ultimately
be collected from the loan, given the borrower's financial condition. TDR Loans are reserved for primarily based on the present
value of expected future cash flows, discounted at the loan's original effective interest rate, which generally results in a higher
reserve requirement for these loans, or as a practical expedient, the fair value of the collateral if the loan is collateral dependent
or, for commercial loans, the observable market price if the loan is traded in the market. Once a consumer loan is classified as a
TDR Loan, it continues to be reported as such until it is paid off or charged-off. For commercial loans, if subsequent performance
is in accordance with the new terms and such terms reflect current market rates at the time of restructure, they will no longer be
reported as a TDR Loan beginning in the year after restructuring. During the years ended 2018, 2017 and 2016 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 2018, 2017 and 2016 and as a result of this
action became classified as TDR Loans:

Year Ended December 31, 2018 2017 2016

(in millions)

Commercial loans:

Business and corporate banking ...............ecceveervieiriieriieriierieeeseee et ereeeas $ 6 $ 40 S 323
Global banking — 160 —
Total commercial 6 200 323
Consumer loans:

Residential MOTtZAZES. ....ccvicveriieieeiieiecte ettt sttt ettt a et e seesreesaesaeesaesaeenseseees 26 34 62
Home equity MOTtZAZES ... eoueeeieieiieieete ettt ettt s aeeeeas 5 9 8
CEAIE CATAS .ottt ettt ettt et e s e e e sa et e ensesseeneesseensesaeensesnean 4 4

Total consumer 35 47 74

TORAL ..ttt ettt s $ 41 3 247 § 397

The weighted-average contractual rate reduction for consumer loans which became classified as TDR Loans during 2018, 2017
and 2016 was 1.93 percent, 1.91 percent and 1.48 percent, respectively. The weighted-average contractual rate reduction for
commercial loans was not significant in either the number of loans or rate.
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The following table presents information about our TDR Loans and the related allowance for credit losses for TDR Loans:

December 31, 2018 December 31, 2017
Unpaid Unpaid
Carrying  Principal Carrying Principal
Value Balance Value Balance

(in millions)

TDR Loans:"*®
Commercial loans:
Business and corporate Banking ...........c.cceevererienieieinienieeeencsesese e $ 68 $ 8 $ 194 $§ 266
G1ODAl DANKING. .....eveeiteiieiiieieieteet ettt 113 119 175 180
Total COMMETCIAl® ...t 181 205 369 446
Consumer loans:
Residential mortgages™ .............cooovvivveeoeeeeeeeeeeeee e 640 730 683 779
Home equity mor‘cgages(4) ..................................................................................... 35 65 33 66
CIEAIE CATAS ..vvveeee ettt et e e e ettt eeeeeeeaaeeeeesesraaeeeesessareeeessssaaeeeens 3 4 4 4
TOtAl COMSUIMET........ueeeiiieiieeieeieecte ettt et e et e ebeesbeebeesebeebeesabeesbaessseesseesssaenseens 678 799 720 849
Total TDR LOANS® ..ottt $ 859 $ 1,004 $ 1,089 $ 1,295

Allowance for credit losses for TDR Loans:®

Commercial loans:

Business and corporate banking ............ccecceeieviiirieniereeeeeeeee e $ 12 $ 12
G1ODAl DANKING........ecvieiieiieiieiieieie ettt beeee e b e eseesbeesaesseesseneas — 19
Total COMMETCIAL ........oovieiieiieiieiee e e 12 31
Consumer loans:

Residential MOTtZaZES. ... .c.eeueeuirieriieierie ettt 3 7
HOme eqUIty MOTZAZES .....ecvverieeieiieeierieeie et eie st eae s ere et ebe et esseeseesseesaesseesseseas 1 1
(3 (T LT o2 (o RS 1 1
TOtAl COMSUIMET......eeiiiiiitiitiitieteet ettt b bbbttt 5 9

Total allowance for credit losses for TDR Loans ............ccccoeeeveeeeiiceeiieeeieeeee e $ 17 $ 40

™ TDR Loans are considered to be impaired loans. For commercial loans, impaired loans include other loans in addition to TDR Loans which totaled $54
million and $329 million at December 31, 2018 and 2017, respectively.

@ The carrying value of TDR Loans includes basis adjustments on the loans, such as partial charge-offs, unamortized deferred fees and costs on originated
loans and premiums or discounts on purchased loans.

®  Additional commitments to lend to commercial borrowers whose loans have been modified in TDR Loans totaled $151 million and $245 million at
December 31, 2018 and 2017, respectively.

@ At December 31, 2018 and 2017, the carrying value of consumer mortgage TDR Loans held for investment includes $615 million and $655 million,
respectively, of loans that are recorded at the lower of amortized cost or fair value of the collateral less cost to sell.

©® At December 31, 2018 and 2017, the carrying value of TDR Loans includes $286 million and $559 million, respectively, of loans which are classified as
nonaccrual.

(6)

Included in the allowance for credit losses.
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The following table presents information about average TDR Loans and interest income recognized on TDR Loans:

Year Ended December 31, 2018 2017 2016

(in millions)

Average balance of TDR Loans:
Commercial loans:

Real estate, including CONSIUCHON .........ccoeievieiiriiriciieieteiee et $ — $ 19 § 69
Business and corporate banking...........ccocceeeeiieiiiieiiieeeeeee e 122 246 292
(€2 e] 021 I 0T 115 1 =R 124 154 121
Total COMMEICIAL .......ccvieiiiiieiieiiciee ettt re e sae e s aeeaeseees 246 419 482
Consumer loans:
Residential MOTtZAZES .....ccvevveveieiiieiiriiriereeteete sttt 660 704 740
HOME ©qQUILY MOTTZALZES ..cuvveevvieeieeiieriieeieeieeeteeteesreesteesebeeseeessseesseessseenseesssessseenns 35 31 25
CTEAIt CATAS ..eouvvieiieiiietieeie ettt ettt e et et e et e s b e e bt esebeesteesabeesbeessseenseesssennseenes 4 4 5
TOtAl CONMSUIMET ... .evieiiieiieiieiieie ettt ete ettt et eee e b e e st e teessesseesaesseenaesseensesenes 699 739 770
Total average balance of TDR LOANS ........ccevrieririerieieisieieieieieieesieesieee e $ 945 $§ 1,158 $ 1,252

Interest income recognized on TDR Loans:
Commercial loans:

Real estate, including CONSIIUCION ........cveivveririeirieieieietereeeeeeeeee e $ — — 4
Business and corporate banking............cooceererieriinieiinieseeee e 12 7 8
G1ODAl DANKING........ccviiiieiieiieiieie ettt sttt et esaesseesaesseenaessaensesnnes 3 2 1
Total COMMETCIAL ......eoviiiiiiiiiiii e e 15 9 13
Consumer loans:
Residential MOTtZAZES .......cvvieierrieieriieierieeie ettt et e st eaesaeenaeseeensesnees 27 28 25
HOME ©qQUILY MOTTZAZES ..uvveevvieeieeiieeriieeieerieeeieesttesteesteesebeenaeessseesseessseenseesssesseenns 2 2 1
TOtAl COMSUIMET ...ttt ettt sttt et e e st e et e e saeeeesneennesnean 29 30 26
Total interest income recognized on TDR LOANS ........c.oceveuiierieieriiieeieieiereeereeeee e $ 4 3 39§ 39

The following table presents consumer loans which were classified as TDR Loans during the previous 12 months which
subsequently became 60 days or greater contractually delinquent during the years ended December 31, 2018, 2017 and 2016:

Year Ended December 31, 2018 2017 2016

(in millions)

Consumer loans:

Residential MOTtGAZES. .. ..ccvvvviriirierieieieieietetee ettt ettt sttt eseeseeneeseeseeseeseeas $ 8 3 9 8 24
HOME EqUItY MOTEZAZES ....veevveiieieiieieste e seeie st et et e teeeaeteeeaesseessesseesaesseessesanensesnnes 2 2 —
TOLAl COMSUIMET . .....cveuiteeietenieteietetete ettt ettt ste st ete st eseseeseseetessesessesessesessesassesessesessanens $ 10 § 11§ 24

During the years ended December 31, 2018, 2017 and 2016, there were no commercial TDR Loans which were classified as TDR
Loans during the previous 12 months which subsequently became 90 days or greater contractually delinquent.
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Impaired commercial loans The following table presents information about impaired commercial loans and the related impairment
reserve:

Amount Amount
with without Total Impaired Unpaid
Impairment Impairment Commercial Impairment Principal
Reserves®™ Reserves®™ Loans"® Reserve Balance
(in millions)
At December 31, 2018
Real estate, including construction...........cccceceeeeerenene $ 3 S 3 9 6 $ 1 S 6
Business and corporate banking ..........c.cccceceeeeeerencnnns 58 37 95 18 109
Global banking ..........ccceevererenereeeeeeeeeeeese e — 133 133 — 140
Other commercial ..........ccoecverievierierieriee e — 1 1 — 1
Total coOMMETCIAl.....coouveeeeeeeeeeeee e $ 61 $ 174 $ 235 $ 19 § 256
At December 31, 2017 -
Real estate, including construction.............ccoceeeverveeenns $ — 3 11 $ 11 $ — 3 11
Business and corporate banking ...........ccccooceeverienennens 121 129 250 45 311
Global banking ...........cccccveevereevienierieseenie e seesieenens 262 175 437 82 520
Total commercial.......ccc.oeeviiieiiiiiiiiiiiieeeeeeee e, $ 383 $ 315 $ 698 §$ 127 $ 842

M Reflects the carrying value of impaired commercial loans and includes basis adjustments on the loans, such as partial charge-offs, unamortized deferred fees

and costs on originated loans and premiums or discounts on purchased loans.

@ Includes impaired commercial loans that are also considered TDR Loans which totaled $181 million and $369 million at December 31, 2018 and 2017,

respectively.

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

Year Ended December 31, 2018 2017 2016

(in millions)

Average balance of impaired commercial loans:

Real estate, including CONSTIUCHON .........ocvevevieiiiiereiiieereteece et $ 9 8 32§ 83
Business and corporate banking 200 304 344
G1ODAl DANKING........eeiieiiiiieiieiieieie ettt sttt et e st e essesseesaesseessesaeensesenes 239 554 487
Other COMMETCIAL ......co.eiiiiiriiiiiiccetee ettt e — 4 7
Total average balance of impaired commercial [0ans...............oceeeevririeeinirieeerenerenens $ 448 $ 894 $ 921
Interest income recognized on impaired commercial loans: -
Real estate, including CONSTIUCHON .........ocvevivieiiiiereiiieiereteece et $ — — 4
Business and corporate banking 15 9 9
G1ODAl DANKING........eeiieiieiieiieiieeeeie ettt sttt et ea et e essesseesaesseessesaaensessnes 7 2 —
Total interest income recognized on impaired commercial loans...........cccoceeverceaennee. $ 22§ 11 13
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Commercial Loan Credit Quality Indicators The following credit quality indicators are monitored for our commercial loan
portfolio:

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

Special Mention  Substandard Doubtful Total
(in millions)
At December 31, 2018
Real estate, including construction .............ccceeveevevieceeeeinenennennnn $ 452 S 93 $ 4 $ 549
Business and corporate banking..........cccccecevirveninneninnencnnenn. 193 314 15 522
Global BanKING ......cccccveeririririnireneteretetetee et 262 277 — 539
Other commercial.........coccviiviieeieiiiiecieeeeeeee e — 1 — 1
Total cOMMETICIAl.......ccveevuiiiiieiiieiiecie et $ 9207 $ 685 $ 19 $ 1,611
At December 31, 2017 -
Real estate, including cONStruCtion ...........ccoeeveeeeveeriereenieneeneenen. $ 467 $ 117  $ 1 $ 585
Business and corporate banking...........ccoceoeeeveeieneeinincnenenenenes 477 519 44 1,040
Global banking...........occoveiviiiniiiiircreree e 452 1,612 82 2,146
Other COMMETCIAL.........cceerviiierieieiieiee e 11 — — 11
Total COMMETCIAL......oeeiieieeeeeeeeeeeeeeeeeeeeeeeeee e $ 1,407 $ 2,248 $ 127 $ 3,782

Nonperforming The following table summarizes the status of our commercial loan portfolio, excluding loans held for sale:

Accruing Loans

Performing Nonaccrual Contractually Past
Loans Loans Due 90 days or More Total
(in millions)
At December 31, 2018
Real estate, including construction............coeceeeeeveereeneennne $ 11,337 $ 7 S N \ 11,344
Business and corporate banking ...........c.ccoceveervenienieinennnn 12,995 70 1 13,066
Global banking............ccceeeirierinienieere et 20,102 65 — 20,167
Other commercial .........cccceevirinenenineneneeeeeeeeee 4,764 1 — 4,765
Total commercial ..........ccceeeriiiriiiiiresee e $ 49,198 § 143 $ 1 $ 49,342
At December 31, 2017
Real estate, including construction............coeceeeeevcereenennene $ 10,521 $ 12 3 — 3 10,533
Business and corporate banking .............cocceeveeverienierennnnns 12,288 215 1 12,504
Global banking............ccceevevieiinienineneeereeeeeeee e 19,703 385 — 20,088
Other commErcial ..........cocvvvvieriieieieiee e 9,909 1 — 9,910
Total COMMETCIAL ....eeeeeeeeeeee et $ 52,421 § 613 $ 1 3 53,035

139



HSBC USA Inc.

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 December 31, 2018
Real estate, including CONSLIUCTION .......c.eeieiiiiiitieiiie et $ 6,769 $ 4,575 $ 11,344
Business and corporate banking 7,392 13,066
Global banking...........cccceceeerennens 5,403 20,167
Other commercial .............c.......... 775 4,765
Total commercial .............couu....... $ 18,145 § 49,342
At December 31, 2017 -
Real estate, including CONStIUCTION .......c.eeieieiiiiiiiie e $ 7456 $ 3,077 $ 10,533
Business and corporate Banking ...........cccccceceevererinenenineneneneieteeeeeeee e 5,752 6,752 12,504
G1ODAl DANKING........eevieiieiiieiieiieeete ettt sttt ettt e et e et e sseesaesseessesaeensesnees 13,218 6,870 20,088
Other COMMETCIAL ....c..eiiiiiciieciiecee ettt e e e eb e s beesbeessbeebeensee s 8,341 1,569 9,910
TOtal COMMEICIAL ....ecuviiieiiieiieiicieie ettt ettt e esseereeseesreesaesaeenneseees $ 34,767 $ 18268 $ 53,035

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:

December 31, 2018 December 31, 2017
Delinquent  Delinquency  Delinquent  Delinquency
Loans Ratio Loans Ratio

(dollars are in millions)

Residential mortgages ™ ...........cooiviieeeeeeeeeeeeeeeeee e $ 347 1.99% $ 425 2.46%
Home equity mort@ages'™™@ ..........c.ooviiiiioeeeeeeeeeeeee e 30 3.05 39 3.27
CIEdit CATAS ..oovveeiieiiieieeeie ettt e et ae et e e e beestae e beessaeesseessneennas 20 1.96 12 1.66
(0031 70701 11111 USRS 8 2.62 10 2.48
TOtAl CONSUMET ......eevieeiitieiieeteeteeteete et e steeseesteesaesteessesteesbesseesseessenseeseenseens $ 405 2.05% $ 486 2.48%

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

@ At December 31, 2018 and 2017, consumer mortgage loans and loans held for sale include $125 million and $159 million, respectively, of loans that were

in the process of foreclosure.
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Nonperforming The following table summarizes the status of our consumer loan portfolio, excluding loans held for sale:

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

(in millions)

At December 31, 2018
Residential mOTtZages .......ccoveeveeriierieenieeiieeie e e eiee s $ 17,042 $ 341 $ — $ 17,383
Home equity mortgages. .......c.ceceeerervenenenenenienenieneeeeenennes 927 55 — 982
Credit CardS......ooverueriereeieeee ettt 1,005 — 14 1,019
Other CONSUMET .....cvevieuieieiiiiiniencrestese ettt 246 — 6 252
TOtal CONSUMET ......oueeieenieiieiieiieiiete ettt $ 19220 $ 396 $ 20 $ 19,636

At December 31, 2017 - -
Residential MOTtgages .........ccceeeeerirenerieneneneneeeeeeeeeee $ 16,859 $ 414 $ — $ 17,273
Home equity mOrtgages. .......c.coueererinerenenenieneeneeeeeeeenennes 1,124 67 — 1,191
Credit CardS......ooveveriereeieieeeeee et 712 — 9 721
Other CONSUIMET ....eouvevieiietieiieiieieeece ettt ee e 335 — 8 343
Total CONSUMET ..ottt $ 19,030 $ 481 S 17 $ 19,528

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

Concentration of Credit Risk At December 31,2018 and 2017, our loan portfolios included interest-only residential mortgage and
home equity mortgage loans totaling $3,208 million and $3,424 million, respectively. An interest-only residential mortgage loan
allows a customer to pay the interest-only portion of the monthly payment for a period of time which results in lower payments
during the initial loan period. However, subsequent events affecting a customer's financial position could affect the ability of
customers to repay the loan in the future when the principal payments are required which increases the credit risk of this loan type.

141



HSBC USA Inc.

6. Allowance for Credit Losses

The following table summarizes the changes in the allowance for credit losses by product and the related loan balance by product
during the years ended December 31, 2018, 2017 and 2016:

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

(in millions)
Year Ended December 31, 2018

Allowance for credit losses — beginning

Of PEriod....c.cevveueuiririeiirieecreeee $ 82 $ 244 $ 264 $ 18 § 25§ 1 $ 32 3 5 §$ o681
Provision charged (credited) to income..... 34 31) (109) 3) (18) A3) 55 2 (73)
CRATZE-OFES c.voooveeeeeeee e — 1) 48) — ) ) 35) @) (142)
RECOVETIES ... — 47 1 — 13 6 6 2 75
Net (charge-offs) recoveries..........co........ — 6 47) — 6 ) 29) ?2) 67)
Allowance for credit losses — end of
PEHOd o $ 116 $ 219 § 108 $ 15§ 13 8 7 $ 58 § 5 $ 541
Ending balance: collectively evaluated -
for impairment ..........ccoeveverneeerenneene $ 115 § 201 $ 108 $ 15§ 10 § 6 8§ 57 § 5 § 517
Ending balance: individually evaluated
for impairment .............ccceeeeveeeeieeennne 1 18 — — 3 1 1 — 24
Total allowance for credit losses................ $ 116 $ 219§ 108 $ 15 S 13 $ 7 $ 58 $ 5 $ 541
Loans:
Collectively evaluated for impairment”... § 11,338 $ 12,971 $ 20,034 $ 4,764 $ 1648 $ 919 $1,016 $ 252 $67,780
Individually evaluated for impairment® ... 6 95 133 1 56 4 3 — 298

Loans carried at lower of amortized cost

or fair value less cost to sell — — — — 841 59 — — 900
Total 10ans ........cccovveveeernieinneccneecenee $ 11,344 $ 13,066 $ 20,167 $ 4,765 $ 17,383 $ 982 $1,019 § 252 $68,978
Year Ended December 31, 2017
Allowance for credit losses — beginning

Of PEriod......cccvveveininieiiinincircccee $ 92 3 317 $ 508 § 13 8 26 $ 20 $ 34 8 7 $ 1,017
Provision charged (credited) to income..... 3) (59) (116) 6 7 ®) 22 — (165)

Charge-offS .......ccovvvviiiiiicce @) 37 (141) (@))] “ (6) (30) “ (230)
RECOVETIES ..ot — 23 13 — 10 5 6 2 59
Net (charge-offs) recoveries...................... @) 14 (128) 1) 6 (1) (24) 2) (171)

Allowance for credit losses — end of

PEIIOA .. $ 82 % 244§ 264 $ 18 § 25§ 11 $ 32 8 5 § 681
Ending balance: collectively evaluated -

for Impairment ... $ 82 $ 199§ 182§ 18 $ 18 $ 10 $ 31 8§ 5 $ 545
Ending balance: individually evaluated

for impairment .............cccceeevevereerenennne. — 45 82 — 7 1 1 — 136
Total allowance for credit losses................ $ 82 $ 244 $ 264 $ 18 § 25 3 11 $ 32 5 $§ 681
Loans:

Collectively evaluated for impairment”... § 10,522 § 12254 $ 19,651 $ 9910 $ 16308 $ 1,121 $ 717 $ 343 $70,826
Individually evaluated for impairment® ... 11 250 437 — 57 4 4 — 763
Loans carried at lower of amortized cost

or fair value less cost to sell.................. — — — — 908 66 — — 974

Total 10ans ......c.eveeverienieniiniiriiieies $ 10,533 § 12,504 $ 20,088 $ 9910 $ 17273 § 1,191 § 721 $ 343 $72,563

142



HSBC USA Inc.

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

Year Ended December 31, 2016
Allowance for credit losses — beginning

Of PEriod......cccvveveininieiiniriccrccce $ 8 § 407 $ 267 $ 19 $ 68 $ 24§ 32 % 9 §$§ 912
Provision charged (credited) to income®.. — 10 348 (6) 9) (1) 26 4 372

Charge-offs®® 1) (110) (107) — (45) 8) (30) ®) (309)
RECOVETIES ..ot 7 10 — — 12 5 6 2 42

Net (charge-offs) recoveries ...........cceuunen. 6 (100) (107) — (33) 3) (24) ©6) $ (267)
Allowance for credit losses — end of

PELIOd ..o $ 922 $ 317 $ 508 $ 13§ 26§ 20 § 34§ 7 § 1,017
Ending balance: collectively evaluated

for IMpairment ... $ 91 $ 262§ 257 $ 12 $ 17 $ 19 $ 33 8§ 7 $ 698
Ending balance: individually evaluated

for impairment .............ccoceueueieueneiennnn. 1 55 251 1 9 1 1 — 319
Total allowance for credit losses................ $ 92 $ 317 $ 508 $ 13 3 26 $ 20 §$ 34 $ 7 $ 1,017
Loans:
Collectively evaluated for impairment”... § 10,847 § 13,738 $ 22,820 $ 5758 $ 16,165 $ 1335 $ 683 $ 382 $71,728
Individually evaluated for impairment® .. 43 342 661 7 60 3 5 — 1,121
Loans carried at lower of amortized cost

or fair value less cost to sell.................. — — — — 956 70 — — 1,026
Total loans $

10,890

$ 14080 $ 23481 § 5765 § 17,181 $§ 1408 § 683 § 382 $73,875

@ Other commercial includes loans to HSBC affiliates totaling $2,274 million, $6,750 million and $3,274 million at December 31, 2018, 2017 and 2016,

)

3)

“)

respectively, for which we do not carry an associated allowance for credit losses.

For consumer loans and certain small business loans, these amounts represent TDR Loans for which we evaluate reserves using a discounted cash flow
methodology. 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 $615 million, $655 million and $672 million at December 31, 2018,
2017 and 2016, respectively.

The provision for credit losses and charge-offs for residential mortgage loans during 2016 includes $11 million related to the lower of amortized cost or fair
value adjustment attributable to credit factors for loans transferred to held for sale. See Note 7, "Loans Held for Sale," for additional information.

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

Loans held for sale consisted of the following:

At December 31, 2018 2017

(in millions)

Commercial loans:

Real estate, inCluding CONSIIUCTION. ......ccuerueriiiiieieieieeet ettt $ 27 $ 115

G1ODAL DANKING ...ttt et b et b bbbttt et et et ebe e bt ebe et ebes 367 533

TOtal COMIMETCIAL.....cuuiiieiieiieeie ettt ettt e te et e e be e beesabeeseessbe e saeesseessaeesseeseesnsaeseesnsens 394 648
Consumer loans:

Residential MOTEZAZES ......veovieuietieieeiiee ettt ettt et ettt e ee e e et e aesaeenaeeseenaeennens 65 6

OthET COMSUIMIET ....vvivieiieiietieeieteeteeteeste st etesetesaesteessesssesseessesseessesseessenssessesseessesseensesssensesssesenssens 53 61

TOLAl CONSUIMET .....eviiiiiciiieiieeie ettt ettt ettt e et e esteeesbeesteessseesseessseesssaasseensaeanseeseesssaeseennsens 118 67
Total 10ans Neld fOr SAIE ......ceevviiiieiieiiceec ettt ettt sreeaesaeesessnesseesnens $ 512 $ 715

Commercial Loans Commercial loans held for sale primarily consists of certain loans that we have elected to designate under the
fair value option which include loans that we originate in connection with our participation in a number of syndicated credit
facilities with the intent of selling them to unaffiliated third parties as well as loans that we purchase from the secondary market
and hold as hedges against our exposure to certain total return swaps. The fair value of these loans totaled $109 million and $471
million at December 31, 2018 and 2017, respectively. See Note 15, "Fair Value Option," for additional information. In addition,
at December 31, 2017, commercial loans held for sale included $115 million of syndicated real estate loans that were sold during
2018.

Commercial loans held for sale also includes certain loans that we no longer intend to hold for investment and transferred to held
for sale which totaled $285 million and $62 million at December 31, 2018 and 2017, respectively. During 2018 and 2017, we
reversed $5 million and $5 million, respectively, of the lower of amortized cost or fair value adjustment previously recorded on
commercial loans held for sale as a component of other income (loss) in the consolidated statement of income (loss) as a result of
an increase in fair value due to improved pricing compared with recording $35 million of lower of amortized cost or fair value
adjustments associated with the write-down of commercial loans held for sale during 2016.

Consumer Loans Prior to 2018 applications, we sold agency-eligible residential mortgage loan originations on a servicing released
basis directly to PHH Mortgage Corporation ("PHH Mortgage"). Beginning with 2018 applications, PHH Mortgage is no longer
obligated to purchase these loans from us directly upon origination and instead we currently market these loans for sale to other
third parties on a servicing retained basis. Gains and losses from the sale of these residential mortgage loans are reflected as a
component of other income (loss) in the accompanying consolidated statement of income (loss).

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

Loans held for sale are subject to market risk, liquidity risk and interest rate risk, in that their value will fluctuate as a result of
changes in market conditions, as well as the credit environment. As discussed above, prior to 2018 applications, PHH Mortgage
was obligated to purchase agency-eligible loans from us directly upon origination and, as such, we retained none of the risk of
market changes in mortgage rates for these loans purchased by PHH Mortgage. Beginning with 2018 applications, we now market
these loans for sale to other third parties. As a result, in 2018, we have reinstated an economic hedging program to offset changes
in the fair value of these mortgage loans held for sale, from the time of commitment to sale, attributable to changes in market
interest rates, partially mitigating the interest rate risk for these mortgage loans. Revenue associated with this economic hedging
program, which is reflected as a component of other income (loss) in the consolidated statement of income (loss), was a loss of
$1 million during 2018.

During 2017, we completed the sale to third parties of the portfolio of residential mortgage loans that we previously purchased
from HSBC Finance Corporation ("HSBC Finance") and transferred to held for sale during 2016. These residential mortgage loans
had an unpaid principal balance of $581 million (aggregate carrying value of $536 million) at the time of sale and we recognized
a gain on sale of approximately $50 million, including transaction costs. During 2017, we reversed $1 million of the lower of
amortized cost or fair value adjustment previously recorded on this portfolio of loans as a component of other income (loss) in the
consolidated statement of income (loss) as a result of an increase in fair value due to improved pricing.

During 2016, we transferred these residential mortgage loans and associated home equity mortgage loans, with a total unpaid

principal balance of approximately $648 million at the time of transfer, to held for sale. The carrying value of these loans prior to

transfer, after considering the fair value of the property less costs to sell, as applicable, was approximately $628 million, including

accrued interest. During 2016, we recorded an initial lower of cost or fair value adjustment of $11 million associated with the
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newly transferred loans, all of which was attributed to credit factors and recorded as a component of the provision for credit losses
in the consolidated statement of income (loss). During 2016, we also recorded $4 million of additional lower of amortized cost or
fair value adjustment on these loans held for sale as a component of other income (loss) in the consolidated statement of income
(loss) as a result of a reduction in the estimated pricing on specific pools of loans.

In addition to the residential mortgage loans discussed above, during 2017 we completed the sale to a third party of certain residential
mortgage loans which previously had been written down to the lower of amortized cost or fair value of the collateral less cost to
sell (generally 180 days past due) in accordance with our existing charge-off policies and were transferred to held for sale during
2016. These residential mortgage loans had an unpaid principal balance of $364 million (aggregate carrying value of $276 million)
at the time of sale and we recognized a loss on sale of approximately $2 million, largely reflecting transaction costs. During 2017,
we reversed $5 million of the lower of amortized cost or fair value adjustment previously recorded on these loans as a component
of other income (loss) in the consolidated statement of income (loss) as a result of an increase in fair value due to improved pricing.

During 2016, we transferred these residential mortgage loans, with a total unpaid principal balance of approximately $568 million
at the time of transfer, to held for sale. The carrying value of these loans prior to transfer, after considering the fair value of the
property less costs to sell, was approximately $473 million, including related escrow advances. During 2016, we recorded an initial
lower of amortized cost or fair value adjustment of $45 million associated with the newly transferred loans, all of which was
attributed to non-credit factors and recorded as a component of other income (loss) in the consolidated statement of income (loss).
During 2016, we also recorded $8 million of additional lower of amortized cost or fair value adjustment on these loans held for
sale as a component of other income (loss) in the consolidated statement of income (loss) as a result of a reduction in the estimated
pricing on specific pools of loans subsequent to the initial transfer.

Valuation Allowances Excluding the commercial loans designated under the fair value option discussed above, loans held for sale
are recorded at the lower of amortized cost or fair value, with adjustments to fair value being recorded as a valuation allowance
through other revenues. The valuation allowance on consumer loans held for sale was $4 million and $5 million at December 31,
2018 and 2017, respectively. The valuation allowance on commercial loans held for sale was $3 million and $10 million at December
31,2018 and 2017, respectively.

8. Properties and Equipment, Net

Properties and equipment, net is summarized in the following table:

At December 31, 2018 2017
(in millions)

LLAIIA .ottt bbbttt aenes $ 8 8
Buildings and IMPIOVEIMENLTS ..........cccouiiiiiiiiiiiiiieiieeieeeee et enees 619 609
Furniture and eqUIPIMENL ........cc.eoiiiiiiireieeee ettt sttt st ettt ettt eb bt eneeae 145 145
TOAL ..ttt ettt ettt ettt h b e sh bbbttt et et neebe bt ebeeaea 772 762
Accumulated depreciation and amMOTtIZAtION. ........ccueieieiriiiiieere et (614) (577)
Properties and eqUIPMENt, NEL.........coiviriririrtinteteieteteeeitee ettt sttt ettt et et ese b eaesaesaea $ 158 §$ 185

Depreciation and amortization expense totaled $44 million, $51 million and $60 million in 2018, 2017 and 2016, respectively.

9. Goodwill

Goodwill was $1,607 million at both December 31, 2018 and 2017, respectively. Goodwill for these periods reflects accumulated
impairment losses of $670 million, which were recognized in prior periods.

During the third quarter of 2018, we completed our annual impairment test of goodwill and determined that the fair value of all
of our reporting units exceeded their respective carrying amounts.
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10. Sale of Certain Private Banking Client Relationships

In August 2017, our Private Banking business entered into an agreement to refer parts of its Latin America portfolio, consisting
primarily of clients based in areas where we do not have a corporate presence, including Central America and the Andean Pact,
to UBS Wealth Management Americas ("UBS"). Under the terms of the agreement, we facilitate the referral of these client
relationships to UBS, including the transfer of their client assets as well as the transfer of the relationship managers and client
service employees that support these clients. At the time the agreement was signed, total client assets associated with these
relationships consisted of approximately $3.5 billion in client investments (which were not reported on our balance sheet) and
$1.7 billion in client deposits (which were reported on our balance sheet). Loans associated with these client relationships were
not included in the agreement. UBS will pay us a fee of 0.5 percent of the aggregate client assets transferred during the first two
years after the agreement was signed. Therefore, the consideration we expect to receive is contingent upon the clients' decisions
to transfer their accounts to UBS, the timing and amounts of client assets transferred and the acceptance of the client assets by
UBS. As a result of entering into the agreement, we recorded the contingent consideration expected to be received of $15 million
as a receivable at estimated fair value within other assets and recognized a pre-tax gain on sale, net of allocated goodwill and
transaction costs, of $8 million in other income (loss) in 2017. The fair value of the contingent consideration is estimated using a
discounted cash flow methodology with changes in fair value recognized in other income (loss). During 2018, we reduced the
contingent consideration receivable to $12 million and recognized a $3 million loss in other income (loss) as a result of a decline
in estimated fair value based on the amount of client assets transferred to date and a revised estimate of the amount of remaining
client assets that we expect will be transferred.

Through December 31, 2018, we have completed the transfers of approximately $1.5 billion of client investments and $0.8 billion
of client deposits to UBS. We have estimated the amount of remaining client deposits that we expect will be transferred to UBS,
which was approximately $10 million at December 31,2018 compared with $673 million at December 31,2017, and have classified
them as held for sale in our consolidated balance sheet. No lower of cost or fair value adjustment was required as a result of the
transfer of deposits to held for sale. An additional $11 million of deposits at December 31, 2018 could be transferred in the event
all remaining client deposits associated with these client relationships were to be transferred.

11. Deposits

Total deposits was $110,955 million and $118,702 million at December 31, 2018 and 2017, respectively, of which $8,154 million
and $7,693 million, respectively, were carried at fair value. At December 31, 2018 and 2017, total deposits included $10 million
and $673 million, respectively, of deposits classified as held for sale.

The following table presents the aggregate amount of time deposit accounts exceeding $250,000 at December 31, 2018 and 2017:

At December 31, 2018 2017

(in millions)
DOMESLIC AEPOSIES ...eneeeieieeiteete ettt ettt ettt ettt et sa e et sa e et e es e et es et e es e e st eneeeseeneeeseeaeeaeenseenean $ 12560 $ 13,875
FOTEIZN A@POSIES ...ttt b et b ettt ettt e bt e bt e bt sbesbeebesbesbens 516 629
TOTAL ..o e e e e e ee e e e et e e e e e es e er et eee e $ 13,076 $ 14,504
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The scheduled maturities of all time deposits at December 31, 2018 are summarized in the following table:

Domestic Foreign
Deposits Deposits Total
(in millions)
2019:
0-90 AAYS....eiveeireeieteeeet ettt ettt ettt ettt b et ettt asereaee $ 8,657 $ 408 $ 9,065
O1-180 AYS...- oo eeee e eees e eee e ee s e eseeseeeeseseeeeeeseeeseses s eeeeee 3253 123 3,376
L181-365 AYS -vveeereeeeeeeereeseeeeseeeeeeseeeeeeeeseesseessseeeeesseeseseseeeseeeesseeseeseeeeesseeeeeseeen 1,489 1 1,490
13,399 532 13,931
2020 ..o s e e e e e ee e e 1,130 — 1,130
202 ] ettt h bt h bt e n e bt et e ae et e eh e et enee bt entenaeentens 1,280 — 1,280
2022 et e e e e e e e e e 1,108 — 1,108
2023 ettt h et h e bt h bt st e bt e n e bt et e ehe et e ehe e bt enee bt entenaeeneens 949 — 949
THETEATIET ...iivvieiii ettt ettt et e e eve e e b e ebeesareebeenaaeens 3,792 — 3,792
$ 21,658 $ 532§ 22,190

Overdraft deposits, which are classified as loans, were approximately $453 million and $321 million at December 31, 2018 and
2017, respectively.

Federal Deposit Insurance Corporation ("FDIC") assessment fees, which are recorded as a component of other expenses in the
consolidated statement of income (loss), totaled $135 million, $138 million and $168 million during 2018, 2017 and 2016,
respectively. During 2018, FDIC assessment fees were impacted by an immaterial out of period adjustment which increased FDIC
assessment fee expense by $25 million in connection with fee assessments related to prior years.

12.  Short-Term Borrowings

Short-term borrowings consisted of the following:

December 31,

2018 Rate 2017 Rate 2016 Rate

(dollars are in millions)

Securities sold under repurchase

agreements'............coocoooveererens $ 1,466 4.16% $ 3,365 2.10% $ 3,672 1.17%
Average during year..............c.......... $ 4,189 2.86 $ 8,100 1.28 $ 7,272 72
Maximum month-end balance......... 5,829 11,351 11,950
Commercial paper.........cccceceeveevennenne 2,532 2.70 1,154 1.56 1,251 1.20
Other ..c.ooveeriririicncceeeee 182 131 178
Total short-term borrowings .............. $ 4,180 $ 4,650 $ 5,101
" The following table presents the quarter end and average quarterly balances of securities sold under repurchase agreements:
2018 2017 2016
Fourth Third Second First Fourth Third Second First Fourth Third Second First
(in millions)
Quarter end
balance ............ $ 1466 $ 2471 $ 2,743 $ 2,792 § 3365 $ 6,494 § 7,558 $ 4,069 $ 3,672 $ 3986 $ 3,969 § 5529
Average quarterly
balance ............ 3,045 3,550 5,008 5,182 5,457 12,566 9,272 5,050 4,593 5,959 10,461 8,117
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13. Long-Term Debt

The composition of long-term debt is presented in the following table. Interest rates on floating rate notes are determined periodically
by formulas based on certain money market rates or, in certain instances, by minimum interest rates as specified in the agreements
governing the issues. Interest rates and maturity dates in effect at December 31, 2018 are shown in the below table.

At December 31,
Interest Rate
Maturity Date Interest Rate Weighted
Range Range Average 2018 2017
(in millions)
Issued or acquired by HSBC USA:
Senior debt:
FiXed-1ate NOES ....ccoovveviiiiiiiieeeeee e 2019-2025  2.25% -4.20% 3.01% $ 7,886 $ 10,185
Floating-rate NOteS .......c.evuevueruenieieieieieieeeeeieeiese s 2019 3.24% 3.24% 350 849
Structured NOLES ........oeieeieieieeeeee e 2019-2045  2.40% -5.11% 3.41% 8,850 9,137
Total senior debt.........cccvecierieiierieieeiee e 17,086 20,171
Subordinated debt:
Fixed-rate NOteS ......ceevvveeerieerieeiiecre ettt 2020-2097  5.00% - 9.30% 6.16% 1,170 1,170
Floating-rate NOtES .......covevvevverveieieieieeeeeeeeeieeiesieenees 2025 3.66% 3.66% 850 850
Total subordinated debt ...........cccoeveviirieniicieiiiees 2,020 2,020
Mark-to-market adjustment on fair value option debt..... (243) 1,125
Total issued or acquired by HSBC USA ........ccooovvvveirnne 18,863 23,316
Issued or acquired by HSBC Bank USA and its
subsidiaries:
Senior debt:
FiXed-Tate NOLES ...oeovvvveiiieeeeeeie e 2021-2026  3.67% - 4.37% 3.89% 4,927 —
Floating-rate NOteS .......coceevevvervenverieieieieeeeeeeienenecenens 2019-2040  0.93% - 1.38% 1.33% 31 4,031
Structured NOLES .......eevevvereeriiierierieeeeeee e 2019-2028  2.69% - 9.07% 5.85% 769 393
FHLB advances - floating-rate .............cccceeevevereeruennnnns 2019-2036  2.50% - 3.33% 2.88% 2,100 3,100
Total senior debt .........cccvveviivieiiinieiiceec e, 7,827 7,524
Subordinated fixed-rate NOtes ..........ceeceeeerieeeenreeeneenee. 2020-2039  4.88% - 7.00% 5.70% 3,676 3,572
Long-term debt issued by VIE - fixed-rate..................... 2019 17.20% 17.20% 66 73
Mark-to-market adjustment on fair value option debt..... 196 481
Total issued or acquired by HSBC Bank USA and its
SUDSIAIATIES ....vvveeeeveieeieee e e 11,765 11,650
Total long-term debt .........ccoeeoiiriiiiniiinieeeeeeee $ 30,628 $ 34,966

AtDecember 31,2018 and 2017, we had structured notes totaling $9,3 14 million and $10,656 million, respectively, and subordinated
debt totaling $1,935 million and $2,230 million, respectively, for which we have elected fair value option accounting and are
therefore carried at fair value. See Note 15, "Fair Value Option," for further details.

As amember of the FHLB and the Federal Reserve Bank of New York, we have secured borrowing facilities which are collateralized
by loans and investment securities. At December 31, 2018 and 2017, borrowings from the FHLB facility totaled $2,100 million
and $3,100 million, respectively, which is included in long-term debt. Based upon the amounts pledged as collateral under these
facilities, we have additional borrowing capacity of up to $15,721 million at December 31, 2018.
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Maturities of long-term debt at December 31, 2018 were as follows:

(in millions)

2019 et b s h ettt et et a et e a e b sa et s ae e e e nene $ 5799

10,077

14. Derivative Financial Instruments

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

The following table presents the fair value of derivative contracts by major product type on a gross basis. Gross fair values exclude
the effects of both counterparty netting as well as collateral, and therefore are not representative of our exposure. The table below
also presents the amounts of counterparty netting and cash collateral that have been offset in the consolidated balance sheet, as
well as cash and securities collateral posted and received under enforceable master netting agreements that do not meet the criteria
for netting. Derivative assets and liabilities which are not subject to an enforceable master netting agreement, or are subject to a
netting agreement where an appropriate legal opinion to determine such agreements are enforceable has not been either sought or
obtained, have not been netted in the table below. Where we have received or posted collateral under netting agreements where
an appropriate legal opinion to determine such agreements are enforceable has not been either sought or obtained, the related
collateral also has not been netted in the table below.
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December 31, 2018 December 31, 2017
Derivative Derivative Derivative Derivative
Assets Liabilities Assets Liabilities
(in millions)
Derivatives accounted for as fair value hedges”
OTC-CIEATEAD ..o eesee s 6 — $ 84 $ 390
— 117 — 134
6 117 84 524
Derivatives accounted for as cash flow hedges""

Foreign exchange contracts - bilateral OTC® ... 11 32 10 —
OTC-CIEArEA ..........oooooeeeeeeeeeeeeeeeee oo — — 4 86
Bilateral OTC® ...ttt — 13 — 22

Interest rate COMIACES ............c.c.iiiiiiiiiiiiicitec ettt ettt — 13 4 108

Total derivatives accounted for as hedges...................ccocooiieiiiiniiiiiiiicceee e 17 162 98 632
Trading derivatives not accounted for as hedges®
EXChANEE-ATAACAD ... e ee e ee e s eees e s s e eereese e 2 45 6 59
OTC-CLeared® ... 50 14 11,905 10,526
Bilateral OTC® ...ttt 9,866 10,780 11,549 12,997

INterest rate COMIIACES ................ocoiiiiiieii ettt e e 9,918 10,839 23,460 23,582
EXChan@e-traded® .............oooeceeeeeeeeeeeee e eeeee e eee e eeeee e s e s s — 15 4 —
Bilateral OTC®) .........oooivvvoooeeesecoeoeeeseessosesse s 15,897 15,684 15,746 14,666

Foreign exchange CONtracts ...................c.ccooooviiiiiiiiceieeececeeeeee e 15,897 15,699 15,750 14,666

Equity contracts - bilateral OTC® 2,034 2,061 2,820 2,806
Exchange-traded(2> ...................... 16 274 52 108
Bilateral OTC® .......ooooooiiiiiieieseeseeseesessssseesess sttt 829 626 502 613

Precious metals COMIACES. ............ccoooiiiiiiiiiiiiiie e 845 900 554 721
OTC-ClEArEd® ... 125 107 67 75
BilAteral OTC® .........ooooeoieeeeeeeeceeeeessss e essseessssssss s 825 831 589 485

Credit COMEIACES ..............coviiiiiiicie et 950 938 656 560

Other non-qualifying derivatives not accounted for as hedges™
OTC-CLeared® ...t — — 519 60
Bilateral OTC® .......ooouuuoiieeeeeeceeeeeeessss e ssesesssssss s 133 216 170 164

Interest rate COMIACES ..............ccoiiiiiuiiieiet ettt ettt b et 133 216 689 224

Foreign exchange contracts - bilateral OTC® ... 13 2 — —

Equity contracts - bilateral OTC oo 512 805 1,264 145

Precious metals contracts - bilateral OTC® ..o, — — — 1

Credit contracts - bilateral OTC® .................ccoooovviooiroocerieeeeceeeeeeceeeeeeee oo 6 9 — 24

Other contracts - bilateral OTC®®, 5 40 6 52

Total deriVAtiVes..............ocoiiiiiiiie et nn 30,330 31,671 45,297 43,413
Less: Gross amounts of receivable / payable subject to enforceable master netting

agreements 25,172 25,172 36,394 36,394
Less: Gross amounts of cash collateral received / posted subject to enforceable master

netting agreements®” ... 2,020 3,675 4,480 3,823
Net amounts of derivative assets / liabilities presented in the balance sheet ..................... 3,138 2,824 4,423 3,196
Less: Gross amounts of financial instrument collateral received / posted subject to

enforceable master netting agreements but not offset in the consolidated balance

sheet 832 568 742 370
Net amounts of derivative assets / liabilities 2,306 2,256 $ 3,681 $ 2,826

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 obtaining collateral and enforceable master netting
agreements. OTC-cleared derivatives are executed bilaterally in the OTC market but then novated to a central clearing counterparty, whereby the central
clearing counterparty becomes the counterparty to each of the original counterparties. Exchange traded derivatives are executed directly on an organized
exchange. Credit risk is minimized for OTC-cleared derivatives and exchange traded derivatives through daily margining requirements. During the first
quarter of 2018, a central clearing counterparty amended its rules for OTC-cleared interest rate derivatives to legally re-characterize daily variation margin
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payments to be settlement payments as opposed to cash collateral posted. The impact of reflecting the rule change for this central clearing counterparty as
of December 31, 2017 would have been a reduction in gross derivative assets and liabilities of approximately $11.5 billion and $10.3 billion, respectively,
with corresponding decreases in the related counterparty and cash collateral netting.

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

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

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

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

(™ Netting is performed at a counterparty level in cases where enforceable master netting agreements are in place, regardless of the type of derivative instrument.

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

See Note 26, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements," 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 our exposure to changes in fair value 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 increased the carrying amount of our debt by $8 million at
December 31, 2018 and decreased the carrying amount of our debt by $132 million at December 31, 2017. During 2018, 2017
and 2016, we amortized $2 million, $5 million and $6 million, respectively, of basis adjustments related to terminated and/or re-
designated fair value hedges of our debt. The total accumulated unamortized basis adjustments related to terminated and/or re-
designated fair value hedges amounted to a decrease in the carrying amount of our debt of $59 million at December 31, 2018 and
an increase in the carrying amount of our debt of $7 million at December 31, 2017.

We recorded basis adjustments for active fair value hedges of AFS securities which increased the carrying amount of the securities
by $137 million and $279 million at December 31, 2018 and 2017, respectively.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
instruments in fair value hedges and the hedged items in fair value hedges and their locations on the consolidated statement of
income (loss):

Net Ineffective
Gain (Loss)
Gain (Loss) on Derivative Gain (Loss) on Hedged Items Recognized
Net Interest Other Income Net Interest Other Income Other Income
Income (Loss) Income (Loss) (Loss)
(in millions)
Year Ended December 31, 2018
Interest rate contracts / AFS Securities .............. $ 41 $ 322§ 362 $ 309) $ 13
Interest rate contracts / long-term debt............... (58) 74 (233) (74) —
TOtal....eeeceeeeee e $ 99 $ 396 $ 129 § (383) $ 13
Year Ended December 31, 2017
Interest rate contracts / AFS Securities .............. $ 121) $ 33 $ 367 $ (35 $ )
Interest rate contracts / long-term debt............... 12 (24) (257) 29 5
TOtal....eeeceeeeee e $ (109) $ 9 % 110 $ 6) § 3
Year Ended December 31, 2016
Interest rate contracts / AFS Securities .............. $ 178) $ 59§ 374§ 74 S (15)
Interest rate contracts / long-term debt............... 32 (82) (155) 80 2)
TOtal..cuviciiecie e $ (146) $ 23) $ 219 § 6 $ (17)

Cash Flow Hedges We own or issue floating rate financial instruments and enter into forecasted transactions that give rise to
variability in future cash flows. 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 in other comprehensive income (loss). When the cash
flows being hedged materialize and are recorded in income or expense, the associated gain or loss from the hedging derivative
previously recorded in accumulated other comprehensive loss ("AOCI") is reclassified into earnings in the same accounting period
in which the designated forecasted transaction or hedged item affects earnings. If a cash flow hedge of a forecasted transaction is
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 AOCI unless it is probable that the hedged forecasted transaction
will not occur by the end of the originally specified time period as documented at the inception of the hedge, at which time the
cumulative gain or loss is released into earnings.

At December 31, 2018, active cash flow hedge relationships extend or mature through July 2036. During 2018, $23 million of
losses related to terminated and/or re-designated cash flow hedge relationships were amortized to earnings from AOCI compared
with losses of $17 million during both 2017 and 2016. During the next twelve months, we expect to amortize $33 million of
remaining losses to earnings resulting from these terminated and/or re-designated cash flow hedges. The interest accrual related
to the hedging instruments is recognized in interest income.
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The following table presents information on gains and losses on derivative instruments designated and qualifying as hedging
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 (loss):

Gain (Loss)

; Location of Gain . H
. Gain (Loss) A Recognized in
Gain (Loss) Recognized (I;‘O?atm“ of Reclassed From (Loss) Recognized Income on the
in AOCI on Derivative R ::{‘agii(ﬁis()i AOCI into Income In I]I;girg:t‘i"?ethe Derivative
(Effective Portion) from AOCI (Effective Portion) (Ineffective Portion (Ineffective Portion)
into Income and Amount
(Effective Excluded from
2018 2017 2016 Portion) 2018 2017 2016  Effectiveness Testing) 2018 2017 2016
(in millions)
Year Ended December 31,
Foreign exchange Net interest Other income
contracts................ $ % 1 8 (D income $§ — § — $§ — (loss) $— $— $—
Interest rate Net interest Other income
contracts............... 31 (30) 6 income (23) (17) (17) (loss) 1) 1 —
Total coovvveeeereeennnn. $ 29 $ (29) 5 $(23) $(17) $(17) $A) $ 1 $—

Trading Derivatives and Non-Qualifying Hedging Activities In addition to risk management, we also enter into derivative
contracts, including buy- and sell-protection credit derivatives, for the purposes of trading and market making, or repackaging
risks to form structured trades to meet clients' risk taking objectives. Additionally, we buy or sell securities and use derivatives to
mitigate the market risks arising from our trading activities with our clients that exceed our risk appetite. We also use buy-protection
credit derivatives to manage our counterparty credit risk exposure. Where we enter into derivatives for trading purposes, realized
and unrealized gains and losses are recognized in trading revenue. Prior to the sale of our remaining mortgage servicing rights
("MSRs") portfolio during the fourth quarter of 2016, we used forward purchases or sales of to-be-announced ("TBA") securities
to economically hedge changes in the fair value of our MSRs. Changes in the fair value of TBA positions, which were considered
derivatives, were recorded in other income (loss). Counterparty credit risk associated with OTC derivatives, including risk-
mitigating buy-protection credit derivatives, are recognized as an adjustment to the fair value of the derivatives and are recorded
in trading revenue.

Our non-qualifying hedging and other activities include:

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

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

»  Swap agreements entered into in conjunction with the sales of Visa Class B Shares to a third party to retain the litigation
risk associated with the Class B Shares sold until the related litigation is settled and the Class B Shares can be converted
into Class A common shares ("Class A Shares"). See Note 26, "Guarantee Arrangements, Pledged Assets and Repurchase
Agreements," for additional information.

*  Beginning in 2018, forward purchases or sales of TBA securities used to economically hedge changes in the fair value of
agency-eligible residential mortgage loans held for sale attributable to changes in market interest rates. Changes in the fair
value of TBA positions, which are considered derivatives, are recorded in other income (loss). See Note 7, "Loans Held
for Sale," for additional information.

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

Amount of Gain (Loss) Recognized in
Income on Derivatives

Location of Gain (Loss) Year Ended December 31,
Recognized in Income on Derivatives 2018 2017 2016
(in millions)
Interest rate contracts.................... Trading revenue $ 303 $ (209) $ (283)
Interest rate contracts.................... Other income (loss) — — 36
Foreign exchange contracts .......... Trading revenue 105 192 386
Equity contracts ...........ccccevvvevnne. Trading revenue 100 2 6
Precious metals contracts.............. Trading revenue 376 220 (20)
Credit contracts..........cccceeeerueennene. Trading revenue (52) (110) (71)
Total ..o $ 832 § 95 % 54

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

Amount of Gain (Loss) Recognized in
Income on Derivatives

Location of Gain (Loss) Year Ended December 31,
Recognized in Income on Derivatives 2018 2017 2016
(in millions)

Interest rate contracts................... Gain (loss) on instruments designated at fair value

and related derivatives $ 120) § 62 $ (12)
Interest rate contracts.................... Other income (loss) 1 — —
Foreign exchange contracts .......... Gain (loss) on instruments designated at fair value

and related derivatives an 6 30
Equity contracts ..........cccceeveuenee. Gain (loss) on instruments designated at fair value

and related derivatives (981) 1,121 466
Credit contracts.......c..coceeverereennene Other income (loss) 3) (43) (70)
Other contracts™..........ccccoocovveen... Other income (loss) (15) (10) —
Total ..o $ @131 $§ 1,136 $ 414

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

Credit-Risk Related Contingent Features The majority of our derivative contracts contain provisions that require us to maintain
a specific credit rating from each of the major credit rating agencies. Sometimes the derivative instrument transactions are a part
of broader structured product transactions. If our credit ratings were to fall below the current ratings, the counterparties to our
derivative instruments could demand us to post additional collateral. The amount of additional collateral required to be posted will
depend on whether we are downgraded by one or more notches. The aggregate fair value of all derivative instruments with credit-
risk related contingent features that were in a net liability position at December 31, 2018 was $979 million, for which we had
posted collateral of $422 million. The aggregate fair value of all derivative instruments with credit-risk-related contingent features
that were in a net liability position at December 31, 2017 was $1,063 million, for which we had posted collateral of $758 million.
Substantially all of the collateral posted is in the form of cash or securities available-for-sale. See Note 26, "Guarantee Arrangements,
Pledged Assets and Repurchase Agreements," for further details.
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The following table presents the amount of additional collateral that we would be required to post (from the current collateral
level) related to derivative instruments with credit-risk related contingent features if our long-term ratings were downgraded by
one or two notches. A downgrade by a single rating agency that does not result in a rating lower than a preexisting corresponding
rating provided by another rating agency will generally not result in additional collateral.

One-notch Two-notch
downgrade downgrade

(in millions)

Amount of additional collateral to be posted upon downgrade ............ccccceevvecirvenenieninenicnicnnens $ 32 % 37

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

At December 31, 2018 2017

(in millions)

Interest rate:

FUtUres and fOTWATAS ........ooviieeeeee ettt ettt eaeeaeeeae e $ 787,049 $ 735,757
N 1 1P 3,203,048 2,687,273
OPLONS WITEEETI....euvetieieietieie ettt et et te st e e st ete st ebesse e sessaenseeseenseessesseeneenseensesseensesnes 106,009 77,144
OptioNS PUICRASEA ... .ovieiiiieiieiieeee ettt e sa e re s e sreenaeeeas 107,561 93,042
4,203,667 3,593,216
Foreign exchange:

Swaps, futures and fOrwards ............coecerieeiiiieciiieeeee e 1,052,088 924,163
(031510331 L (<7 TSP 30,567 25911
Options PUICRASEA ......cvieeieiieieieieee ettt e se s sne e enes 31,069 26,617
1] S 10 SOOI SRURURS 31,084 19,401
1,144,808 996,092

Commodities, equities and precious metals:
Swaps, futures and fOrwards ............coeceiieeieiieiicieeeee e 41,328 38,709
OPHIONS WITEEETI....euetieiieeieie et ettt ettt sttt st et b ettt et e ie et e st et e et eebe et e eaeeneesees 28,595 31,631
Options PUICRASEA ......cvieeieiieieieieee ettt e se s sne e enes 40,236 43,202
110,159 113,542
Credit EITVALIVES ....evveiiie ettt e e et e e e e et e e e e s eenaaaeeeeesenaaeeeessesaaseeeseannaaeeeeas 97,298 90,290
Other CONIACTS ™) ... 736 644
TOTAL .ttt ettt ettt ettt e et e esteesb e s ae et et e b et ae b e et b et e est e beesaenteenaeebeenaeereeneenees $ 5,556,668 $ 4,793,784

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

We report our results to HSBC in accordance with HSBC Group accounting and reporting policies ("Group Reporting Basis"),
which apply International Financial Reporting Standards ("IFRSs") as issued by the International Accounting Standards Board
("IASB") and endorsed by the European Union ("EU"). We typically have elected to apply fair value option ("FVO") accounting
to selected financial instruments to align the measurement attributes of those instruments under U.S. GAAP and the Group Reporting
Basis and to simplify the accounting model applied to those financial instruments. We elected to apply FVO accounting to certain
commercial loans held for sale, certain securities purchased and sold under resale and repurchase agreements, certain fixed-rate
long-term debt issuances and all of our hybrid instruments, including structured notes and deposits. Excluding the fair value
movement on fair value option liabilities attributable to our own credit spread, which as a result of adopting new accounting
guidance is recorded in other comprehensive income (loss) beginning January 1,2017, changes in the fair value of fair value option
assets and liabilities as well as the mark-to-market adjustment on the related derivatives and the net realized gains or losses on
these derivatives are reported in gain (loss) on instruments designated at fair value and related derivatives in the consolidated
statement of income (loss). Prior to January 1, 2017, the fair value movement on fair value option liabilities attributable to our
own credit spread changes was reported in gain (loss) on instruments designated at fair value and related derivatives.

Loans We elected to apply FVO accounting to certain commercial syndicated loans which are originated with the intent to sell
and certain commercial loans that we purchased from the secondary market and hold as hedges against our exposure to certain
total return swaps and include these loans as loans held for sale in the consolidated balance sheet. The election allows us to account
for these loans at fair value which is consistent with the manner in which the instruments are managed. Where available, fair value
is based on observable market pricing obtained from independent sources, relevant broker quotes or observed market prices of
instruments with similar characteristics. Where observable market parameters are not available, fair value is determined based on
contractual cash flows adjusted for estimates of prepayment rates, expected default rates and loss severity discounted at
management's estimate of the expected rate of return required by market participants. We also consider loan-specific risk mitigating
factors such as collateral arrangements in determining the fair value estimate. Interest from these loans is recorded as interest
income in the consolidated statement of income (loss). Because a substantial majority of the loans elected for the fair value option
are floating rate assets, changes in their fair value are primarily attributable to changes in loan-specific credit risk factors. The
components of gain (loss) related to loans designated at fair value are summarized in the table below. At December 31, 2018 and
2017, no loans for which the fair value option has been elected were 90 days or more past due or in nonaccrual status.

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

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

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

156



HSBC USA Inc.

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

Fair Value

Over (Under)
Unpaid Unpaid
Principal Principal
Fair Value Balance Balance
(in millions)
At December 31, 2018
Commercial loans held for sale...........cccvviiiiiniiinineeeee e $ 109 $ 120 $ (11)
Securities sold under repurchase agreements ...........coeevereereeeeciercerenenenesvenennens 560 560 —
Fixed rate 10ng-term debt...........ccueiriiiiiiiiiiiereeeeeeeeee e 1,935 1,750 185
Hybrid instruments:
SrUCtUred AEPOSIES ....veuveueenieiieiieiieieeieete ettt s 8,154 8,441 (287)
SHUCTUTEA NOTES. ... cuenveireirenieiteiieiteeeier ettt ettt ettt ea e s seenes 9,314 9,546 (232)
At December 31, 2017
Commercial loans held for sale...........cocvveririnenininciicccee e $ 471 $ 483 $ (12)
Securities purchased under resale agreements.............ccoceeeeeveeceeneerieeeenreeeenneenns 80 80 —
Securities sold under repurchase agreements ............ocevveeereerieseesenieneeceeeenes 2,032 2,031 1
Fixed rate 10ng-term debt...........ccueiriiiiiiiiiiireeeeeeee e 2,230 1,750 480
Hybrid instruments:
Structured dEPOSIES ....viivieriieieriiiieie ettt ettt reere b e ereeae e ebeeeees 7,693 7,685 8
SHUCTUIEA NOLES....viiierieiieetieiie ettt ettt e b e estaeebeesaaeeabeessneenseenes 10,656 9,530 1,126
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Components of Gain (Loss) on Instruments Designated at Fair Value and Related Derivatives The following table summarizes
the components of gain (loss) on instruments designated at fair value and related derivatives reflected in the consolidated statement
of income (loss) for the years ended December 31, 2018, 2017 and 2016:

Securities Securities
Purchased Sold Under
Under Resale  Repurchase Long-Term Hybrid
Loans Agreements Agreements Debt Instruments Total

(in millions)

Year Ended December 31, 2018

Interest rate and other components'”............. $ — 3 — 3 1 3 99 § 1,035 $ 1,135

Credit risk component® ...........c...coooverrrnnnn.. «@ — — — — “)
Total mark-to-market on financial instruments

designated at fair value.............ccccococeiiinn “) — 1 929 1,035 1,131
Mark-to-market on related derivatives............. — — — 95) (1,062) (1,157)
Net realized gain on related long-term debt

derivatiVes .......oceeveververeneineinreeneeneceennes — — — 45 — 45
Gain (loss) on instruments designated at fair

value and related derivatives............cocceueee. $ @ S — $ 1 3 49 S 27 $ 19
Year Ended December 31, 2017

Interest rate and other components'’............ $ — 3 (3 28 6 § (1,151) § (1,144)

Credit risk component® ..........c..cccocovvunnnn.. ) — — — — 2)
Total mark-to-market on financial instruments

designated at fair value.........cccceceecerccrcnnenne. 2 (1 2 6 (1,151) (1,146)
Mark-to-market on related derivatives............. — — — 31 1,163 1,132
Net realized gain on related long-term debt

derivatives ......coevveeverienenieieeceeeeeeeeee — — — 57 — 57
Gain (loss) on instruments designated at fair

value and related derivatives............co........ $ 2) $ (1 $ 23 32 % 12 $ 43
Year Ended December 31, 2016

Interest rate and other components') .......... $ — 3 — 3 4 3 2) 3 (543) $ (541
Credit risk component®.............c.ccccoo...... 22 — — 3) 33) (14)

Total mark-to-market on financial instruments

designated at fair value...........c.cccveeerinnnene. 22 — 4 5) (576) (555)
Mark-to-market on related derivatives............. — — — (€28) 452 421
Net realized gain on related long-term debt

AETIVALIVES ..o — — — 63 — 63
Gain (loss) on instruments designated at fair

value and related derivatives............c........... $ 22 $ — 3 4 9 27 % (124) § (71)

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

@ As a result of adopting new accounting guidance in 2017, beginning January 1, 2017, the fair value movement on fair value option liabilities attributable to

our own credit spread is recorded in common equity as a component of other comprehensive income (loss).
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16. Income Taxes

In December 2017, Tax Legislation was signed into law which reduced the Federal corporate income tax rate from 35 percent to
21 percent effective January 1,2018. During 2017, we increased our income tax provision by $865 million as a result of the Federal

corporate tax rate change, due to a lower carrying value of our net deferred tax asset.

Total income taxes was as follows:

Year Ended December 31, 2018 2017 2016
(in millions)
Provision fOT INCOME tAXES .....eevveerrreeriieriieeieereeeieesteereeteesteeseessaeeseessseesseessseenseesseesnses $ 266 $ 1,228 % 89
Income tax expense (benefit) included in common equity related to:
Unrealized gains (losses) on investment SECUIILIES .........ecvevveveieeeeeieininineneeseenenne (68) 127 (135)
Unrealized gains (losses) on fair value option liabilities attributable to our own
credit SPread’) ........o.oveeeeeeee s 103 (115) —
Unrealized gains (losses) on derivatives designated as cash flow hedges.................... 12 &) 9
Employer accounting for post-retirement plans ..........c..coceevevervevienreneeriniennnenieneneene 3 1 2
Cumulative effective adjustment to initially apply new accounting guidance for
stranded tax effects resulting from Tax Legislation®...........cccocoomivivireeeeeeeernn. 91 — —
TOLAL INCOME LAXES ...vevveveircarieteesieeeeeeteetaseetese s s eetesessesse s e sssssesessesseeseseesassesesesssansesesnnns $ 407 § 1236 $ (35)

M As a result of adopting new accounting guidance in 2017, beginning January 1, 2017, the fair value movement on fair value option liabilities attributable to our

own credit spread is recorded in common equity as a component of other comprehensive income (loss).

@ See Note 2, "Summary of Significant Accounting Polices and New Accounting Pronouncements," for additional discussion.

The components of the provision for income taxes were as follows:

Year Ended December 31, 2018 2017 2016
(in millions)
Current:
FEAETAL ..ottt ettt ettt ae st teeaeeaeereenas $ 68 $ 795 191
State ANd 10CAL........coiiieiiecii et a e e e tbeebeeaee s 41 109 27
FOT@IGN.....viieieiieieeiee ettt ettt ettt st s e b e e ta e eesae s e essesseesaesseensesanensessnen 6 21 11
Total current 115 925 229
DIETRITEA ...ttt ettt et e e et estbe et e e s ebeebeesebeebaessbeebaesaneenrs 151 303 (140)
Provision fOr INCOME tAXES .......ccovviiieeiieieieeeeeeeeeeeee ettt eeaee e e e aaeeeenaeeeeaeeeeteeeenaneeeennees $ 266 $ 1,228 89
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The following table provides an analysis of the difference between effective rates based on the provision for income taxes attributable

to pretax income and the

statutory U.S. Federal income tax rate:

Year Ended December 31, 2018 2017 2016
(dollars are in millions)
Tax expense at the U.S. Federal statutory income tax rate .............. $ 123 21.0% $ 367 350% $ 76 35.0%
Increase (decrease) in rate resulting from:
State and local taxes, net of Federal benefit................cccceveennen. 40 6.8 28 2.7 10 4.6
Adjustment of Federal tax rate used to value deferred taxes'" ... (B1) (5.3 865 82.4 — —
Adjustment of State tax rate used to value deferred taxes® ....... 2 3 (15) (1.4) 4 1.8
Non-deductible FDIC assessment fees .........c.ccceeverevenerenennnn 27 4.6 — — — —
Other non-deductible / non-taxable items™ ............c..ccccooennner. 107 18.3 21 9.6
Ttems affecting prior periods™ .............ccoooorvrrroereeceeeeeeeeane. 1)) (.2) 6 .6 2) 9
Uncertain taX POSIHIONS.........eeerveruerienierieieieeeeereeesie e 6 1.0 — — “ (1.8)
Low income housing and other tax credit investments............... 5) .9) 17 (1.6) (17) (7.8)
Stock-based compensation...............ccooeevrreerieriesrereenann. ?2) (.2) ®) (.8) — —
ORET ottt — — 1 1 1 5
Provision for iNCOME taXES.......cceeverrierieriereenierieseeiesieevesieeneneeens $ 266 45.4% $1,228 117.1% $ 89 40.8%
M For2018, the amount primarily relates to tax return adjustments on certain deferred tax assets impacted by the Federal tax rate change. For 2017, the amount
relates to the effects of revaluing our net deferred tax asset for new Tax Legislation that was enacted in December 2017.
@ For 2017, the amount includes an out of period adjustment to our deferred tax asset balance which decreased tax expense by $9 million.
) For2018, the amount primarily relates to non-deductible penalties related to legal matters. For 2016, the amount mainly relates to the accrual of non-deductible
penalties.
@ For 2017, the amount relates to the impact of adjustments associated with filing the 2016 State income tax returns and changes in tax credits as a result of
filing the 2016 Federal income tax return.
&)

are recorded within income tax expense in the consolidated statement of income (loss).

The components of the net deferred tax asset are presented in the following table:

At December 31,

2018

As a result of adopting new accounting guidance, beginning January 1, 2017, all excess tax benefits and tax deficiencies for share-based payment awards

2017

Deferred tax assets:

(in millions)

AllOWANCE fOr CIEAIt LOSSES....ecuviiuieiiitieiiitieteete ettt ettt ettt et te e e sae e e e s teessesteesbesteessesseesseeseenns $ 131 $ 166
Interests in real estate mortgage investment conduits') ................coocoovoomieeieeeeeeeeee e, 182 175
Unrealized 10SSES ON INVEStMENT SCCUITIICS. .. .evveuvieeieiieeiertieterieetesseetesseeaesseesesseessesseessessessenseenns 164 96
CAPIAIZEA COSES) ...t e s e e en e 680 724
Fair value adjuStmMents ........ccooouieiiiiee ettt sttt et et e et ne s — 26
(31T RSOSSN 350 385
TOtal AEfErTEA tAX ASSEIS....uvvviiiiiiitiiieeeeeettee ettt e eee e e e e et e e e e e eeataeeeeeeessaareeeseesaaseeeeeesnsaeeeeeeannnes 1,507 1,572
Valuation @lIOWAINCE.......cc.eieiiieiiiieiieecie et cteetee sttt e st e et estaeebeesbeesseesebeessaessseesaeasseeseessseenseenssens 6) (6)
Total deferred tax assets, net of valuation alloWancCe ..............oocvveeeviiieeeeeieieeeeee e 1,501 1,566
Deferred tax liabilities:
Fair value adjuStmMents ........cooiuiiiiiieieeeee ettt sttt sttt et ettt ene s 75 —
Amortization of INtANGIDIE ASSELS .....cc.eevveriieiiieieiieieie ettt ettt esteesseeseenes 18 18
ORI ..ttt ettt ettt et e et e st e e te et e e bt e b e etb e be e s s e eheesaeereesbeera e beeaaebeesaebeesbeteenseeseenns 22 8
Total deferred tax liabilities.... 115 26
Net deferred tax asset................ . $ 1,386 $ 1,540
(1)

Real estate mortgage investment conduits ("REMICs") are investment vehicles that hold commercial and residential mortgages in trust and issue securities

representing an undivided interest in these mortgages. HSBC Bank USA holds portfolios of noneconomic residual interests in a number of REMICs. This
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item represents tax basis in such interests which has accumulated as a result of tax rules requiring the recognition of income related to such noneconomic
residuals.
@ Reflects our tax return election to capitalize certain service costs.

A reconciliation of the beginning and ending amount of unrecognized tax benefits related to uncertain tax positions is as follows:

2018 2017 2016
(in millions)

Balance at JANUATY 1, .....ccooieiioiiiieese ettt ettt s $ 17 $ 16 $ 26
Additions based on tax positions related to the current year ..........c.cccceeeecevencnenenennene 2 2 2
Additions for tax poSitions Of PriOT YEALS .....c.cecuirueeriirierieeierieeierte e seeeee e eee e eeeseens 6 — —
Reductions for tax positions Of PriOr YEATS .......c.cceerveuirieririeiriererieirieineeeeeeeereeerennenes — (1) (®)
Reductions related to settlements with taxing authorities..........ccccecevververienicnicninrenennens 4)) — @)

Balance at DeCemMDET 31, .....c..ccoviiiiiiiiieeie ittt ettt $ 24 $ 17 $ 16

The total amount of unrecognized tax benefits that, if recognized, would affect the effective income tax rate was $19 million, $13
million and $10 million at December 31, 2018, 2017 and 2016, respectively. Included in the unrecognized tax benefits are certain
items the recognition of which would not affect the effective tax rate, such as the tax effect of temporary differences and the amount
of State taxes that would be deductible for U.S. Federal tax purposes. It is reasonably possible that there could be a change in the
amount of our unrecognized tax benefits within the next 12 months due to settlements or statutory expirations in various State and
local tax jurisdictions.

It is our policy to recognize accrued interest related to uncertain tax positions in interest expense in the consolidated statement of
income (loss) and to recognize penalties, if any, related to uncertain tax positions as acomponent of other expenses in the consolidated
statement of income (loss). Accruals for the payment of interest associated with uncertain tax positions totaled $7 million, $4
million and $3 million at December 31,2018, 2017 and 2016, respectively. Our accrual for the payment of interest associated with
uncertain tax positions increased by $3 million during 2018 and increased by $1 million during 2017.

Deferred tax assets and liabilities are recognized for the future tax consequences related to the differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases, for State net operating losses and for
State tax credits. Our net deferred tax assets, including deferred tax liabilities, totaled $1,386 million and $1,540 million at
December 31, 2018 and 2017, respectively.

See Note 2, "Summary of Significant Accounting Policies and New Accounting Pronouncements," for further discussion regarding
our accounting policy relating to the evaluation, recognition and measurement of both the HNAH Group's and HSBC USA's
deferred tax assets and liabilities. In evaluating the need for a valuation allowance at December 31, 2018, it has been determined
that HNAH Group projections of future taxable income from U.S. operations based on management approved business plans
provide sufficient and appropriate support for the recognition of our net deferred tax assets. At December 31, 2018, we have
valuation allowances against certain State capital loss carryforwards for which the aforementioned projections of future taxable
income do not provide the appropriate support.

Federal income tax returns for 2015 and forward remain open to examination by the Internal Revenue Service.

We remain subject to State and local income tax examinations for years 2008 and forward. We are currently under audit by various
State and local tax jurisdictions. Uncertain tax positions are reviewed on an ongoing basis and are adjusted in light of changing
facts and circumstances, including progress of tax audits, developments in case law and the closing of statute of limitations. Such
adjustments are reflected in the tax provision.

At December 31, 2018, for State tax purposes, we had apportioned and pre-tax effected net operating loss carryforwards of $11
million which expire as follows: $10 million in 2024 - 2028 and $1 million in 2029 - 2036.

17. Preferred Stock

HSBC USA preferred stock outstanding was $1,265 million at both December 31, 2018 and 2017 and included 1,265 shares of
6.0 percent Non-Cumulative Series I Preferred Stock issued to HSBC North America. Dividends on the 6.0 percent Non-Cumulative
Series I Preferred Stock are non-cumulative and will be payable when and if declared by our Board of Directors semi-annually on
the first business day of June and December of each year at the stated rate of 6.0 percent. The Series I Preferred Stock may be
redeemed at our option, in whole or in part, on or after May 31, 2021 or at any time after we receive notice from the Federal
Reserve Board ("FRB") that the Series I Preferred Stock may no longer be included in the calculation of regulatory capital as a
result of any subsequent changes in applicable laws, rules or regulations, at a redemption price equal to $1,000,000 per share, plus
an amount equal to any declared and unpaid dividends, but only after receipt of written approval from the FRB.
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18. Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss includes certain items that are reported directly within a separate component of equity.

The following table presents changes in accumulated other comprehensive loss balances:

Year Ended December 31, 2018 2017 2016
(in millions)
Unrealized gains (losses) on investment securities:
Balance at beginning of PETiod..........cccccuiiiiiiiiiiiiiiiiiii e $ (250) $ (461) $ (234)
Cumulative effective adjustment to initially apply new accounting guidance for equity investments which were
previously classified as available-for-sale, net of tax of $2 million" ... 4 — —
Cu;nulative effective adljll%stment to initially apply new accounting guidance for stranded tax effects resulting
TOM TaX Le@ISIAtION .....ciiiiiiiieiiieetcce ettt sttt sttt eneaes (53) — —
Balance at beginning of period, adjUSTEd ............ccueirieiiiririeiiriecie ettt (299) (461) (234)
Other comprehensive income (loss) for period:
Net unrealized gains (losses) arising during period, net of tax of $(68) million, $136 million and $(125)
TNHITION, TESPECLIVELY ...ttt ettt ettt bttt ettt st et e bt e b e s s et et et e e e st eae s e st esesse e eneesenne (215) 227 (209)
Reclassification adjustment for gains realized in net income (loss), net of tax of $(6) million, $(19) million and
$(26) MILLON, TESPECEIVELY® .....ovvovooveses st ss s (18) (33) 44)
Amortization of net unrealized losses on securities transferred from available-for-sale to held-to-maturity
realized in net income (loss), net of tax of $4 million, $10 million and $16 million, respectively'™................. 13 17 26
Total other comprehensive income (10Ss) fOr PEriod........cooeucueirieiiiiriiiciiriniccieceretecrec et (220) 211 (227)
Balance at €nd Of PEIIOA........o.eirieiiuiirieiiiriec ettt sttt ettt ettt b et (519) (250) (461)
Unrealized gains (losses) on fair value option liabilities attributable to our own credit spread:
Balance at beginning of PETIOQ..........c.cuiiiiiiiiiiiiiiiiii ettt 19) — —
Cu;nulative effective adljll%stment to initially apply new accounting guidance for stranded tax effects resulting
Tom TaxX LegiSlation ..........ooviiiiiiiiice e “4) — —
Cumulative effect adjustment to initially apply new accounting guidance for financial liabilities measured under
the fair value option, net of tax of $103 MIIlHON™ ...........ccoocoiiriviereveceee s — 174 —
Balance at beginning of period, adjusted .............ccccciiiiiiiiiiiiiii e (23) 174 —
Other comprehensive income (loss) for period:
Net unrealized gains (losses) arising during period, net of tax of $103 million and $(115) million, respectively . 324 (193) —
Total other comprehensive income (108s) fOr PEriod........coeueuiirieuioiniiieininiccecerccre e 324 (193) —
Balance at end Of PEriod..........ccuiiiiiiiiiiiiiiiii e 301 19) —
Unrealized gains (losses) on derivatives designated as cash flow hedges:
Balance at beginning of PEIiOd.........c.couiuiiiiiiiiiiiiiiiccc e (164) (157) (170)
Cumulative effective adJustment to initially apply new accounting guidance for stranded tax effects resulting
from Tax Legislation . .........c.ccoiiiiiiiiiiiiiii e 35) — —
Balance at beginning of period, adjusted ............ccceiiiiiiiiiiiiiii e (199) (157) (170)
Other comprehensive income (loss) for period:
Net unrealized gains (losses) arising during period, net of tax of $7 million, $(11) million and $3 million,
TESPECHIVELY L.uiiiiiiiiicc e 22 (18) 2
Reclassification adjustment for losses realized in net income (loss), net of tax of $5 million, $6 million and $6
TULION, TESPECHVELY™......ooooooveosie s 18 11 11
Total other comprehensive income (10Ss) fOr PEriod...........cciiiiiiiiiiiiiiiiiiiicc e 40 (@) 13
Balance at end OF PEIIOA.........c.ciiiiiiiiiiciiiic ettt (159) (164) (157)
Pension and postretirement benefit liability:
Balance at beginning 0f PEIIOQ. ......c.couvueuiiriiiiririeiciec ettt ettt ettt sttt ettt 2 — 3)
Cumulative effective adg'ustment to initially apply new accounting guidance for stranded tax effects resulting
From TaX LeGISIAtION" 7 ......oiiiiiiiiieiee ettt ettt b e bt b ettt sa et es e b s te st se et — —
Balance at beginning of period, adjusted ..o 3 — 3)
Other comprehensive income (loss) for period:
Change in unfunded pension and postretirement liability, net of tax of $3 million, less than $1 million and $2
MITON, TESPECHIVELY .....cuiuiiiiiiiiiiici e 8 2 3
Total other comprehensive iNCOME fOr PErIOd.........c.ouviiiiriririririiiriirr s 8 2 3
Balance at end 0f PEIIOd........c.ciiiiiiiiiiiii bbb 11 2 —
Total accumulated other comprehensive loss at end of period..................c..ocooiiiiiiicce $ (366) $ 431) $ (618)
Q)]

See Note 2, "Summary of Significant Accounting Polices and New Accounting Pronouncements," for additional discussion.
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@ Amount reclassified to net income (loss) is included in other securities gains, net in our consolidated statement of income (loss).

®  Amount amortized to net income (loss) is included in interest income in our consolidated statement of income (loss). During 2014, we transferred securities

from available-for-sale to held-to-maturity. At the date of transfer, AOCI included net pretax unrealized losses related to the transferred securities which are
being amortized over the remaining contractual life of each security as an adjustment of yield in a manner consistent with the amortization of any premium
or discount.

@ As aresult of adopting new accounting guidance in 2017, beginning January 1, 2017, the fair value movement on fair value option liabilities attributable to

our own credit spread is recorded in common equity as a component of other comprehensive income (loss).

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

19. Share-Based Plans

Employee Stock Purchase Plans The HSBC International Employee Share Purchase Plan (the "HSBC ShareMatch Plan") allowed
eligible employees to purchase HSBC shares with a maximum monthly contribution of $320 in 2018, $325 in 2017 and $325 in
2016. For every three shares purchased under the HSBC ShareMatch Plan (the "Investment Share") the employee is awarded an
additional share at no charge (the "Matching Share"). The Investment Share is fully vested at the time of purchase while the
Matching Share vests at the end of three years contingent upon continuing employment with the HSBC Group.

Compensation expense related to Employee Stock Purchase Plans was less than $1 million in 2018, 2017 and 2016, respectively.

Restricted Share Plans Under the HSBC Group Share Plan, share-based awards have been granted to key employees typically
in the form of restricted share units. These shares have been granted subject to either time-based vesting or performance based-
vesting, typically over three to five years. Annual awards to employees are generally subject to three-year time-based vesting. We
also issue a small number of off-cycle grants each year, primarily for reasons related to recruitment of new employees. Compensation
expense for restricted share awards totaled $25 million, $31 million and $38 million in 2018, 2017 and 2016, respectively. At
December 31, 2018, future compensation cost related to grants which have not yet fully vested is approximately $14 million. This
amount is expected to be recognized over a weighted-average period of one year.

20. Pension and Other Postretirement Benefits

Defined Benefit Pension Plan Certain employees are eligible to participate in the HSBC North America qualified defined benefit
pension plan (either the "HSBC North America Pension Plan" or the "Plan") which facilitates a unified employee benefit policy
and unified employee benefit plan administration for HSBC companies operating in the United States. Future benefit accruals for
legacy participants under the final average pay formula and future contributions under the cash balance formula were previously
discontinued and, as a result, the Plan is frozen.

The components of pension expense for the defined benefit pension plan recorded in our consolidated statement of income (loss)
and shown in the table below reflect the portion of pension expense of the combined HSBC North America Pension Plan which
has been allocated to us. We have not been allocated any portion of the Plan's net pension liability.

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

Interest cost on projected benefit OblIZAtioN ...........coeviririiiiererieieeeeeeeeee e $ 60 $ 71 $ 70

Expected return on plan @SSELS .........cceceeereririrerininenenestetest ettt ettt ettt (78) (88) (86)
Amortization of net actUarial LOSS........evuiruerierieieieieeei e 20 33 42

AQMINISTIATIVE COSES .uvivriiiiiiiieitieiieeitieeteesteeste et e eteeteesbeeseessbeeseessseesseessseasseesssensseessseasseessseas 6 4 4

Loss on partial settlement of Plan pension obligation............c.ccveeveeieriinienesieneeiesieeeesieeveniens — 35 —

PeNSION EXPEISE...eutieieiiieiieti ettt ettt ettt et ettt e s et e ene et e eneeeseeneeeseensesmeensesneenseensenseennenseans $ 8 3 55 % 30

During 2018, pension expense was impacted by an immaterial out of period adjustment which increased pension expense by $10
million in connection with pension valuation changes related to prior years.

During 2017, HSBC North America completed a limited-time offer to former vested Plan employees who had not yet commenced
receiving payment of their annuity benefit to elect a) an immediate lump sum payment; b) an immediate annuity (reduced for early
payment under the terms of the Plan); or c) to retain their existing benefit in an annuity to be paid under the original terms of the
Plan. Payments to former employees who elected to participate in an early distribution were made by HSBC North America in
December. As a result, our allocated pension expense during 2017 included a settlement loss of approximately $35 million due
primarily to an acceleration of a portion of the Plan's actuarial losses which had been reflected in HSBC North America's AOCI.
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The assumptions used in determining pension expense of the HSBC North America Pension Plan are as follows:

2018 2017 2016
DISCOUNE TALE. ...ttt sttt sttt ettt at e bt e bt ebeebesbesbeebesaeseenen 4.25% 3.60% 4.25%
Expected long-term rate of return on Plan assets ...........cccoeveveeviieieniieiieieieceeee e 5.50 5.50 5.50

Defined Contribution and Other Supplemental Retirement Plans We maintain a 401(k) plan covering substantially all employees.
Employer contributions to the plan are based on employee contributions. Total expense recognized for this plan was approximately
$29 million, $34 million and $33 million in 2018, 2017 and 2016, respectively.

Certain employees are participants in various defined contribution and other non-qualified supplemental retirement plans all of
which have been frozen. Total expense recognized for these plans was approximately $3 million, $2 million and $3 million in
2018, 2017 and 2016, respectively.

Postretirement Plans Other Than Pensions Our employees also participate in plans which provide medical and life insurance
benefits to certain retirees and eligible dependents. These plans cover substantially all employees who meet certain age and vested
service requirements. We have instituted dollar limits on payments under the plans to control the cost of future medical benefits.
The following table reflects the components of the net periodic postretirement benefit cost:

Year Ended December 31, 2018 2017 2016

(in millions)
Interest cost on accumulated benefit Obligation .............ccvvcveviiecieriecienieieceee e $ 2 3 2 2
Amortization of net actuarial AN .......c..cceevevieiiiiriirinineneeee e ?2) €)) —
Net periodic postretirement benefit COSt.........coviviririiiriiineireceeeceeeeeee $ — 3 1$ 2

The assumptions used in determining the net periodic postretirement benefit cost for our postretirement benefit plans are as follows:

2018 2017 2016
DISCOUNE TALE......eeveeeieeeieieeeiete et et ete sttt e st e e st esbesseesessaenseeseenseenseseensenseensesseensesneensesnean 3.45% 3.95% 3.95%
Salary iNCrease asSUMPLION........ccievereerierteeteeieeseeteeseeseessesseessesssessesseessesssessesssessesssessenns 3.00 3.00 3.00

A reconciliation of the beginning and ending balances of the accumulated postretirement benefit obligation is as follows:

2018 2017
(in millions)
Accumulated benefit obligation at beginning of Year...........ccoceeeviririenerenienerereeeeeeeeeee e $ 53§ 55
TIEETEST COSL .ttt ettt ettt e et e bt e et e bt e st e e bt e sate e beesateenbee 2 2
ACHUATTAL ZAINS ..eenieiietieiete ettt ettt et b e bt bt e bt bt et bt st et e et et en b e st et e st bt aeeaeeneenes 3) —
Benefits Paid, MET......couiieieiiieieiieee ettt ettt ettt sneeae st ete e e seenaen 5) 4
Accumulated benefit obligation at end Of YEar ........c.cceiriiiiiiiiiiiire e $ 42 3 53

Our postretirement benefit plans are funded on a pay-as-you-go basis. We currently estimate that we will pay benefits of
approximately $4 million relating to our postretirement benefit plans in 2019. The funded status of our postretirement benefit plans
was a liability of $42 million at December 31, 2018.

Estimated future benefit payments for our postretirement benefit plans are summarized in the following table:

(in millions)

W W A B~ b
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The assumptions used in determining the benefit obligation of our postretirement benefit plans at December 31 are as follows:

2018 2017 2016
DASCOUNT TALE ...ttt 4.15% 3.45% 3.95%
Salary iNCrease aSSUIMPLION .....c..couieteruerterrereieiteieeiteit et sttt st ettt et eae st eneeresbesresaeenes 3.00 3.00 3.00

For measurement purposes, 7.1 percent (pre-65) and, as it relates to the postretirement benefit plans which were not amended to
eliminate future health cost increases, 7.4 percent (post-65) annual rates of increase in the per capita costs of covered health care
benefits were assumed for 2018. These rates are assumed to decrease gradually reaching the ultimate rate of 4.5 percent in 2026,
and remain at that level thereafter.

21. Fee Income from Contracts with Customers

The following table summarizes fee income from contracts with customers disaggregated by type of activity, as well as a
reconciliation to total other revenues, during the years ended December31,2018,2017 and 2016. Following the table is a description
of the various types of fee-based activities and how revenue associated with these activities is recognized.

2018 2017 2016
(in millions)

Credit CATd TEES, NET.....oiviieiieieeieeee ettt ettt ettt st eeas et e easetesateaesasenseensenseenseseeens $ 50 $ 46 $ 52
Trust and investment ManagemMeEnt fEES.........ccecveruirieriieieiieiee ettt eeaesbeeeneeeens 135 156 153
Other fees and commissions:

ACCOUNT SCTVICES ....uvviiieuiieeetiee et e eete e e et e e e it e e eeteeeetteeeeteeeeeaseeeeaseeeesseeeessesentseeeasseseeseseensseeans 284 291 293

CIEdit TACTIITIES. ....vveeeeeeeee ettt ettt ettt e e e ete e et e e eteeeteeeteeeaeeeteeeaeeeaeeeseeenreeereeennes 344 310 349

(0111153 o 11 J USROSt 56 68 79

Total other fees and COMMUISSIONS .......cc.viivieeiieiiieeiiecieeeeete et e eee et sereebeestreebeereeeebeessaeennas 684 669 721
Servicing and other fees from HSBC affiliates ..........ccoocveriircieniinienieiecececeeeee e 356 348 289
INSULANCE! ..o 11 14 20
Total fee income from contracts with customers 1,236 1,233 1,235
Other NON-TEE TEVEIUECS. .....c.viiiieiie ettt e e et e e et e e et eeeeaaeeeeaeeeeaeeeeeaaeeeeneeas 663 769 169

(2)

Total other revenues $ 1,899 $ 2,002 §$ 1,404

1)
2)

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

See Note 23, "Business Segments," for a reconciliation of total other revenues on a U.S. GAAP basis to other operating income for each business segment
under the Group Reporting Basis.

Credit card fees, net Credit card fees, net includes interchange fees earned from merchants who accept our cards in connection
with the purchase of their goods and/or services. These fees are recognized when we satisfy the performance obligation by
simultaneously approving a card holder's purchase at the point of sale and remitting payment to the merchant. We recognized
interchange fees of $88 million, $79 million and $76 million during the years ended December31,2018,2017 and 2016, respectively.
Annual fees on credit cards, net of direct lending costs, are billed upfront and recognized on a straight-line basis over one year.
Other credit card fees such as cash advance and over-limit fees are transaction based and are recognized and billed at the point in
time the transaction occurs which is when the performance obligation is met. Costs related to our credit card rewards program
vary based on multiple factors including card holder activity, card holder reward redemption rates and card holder reward selections.
These costs are recorded when the rewards are earned by the customer and are presented as a reduction to credit card fees. Credit
card rewards program costs totaled $45 million, $37 million and $30 million during the years ended December 31, 2018, 2017
and 2016, respectively.

Trust and investment management fees Trust and investment management fees include investment management and administration
fees which are typically billed as a percentage of the average value of a customer's assets during an agreed payment period or for
some contracts, the value of a customer's assets at the end of an agreed payment period and therefore represent variable consideration.
The fee percentage and payment period are agreed with the customer upfront. Generally, payment periods are monthly or quarterly
and coincide with our reporting periods, thereby resolving the uncertainty of the variable consideration by the reporting date. For
payment periods that do not coincide with our reporting periods, judgment is required to estimate the fee and determine the amount
to include in an accrual. An accrual is only recorded to the extent it is highly probable that a significant reversal of revenue will
not occur. In most cases, a significant reversal of revenue is not highly probable. Other trust and investment management fees are
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transaction based and are recognized and billed at the point in time the transaction occurs which is when the performance obligation
is met. From time to time, we may also receive performance fees from some funds, though these fees are typically only recognized
when the performance fee is determinable and the uncertainty of the variable consideration is resolved.

Account services We provide services for commercial and consumer customer accounts that generate fees from various activities
including: accounts statements, ATM transactions, cash withdrawals, wire transfers, remittances, check cashing, debit cards and
internet and phone banking. The fees for these services are established in the customer account agreement and are either billed
individually at the time the service is performed or on a monthly basis for a package or bundle of services as the services are
performed. The performance obligation for these services is met when the services are performed. Customer account agreements
typically include a package of services with multiple performance obligations or abundle of services making up a single performance
obligation. In the case of a package of services, the pattern of transfer to the customer is usually the same for all services, and
therefore the package of services is treated as a single performance obligation. In some cases, a package or bundle of services is
billed upfront as an annual fee and recognized on a straight-line basis over one year as the services are performed and the performance
obligation is met.

Credit facilities Credit facilities fees include fees generated from lending activities that are not included in the direct loan origination
fees which are recognized in interest income as an adjustment to yield. This includes fees associated with loan commitments,
revolving credit facilities, standby letters of credit, loan syndication and other transaction based fees. These fees are either billed
as a fixed price or as a percentage of the approved lending limit or transaction value. The fee percentage is agreed with the customer
upfront. Although the percentage-based fees represent variable consideration, the uncertainty of the variable consideration is
resolved by the time the revenue is recognized as the lending limit or transaction value is known on the contract or transaction
date. Loan syndication fees received for managing a syndication and other transaction based fees are recognized and billed at the
point in time the transaction occurs, which is when the performance obligation is met. Fees associated with loan commitments,
revolving credit facilities and standby letters of credit are billed upfront and recognized on a straight-line basis over the period the
service is performed which is when the performance obligation is met (e.g., the commitment period). In the event a loan commitment
or standby letter of credit is exercised, the remaining unamortized fee is recognized as an adjustment to yield over the loan term.

Other fees and commissions Other fees and commissions include fees received associated with various other activities such as
custody services, imports/exports, clearing and other miscellaneous services. These fees are typically transaction based and are
recognized and billed at the point in time the transaction occurs which is when the performance obligation is met. Fees earned
from providing customers with custody services are typically recognized and billed on a monthly basis over the period the service
is performed which is when the performance obligation is met, as a percentage of the value of the customer's assets held in custody
(calculated daily or monthly).

Servicing and other fees from HSBC affiliates We receive fees from other HSBC affiliates for providing them with various banking,
wealth management and other miscellaneous services as well as support for certain administrative and global business activities.
These fees are reported in servicing and other fees from HSBC affiliates and are typically recognized and billed on a monthly basis
over the period the service is performed or for some fees that are transaction based, at the point in time the transaction occurs,
which is when the performance obligation is met. See Note 22, "Related Party Transactions," for additional information regarding
the various services provided and other transactions with HSBC affiliates.

Insurance We earn commissions from the sale of third-party insurance policies which are typically recognized on a weekly or
monthly basis, when the policy goes into effect which is when the performance obligation is met.

Deferred Fee Income

Information related to deferred fee income on loan commitments, revolving credit facilities and standby letters of credit is included
in Note 26, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements," and Note 27, "Fair Value Measurements."
Excluding these items, we had deferred fee income related to certain account service fees that are paid upfront and recognized
over the service period and annual fees on credit cards which collectively totaled $2 million and $1 million at December 31, 2018
and December 31, 2017, respectively. We expect to recognize this revenue over a remaining period of one year or less.

Other than as described above under trust and investment management fees, we do not use significant judgments in the determination
of the amount and timing of fee income from contracts with customers. Additionally, costs to obtain or fulfill contracts with
customers were immaterial.
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22. Related Party Transactions

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

At December 31, 2018 2017
(in millions)
Assets:
Cash and due from DANKS .........c.ccviiiiiiiiieceeeec ettt ettt ae et v nas $ 245 § 191
Interest bearing deposits With Danks. ..........cccceviiriiiiiieeeeeee e 1,000 473
Securities purchased under agreements to TeSell™) .............o.ovuiimiimieeeeeeeeee e — 1,115
TTAAING ASSELS ..ottt ettt ettt b et e e et e st e s bt et e sbe e bt setenbesatenbesstenbeennenbeans 102 63
| oY s RO 2,274 6,750
OHET™ o 169 134
TOLAL ASSEES ...ttt ettt et e e e et et e e e et e et e et e et et e et e et e st e et e e e eeaeeeaeean $ 3,790 $ 8,726
Liabilities:
DIEPOSIES ...vivitietietietete et et et et et estest e st e st esee st eseeteeteeseeseebeebeese b e s bessesbes s esb e st esbessereeteeteeseeneeteeteeaeesears $ 12,000 §$ 10,521
Trading HADIItIES . ......c..eivieeiieiieiieteei ettt ettt ettt ettt et e aseeteebeeteesteeaeebeeasesteessesseessenreans 349 737
ShOTt-tEIMN DOTTOWINES....eevevieiietieiectieiesteete et et e eetete et e et eseesseensesseessesseensesseensesseenseeseenseeneenseanes 638 1,595
LONGEIMN AEDL ....iiviiiiiiiciicieeiee ettt te et e te e beere e be e st e beesbesbeesbenraans 7,845 4,841
ORET™ oo 333 387
TOTAL HADIIITIES ...ttt ettt et et e eat et e enteeaeestesaeenaesateesesnsesaesnsesseensesseensesseans $ 21,165 $ 18,081
)

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

@ Other assets and other liabilities primarily consist of derivative balances associated with hedging activities and other miscellaneous account receivables and

payables.
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Year Ended December 31, 2018 2017 2016

(in millions)

Income (Expense):

INTEIEST INCOIMIE. .....vvieeiieiietiiee ettt e e e e et e e e e e eaaae e e e e eeaaaeeeeeeesaaaeeeesenaseeeeeessnnees $ 107 $ 65 $ 122

INEEIEST EXPEIISE ...onevreniieiieiieteettet ettt ettt ettt ettt et sbeesn e sbe et saeenaesaeenneeanen (367) (267) (166)
INEt INTETESE EXPEIISE...c.vevirirertitentertetetetet ettt ettt ettt ettt e st be s et et et eseeneeateseeseebesuesaenes (260) (202) (44)
Trading TEVENUE (EXPEIISE) .....eeverueruirtirteriertetetenteteutesteutettebesbeetesbesbe st et e be st et es s et eseebeebesseebesbenee 1,370 (615) (1,297)
Servicing and other fees from HSBC affiliates:

HSBC BanK PIC......eouiiiiiiiiiiiiieeseete ettt ettt ettt 176 154 156

HSBC Markets (USA) InC. ("HMUS") ..ouioiiiieieeeeeeee et 112 71 34

HSBEC FINANCE ...ttt ettt sttt 3 44 40

Other HSBC affiliates.......cc.coiriiriirieniiieieicieieeeeeteeee ettt 65 79 59
Total servicing and other fees from HSBC affiliates..........cccccevevieinieinieineinencinceeceeen 356 348 289
Gain (loss) on instruments designated at fair value and related derivatives ........ccccceceveeennene. (1,052) 1,108 467

Support services from HSBC affiliates:

HSBC Technology & Services (USA) ("HTSU") ...ooiiiriniiiniiescccieeeeeeeeeeeese e (1,198) (1,165) (1,027)

HMUS .o (105) (121) (214)

Other HSBC affiliates........c.coiriiriiriiniiieieciceeeeteteeet ettt (300) (263) (254)
Total support services from HSBC affiliates ...........ccevueeririeninineniniierieieeteeeeeeeeeeeeie e (1,603) (1,549) (1,495)
Rental income from HSBC affiliates, Net!).........vuoveeeeeeeeeeeeeeeeee e eese e ee e e eee e 48 54 60
Stock based compensation eXPense™............cco..rvuerververreerserieseee e (25) (31) (39)

M We receive rental income from our affiliates, and in some cases pay rental expense to our affiliates, for rent on certain office space. Net rental income from
our affiliates is recorded as a component of occupancy expense, net in our consolidated statement of income (loss).

@ Employees may participate in one or more stock compensation plans sponsored by HSBC. These expenses are included in salaries and employee benefits
in our consolidated statement of income (loss). Certain employees are also eligible to participate in a defined benefit pension plan and other postretirement
plans sponsored by HSBC North America which are discussed in Note 20, "Pension and Other Postretirement Benefits."

During 2018, our results were impacted by an immaterial out of period adjustment which increased servicing and other fees from
HSBC affiliates by approximately $10 million in connection with costs reimbursements related to prior years.

Funding Arrangements with HSBC Affiliates:

We use HSBC affiliates to fund a portion of our borrowing and liquidity needs. At December 31, 2018 and 2017, long-term debt
with affiliates reflected $7.8 billion and $4.9 billion, respectively, of borrowings from HSBC North America. During the fourth
quarter of 2018, $4.0 billion of these borrowings were repaid and were replaced as discussed below. The remaining outstanding
balances include:

*  $1.5 billion of fixed-rate senior debt which was issued during the fourth quarter of 2018 and matures in March 2021;
*  $2.0 billion of fixed-rate senior debt which was issued during the fourth quarter of 2018 and matures in May 2021;
*  $0.9 billion of floating-rate subordinated debt which was issued in 2015 and matures in May 2025;

»  $2.0 billion of fixed-rate senior debt which was issued during the fourth quarter of 2018 and matures in September 2025;
and

*  $1.5 billion of fixed-rate senior debt which was issued during the fourth quarter of 2018 and matures in March 2026.

We have a $150 million uncommitted line of credit with HSBC North America. There was no outstanding balance under this credit
facility at either December 31, 2018 or 2017.

We have also incurred short-term borrowings with certain affiliates, largely securities sold under repurchase agreements with
HSBC Securities (USA) Inc. ("HSI"). In addition, certain affiliates have also placed deposits with us.
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Lending and Derivative Related Arrangements Extended to HSBC Affiliates:
At December 31, 2018 and 2017, we had the following loan balances outstanding with HSBC affiliates:

At December 31, 2018 2017

(in millions)
HMUS and SUDSIAIATIES ....oeoiiuvveiieiiiiiieiee ettt eeeeee e e e e et e e e e e esnaaeeeeesenaaeeesssensaseeessesnnteneeeeans $ 2235 §$ 6,690
Other short-term affiliate leNding..........ccoecverieeieiieecieeeee et aeeneens 39 60
TOTAL JOANS ...ttt et e et et e e ea e e e et e e et e e teesaae et e e st e eeateeaaeeneeeaneeanes $ 2,274 $ 6,750

HMUS and subsidiaries We have extended loans and lines, some of them uncommitted, to HMUS and its subsidiaries in the
amount of $12.8 billion and $7.9 billion at December 31, 2018 and 2017, respectively, of which $2.2 billion and $6.7 billion,
respectively, was outstanding. The maturities of the outstanding balances range from overnight to three months. Each borrowing
is re-evaluated prior to its maturity date and either extended or allowed to mature. Included in the outstanding borrowings at
December 31,2017 was a $5.0 billion overnight loan to HSI that was repaid in early January as the wire process from HSI to settle
daily activity failed.

We have extended lines of credit to various other HSBC affiliates totaling $3.9 billion which did not have any outstanding balances
at either December 31, 2018 and 2017.

Other short-term affiliate lending In addition to loans and lines extended to affiliates discussed above, from time to time we may
extend loans to affiliates which are generally short term in nature. At December 31, 2018 and 2017, there were $39 million and
$60 million, respectively, of these loans outstanding.

HSBC Finance During 2017, we received $28 million of loan prepayment fees from HSBC Finance associated with the payoff
of their loan, which were included in servicing and other fees from HSBC affiliates.

Derivative Contracts As part ofa global HSBC strategy to offset interest rate or other market risks associated with certain securities,
debt issues and derivative contracts with unaffiliated third parties, we routinely enter into derivative transactions with HSBC Bank
plc and other HSBC affiliates. The notional value of derivative contracts related to these transactions was approximately $809.5
billion and $768.4 billion at December 31, 2018 and 2017, respectively. The net credit exposure (defined as the net fair value of
derivative assets and liabilities, including any collateral received) related to the contracts was approximately $108 million and $64
million at December 31, 2018 and 2017, respectively. Our Global Banking and Markets business accounts for these transactions
on a mark to market basis, with the change in value of contracts with HSBC affiliates substantially offset by the change in value
of related contracts entered into with unaffiliated third parties.

Services Provided Between HSBC Affiliates:

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

*  HSBC North America's technology and support services, including risk management, compliance, operations, finance, tax,
legal, human resources, corporate affairs and other shared services, are centralized within HTSU. HTSU also provides
certain item processing and statement processing activities to us. The fees we pay HTSU for the centralized support services
and processing activities are included in support services from HSBC affiliates. We also receive fees from HTSU for
providing certain administrative services to them. The fees we receive from HTSU are included in servicing and other fees
from HSBC affiliates. In certain cases, for facilities used by HTSU, we may guarantee their performance under the lease
agreements.

*  We use other subsidiaries of HSBC, including HSBC Global Services Limited an HSBC subsidiary located outside of the
United States, to provide various support services to our operations, including among other areas, information technology,
software development, customer service, collection, risk management and accounting. The expenses related to these services
are included in support services from HSBC affiliates.

*  Weutilize HSI, a subsidiary of HMUS, for broker dealer, debt underwriting, customer referrals, loan syndication and other
treasury and traded markets related services, pursuant to service level agreements. Debt underwriting fees charged by HSI
are deferred as a reduction of long-term debt and amortized to interest expense over the life of the related debt. Fees charged
by HSI for the other services are included in support services from HSBC affiliates. We also receive fees from HSI for
providing certain wealth management services to them. The fees we receive from HSI are included in servicing and other
fees from HSBC affiliates.

*  Wereceive fees from other subsidiaries of HSBC, including HSBC Bank plc, for providing them with banking and other
miscellaneous services as well as support for certain administrative and global business activities. These fees are reported
in servicing and other fees from HSBC affiliates.
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*  Prior to 2018, we received residential mortgage loan servicing fees from HSBC Finance for services performed on their
behalf and paid residential mortgage loan servicing fees to HSBC Finance for services performed on our behalf. The fees
we received from HSBC Finance were reported in servicing and other fees from HSBC affiliates. During 2017, HSBC
Finance completed the execution of their receivable sales program and, as a result, we are no longer servicing residential
mortgage loans for HSBC Finance. Fees we paid to HSBC Finance were reported in support services from HSBC affiliates.
This included fees paid for the servicing of residential mortgage loans that we previously purchased from HSBC Finance.
During 2017, we sold these residential mortgage loans to third parties.

Other Transactions with HSBC Affiliates

At both December 31, 2018 and 2017, we had $1,265 million of non-cumulative preferred stock issued and outstanding to HSBC
North America. See Note 17, "Preferred Stock," for additional details.

23. Business Segments

We have five distinct business segments that we utilize for management reporting and analysis purposes, which are aligned with
HSBC's global business strategy: Retail Banking and Wealth Management ("RBWM"), Commercial Banking ("CMB"), Global
Banking and Markets ("GB&M"), Private Banking ("PB") and a Corporate Center ("CC"). There have been no changes in the
basis of our segmentation as compared with the presentation in our Annual Report on Form 10-K for the year ended December
31,2017 ("2017 Form 10-K").

Net interest income of each segment represents the difference between actual interest earned on assets and interest incurred on
liabilities of the segment, adjusted for a funding charge or credit that includes both interest rate and liquidity components. Segments
are charged a cost to fund assets (e.g. customer loans) and receive a funding credit for funds provided (e.g. customer deposits)
based on equivalent market rates that incorporate both repricing (interest rate risk) and tenor (liquidity) characteristics. The objective
of these charges/credits is to transfer interest rate risk from the segments to one centralized unit in Balance Sheet Management,
recognize term funding costs/benefits and more appropriately reflect the profitability of the segments.

Certain other revenue and operating expense amounts are also apportioned among the business segments based upon the benefits
derived from this activity or the relationship of this activity to other segment activity. These inter-segment transactions are accounted
for as if they were with third parties.

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

As discussed more fully below, during 2018, we adopted new accounting guidance under the Group Reporting Basis for the
requirements of IFRS 9, "Financial Instruments" ("IFRS 9"), and we also implemented a change in accounting policy under the
Group Reporting Basis to classify structured notes and deposits as liabilities designated under the fair value option. There have
been no additional changes in the measurement of segment profit as compared with the presentation in our 2017 Form 10-K.

A summary of significant differences between U.S. GAAP and the Group Reporting Basis as they impact our results is presented
below:

Net Interest Income

Expected credit losses / loan impairment - As discussed more fully below under "Expected Credit Losses (Provision for Credit
Losses)," under the Group Reporting Basis the amount of impairment relating to the discounting of future cash flows unwinds
with the passage of time. There is no similar requirement under U.S. GAAP.

Loan origination - Certain loan fees and incremental direct loan origination costs, which would not have been incurred but for the
origination of the loans, are deferred and amortized to earnings over the life of the loan under the Group Reporting Basis. Certain
loan fees and incremental direct loan origination costs, including internal costs directly attributable to the origination of loans in
addition to direct salaries, are deferred and amortized to earnings over the life of the loan under U.S. GAAP. Loan origination
deferrals are more stringent under the Group Reporting Basis and generally result in lower costs being deferred than permitted
under U.S. GAAP. In addition, all deferred loan origination fees, costs and loan premiums must be recognized based on the expected
life of the loan under the Group Reporting Basis as part of the effective interest calculation, while under U.S. GAAP, they may be
recognized on either a contractual or expected life basis.

Deposit incentives - Under the Group Reporting Basis, costs associated with cash back incentives offered on customer deposits
are deferred and amortized to interest expense over the incentive period, while under U.S. GAAP, such costs are recognized
immediately in operating expenses.
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Other Operating Income (Total Other Revenues)

Loans held for sale - For loans transferred to held for sale subsequent to origination, the Group Reporting Basis requires these
loans to be reported separately on the balance sheet when certain criteria are met which are generally more stringent than those
under U.S. GAAP, but does not change the recognition and measurement criteria. Accordingly, for the Group Reporting Basis,
such loans continue to be accounted for and credit losses continue to be measured in accordance with IFRS 9 (or for periods prior
to 2018, TAS 39, "Financial Instruments: Recognition and Measurement" ("IAS 39")), with any gain or loss recorded at the time
of sale. U.S. GAAP requires loans that meet the held for sale classification requirements be transferred to a held for sale category
and subsequently be measured at the lower of amortized cost or fair value. Under U.S. GAAP, the component of the lower of
amortized cost or fair value adjustment upon transfer to held for sale related to credit risk is recorded in provision for credit losses
while the component related to interest rates and liquidity factors is recorded in other revenues. Changes in the lower of amortized
cost or fair value after the initial transfer to held for sale are recorded in other revenues to the extent permissible.

For loans originated with the intent to sell, the Group Reporting Basis requires these loans to be classified as trading assets and
recorded at their fair value, with gains and losses recorded in trading revenue. Under U.S. GAAP, such loans are classified as loans
held for sale and, with the exception of certain loans accounted for under FVO accounting, are recorded at the lower of amortized
cost or fair value, with changes in the lower of amortized cost or fair value adjustment recorded in other revenues to the extent
permissible.

Structured notes and deposits - Beginning January 1, 2018, HSBC concluded that a change in accounting policy and presentation
from trading liabilities to liabilities designated under the fair value option for structured notes and deposits under the Group
Reporting Basis would be appropriate since it would better align with the presentation of similar financial instruments by peers
under IFRSs and therefore provide more relevant information about the effect of these financial liabilities on reported financial
position and performance. As a result, the fair value movement on structured notes and deposits attributable to our own credit
spread is now being recorded in other comprehensive income (loss) under the Group Reporting Basis, consistent with U.S. GAAP
as discussed further below. Prior to January 1, 2018, structured notes and deposits were classified as trading liabilities under the
Group Reporting Basis and carried at fair value with changes in fair value recorded in earnings. During 2017 and 2016, total other
revenues under the Group Reporting Basis in GB&M included losses of $85 million and $33 million, respectively, from the fair
value movement on structured notes and deposits attributable to our own credit spread.

Under U.S. GAAP, we elected to apply fair value option accounting to these structured notes and deposits. Beginning January 1,
2017, the adoption of new accounting guidance under U.S. GAAP required the fair value movement on fair value option liabilities,
including structured notes and deposits, attributable to our own credit spread to be recorded in other comprehensive income (loss).
Prior to January 1, 2017, the fair value movement on fair value option liabilities, including structured notes and deposits, attributable
to our own credit spread was recorded in earnings.

Low income housing tax credit investments - Under the Group Reporting Basis, the amortization of our investment balance and
associated tax benefits are presented net in other operating income. Under U.S. GAAP, amortization of our investment balance
and associated tax benefits are presented net in income tax expense.

Renewable energy tax credit investments - Renewable energy tax credit investments are reported as available-for-sale securities
and measured at fair value under the Group Reporting Basis, with changes in fair value recognized in equity. Under U.S. GAAP,
these investments are accounted for under the equity method, with the amortization of our investment balance presented in other
revenues and the tax benefits obtained presented in income tax expense.

Servicing assets - Under the Group Reporting Basis, servicing assets are initially recorded on the balance sheet at cost and amortized
over the projected life of the assets. Servicing assets are periodically tested for impairment with impairment adjustments charged
against current earnings. Under U.S. GAAP, servicing assets are initially recorded on the balance sheet at fair value. All subsequent
adjustments to fair value are reflected in other revenues. During the fourth quarter of 2016, we sold our remaining MSRs portfolio.

Expected Credit Losses (Provision for Credit Losses)

Expected credit losses / loan impairment - On January 1, 2018, we adopted new accounting guidance under the Group Reporting
Basis in conjunction with HSBC's adoption of the requirements of IFRS 9 with the exception of the provisions relating to the
presentation of gains and losses on financial instruments designated at fair value which were previously adopted in 2017.

Under IFRS 9, expected credit losses ("ECL") are recognized for a) financial assets measured at amortized cost, including loans,
securities purchased under agreements to resell and certain debt securities; b) financial assets measured at fair value with changes
in fair value recorded through other comprehensive income (loss), primarily debt securities; and c¢) certain loan commitments and
financial guarantee contracts. Financial assets which have not experienced a significant increase in creditrisk since initial recognition
are considered to be in 'stage 1'; financial assets which are considered to have experienced a significant increase in credit risk are
in 'stage 2'; and financial assets for which there is objective evidence of impairment so are considered to be in default or otherwise
credit-impaired are in 'stage 3'. At initial recognition and for financial assets that remain in stage 1, an allowance (or provision in
the case of some loan commitments and financial guarantees) is required for ECL resulting from default events that are possible
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within the next 12 months ("12-month ECL"). In the event of a significant increase in credit risk, an allowance (or provision) is
required for ECL resulting from all possible default events over the expected life of the financial instrument ("lifetime ECL") and
financial assets are moved to stage 2 or stage 3.

The adoption of the new accounting guidance on January 1, 2018 on our customer loan portfolio resulted in an increase to our
customer loan allowance for ECL of approximately $60 million with a corresponding charge to equity under the Group Reporting
Basis. The impact of adoption on the allowance for other financial assets was not significant. Prior to 2018, impairment under the
Group Reporting Basis was measured in accordance with IAS 39 and recognized when there was objective evidence of impairment.

Under U.S. GAAP, we maintain an allowance for credit losses that reflects our estimate of probable incurred losses in the existing
loan portfolio. For commercial loans collectively evaluated for impairment, we utilize a loss emergence period greater than 12
months for calculating the allowance for credit losses under U.S. GAAP, while under the Group Reporting Basis, a loss emergence
period is not applicable under IFRS 9. Under IFRS 9, a majority of our commercial loans are considered to be in stage 1 and a 12-
month ECL is recorded for these loans under the Group Reporting Basis. As a result of the different approaches, the allowance for
credit losses for commercial loans is currently higher under U.S. GAAP than under the Group Reporting Basis. Prior to 2018, we
utilized different loss emergence periods for calculating the allowance for credit losses under U.S. GAAP and the Group Reporting
Basis. On an annual basis, we conduct reviews of our loss emergence period estimate used for U.S. GAAP reporting purposes
based upon regulatory guidance and bank industry practice in the United States and, prior to 2018, we separately conducted annual
reviews of the loss emergence period estimate under the Group Reporting Basis. These reviews resulted in a longer emergence
period under U.S. GAAP than under the Group Reporting Basis and, therefore, the allowance for credit losses for commercial
loans collectively evaluated for impairment was higher under U.S. GAAP than under the Group Reporting Basis. This difference
in loss emergence period was primarily attributable to the different approaches used for U.S. GAAP and the Group Reporting
Basis. We determined that, based on the judgment involved and the practice which had evolved in different jurisdictions, both
approaches for estimating loss emergence periods resulted in an appropriate allowance for credit losses under the reporting basis
to which each was being applied.

In addition to the differences discussed above related to loss emergence period and from using an ECL approach under the Group
Reporting Basis, beginning in 2018, compared with an incurred loss approach under U.S. GAAP, the Group Reporting Basis utilizes
discounting for estimating credit losses on customer loans including recovery estimates. The amount of impairment relating to the
discounting unwinds with the passage of time. Under U.S. GAAP, discounting is applied only to the extent loans are considered
TDR Loans. Also under the Group Reporting Basis, if the fair value on secured loans previously written down increases because
collateral values have improved and the improvement can be related objectively to an event occurring after recognition of the
write-down, such write-down is reversed, which is not permitted under U.S. GAAP. Additionally under the Group Reporting Basis,
future recoveries on charged-off loans or loans written down to fair value less cost to obtain title and sell are accrued for on a
discounted basis and a recovery asset is recorded. Subsequent recoveries are recorded to earnings when received under U.S. GAAP,
but are adjusted against the recovery asset under the Group Reporting Basis.

Loans held for sale - As discussed more fully above under "Other Operating Income (Total Other Revenues)," under U.S. GAAP,
the credit risk component of the lower of amortized cost of fair value adjustment related to the transfer of loans to held for sale is
recorded in provision for credit losses. There is no similar requirement under the Group Reporting Basis.

Operating Expenses

Property - The sale and leaseback of our 452 Fifth Avenue property, including the 1 W. 39th Street building, in 2010 resulted in
the recognition of a gain under the Group Reporting Basis, while under U.S. GAAP, such gain is deferred and was being recognized
over the lease term (which was ten years) due to our continuing involvement. During 2017, we extended the lease for an additional
five years as well as the amortization of the deferred gain to reflect the new lease term.

Pension and other postretirement benefit costs - Pension expense under U.S. GAAP is generally higher than under the Group
Reporting Basis as a result of the amortization of the amount by which actuarial losses exceeds the higher of 10 percent of the
projected benefit obligation or fair value of plan assets (the corridor). In addition, under the Group Reporting Basis, pension
expense is determined using a finance cost component comprising the net interest on the net defined benefit liability which does
not reflect the benefit from the expectation of higher returns on plan assets. In 2018, pension expense was higher under U.S. GAAP
due primarily to the impact of an immaterial out of period adjustment which increased pension expense under U.S. GAAP by $10
million in connection with pension valuation changes related to prior years. Under the Group Reporting Basis, this expense was
recorded directly to retained earnings. In 2017, pension expense was higher under U.S. GAAP due primarily to the impact of
HSBC North America completing a limited-time lump sum offer to former vested HSBC North America Pension Plan employees.
Under the Group Reporting Basis, completion of the offer resulted in a benefit from reducing HSBC North America's net under-
funded status, while under U.S. GAAP, this benefit was more than offset by expense from an acceleration of a portion of the Plan's
actuarial losses which had been reflected in HSBC North America's accumulated other comprehensive income. Under the Group
Reporting Basis, these actuarial losses are recorded directly to retained earnings.
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Loan origination - As discussed more fully above under "Net interest income," loan origination cost deferrals are more stringent
under the Group Reporting Basis and generally result in lower costs being deferred than permitted under U.S. GAAP.

Deposit incentives - As discussed more fully above under "Net interest income," incentive costs on customer deposits are deferred
and amortized to interest expense under the Group Reporting Basis, while under U.S. GAAP, such costs are recognized immediately
in operating expenses.

Litigation expense - Under U.S. GAAP, litigation accruals are recorded when it is probable a liability has been incurred and the
amount is reasonably estimable. Under the Group Reporting Basis, a present obligation and a probable outflow of economic benefits
must exist for an accrual to be recorded. This may create differences in the timing of accrual recognition between the Group
Reporting Basis and U.S. GAAP. Additionally, under the Group Reporting Basis, legal costs to defend litigation are accrued at the
time that a liability is recorded for the related litigation, while under U.S. GAAP, these costs are recognized as services are
performed.

Assets

Derivatives - Under U.S. GAAP, derivative receivables and payables with the same counterparty may be reported on a net basis
in the balance sheet when there is a legally enforceable netting agreement in place. In addition, under U.S. GAAP, fair value
amounts recognized for the obligation to return cash collateral received or the right to reclaim cash collateral paid are offset against
the fair value of derivative instruments. Under the Group Reporting Basis, these agreements do not necessarily meet the requirements
for offset, and therefore such derivative receivables and payables are presented gross on the balance sheet.

Securities transferred to held-to-maturity - During 2014, we transferred securities from available-for-sale to held-to-maturity and,
as a result, AOCI under both the Group Reporting Basis and U.S. GAAP included net pretax unrealized losses related to the
transferred securities which were being amortized over the remaining contractual life of each security as an adjustment of yield.
As a result of adopting IFRS 9 under the Group Reporting Basis, effective January 1, 2018, the remaining unamortized net pretax
unrealized losses were reclassified out of AOCI and adjusted against the carrying value of the securities held-to-maturity, while
under U.S. GAAP, such unrealized losses remain in AOCI and continue to amortize as an adjustment to yield.

Unquoted equity securities - Under the Group Reporting Basis, the Visa Class B Shares were classified as available-for-sale
securities and measured at fair value, with changes in fair value recognized in equity. Under U.S. GAAP, the Visa Class B Shares
were measured at cost and classified in other assets. Beginning in 2016 and into 2017, we sold substantially all of our remaining
Visa Class B Shares to a third party.

Loans - As discussed more fully above under "Other Operating Income (Total Other Revenues)," on a Group Reporting Basis,
loans designated as held for sale at the time of origination and accrued interest are classified as trading assets. However, the
accounting requirements governing when loans previously held for investment are transferred to a held for sale category are more
stringent under the Group Reporting Basis than under U.S. GAAP which results in loans generally being reported as held for sale
later than under U.S. GAAP.

Precious metal loans - Under U.S. GAAP, precious metals leased or loaned to customers are reclassified from trading precious
metals into loans and are carried at amortized cost, while under the Group Reporting Basis, precious metals leased or loaned to
customers continue to be part of the precious metal inventory recorded in other assets and are carried at fair value.

Loan allowance - As discussed more fully above under "Expected Credit Losses (Provision for Credit Losses)," beginning in 2018,
we use an ECL approach for estimating credit losses under the Group Reporting Basis compared with an incurred loss approach
under U.S. GAAP. In addition, for commercial loans collectively evaluated for impairment, we utilize a loss emergence period
greater than 12 months for calculating the allowance for credit losses under U.S. GAAP, while under the Group Reporting Basis,
a loss emergence period is no longer used beginning in 2018 under IFRS 9. Prior to 2018, we utilized different loss emergence
periods for U.S. GAAP and the Group Reporting Basis.

Goodwill - The Group Reporting Basis and U.S. GAAP require goodwill to be tested for impairment at least annually, or more
frequently if circumstances indicate that goodwill may be impaired. Under the Group Reporting Basis, goodwill was amortized
until 2005, however goodwill was amortized under U.S. GAAP until 2002, which resulted in a lower carrying amount of goodwill
under the Group Reporting Basis.
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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 cC Items Total Adjustments® fications® Totals
(in millions)
Year Ended December 31, 2018
Net interest income $ 89 §$ 797 $§ 610 $ 172 §$ 91 $ — $ 2559 § ae $ (291 $ 2,252
Other operating income..... 297 226 751 73 257 — 1,604 ) 304 1,899
Total operating income..... 1,186 1,023 1,361 245 348 — 4,163 (25) 13 4,151
Expected credit losses /
provision for credit losses . 38 (43) (194) (€] 4 — 199) 115 11 (73)
1,148 1,066 1,555 249 344 — 4,362 (140) 2 4,224
Operating expenses........... 1,286 589 834 236 688 — 3,633 3 2 3,638
Profit (loss) before income
tax eXpense ..o $ (138) $ 477 § 721 $ 13§ (344) $ — § 729 $ (143) $ — 8 586
Balances at end ofperiod:_ -
Total assets........ccceevvrenene. $19,000 $25,047 $ 73,187 $6,797 $ 79,344 $ — $203375 $ (30,927) $ — $ 172,448
Total loans, net"............... 16,918 23,913 18,895 5,715 1,599 — 67,040 (2,428) 3,825 68,437
Goodwill .....coovreeeiee. 581 358 — 321 — — 1,260 347 — 1,607
Total deposits” ... 32,612 23,604 30,181 8,193 2,781 — 97,371 (2,017) 15,601 110,955
Year Ended December 31, 2017
Net interest income............ $§ 86 § 739 § 585 $ 217§ (40) $ — $ 2387 § 48) $ 66) $ 2,273
Other operating income..... 526 216 617 94 274 — 1,727 200 75 2,002
Total operating income ..... 1,412 955 1,202 311 234 — 4,114 152 9 4,275
Expected credit losses /
provision for credit losses . 25 (52) (94) 2 — — (119) (72) 26 (165)
1,387 1,007 1,296 309 234 — 4,233 224 17) 4,440
Operating expenses........... 1,185 558 881 244 465 — 3,333 75 17 3,391
Profit (loss) before income
taX EXPENSE ...cvevvvevenenns $ 202 § 449 § 415 8 65 $ (231) $ — 900 § 149 § — 3 1,049
Balances at end ofperiod:_ -
Total assets........ccceeveeeuenene. $18,707 $23,644 § 72,734 $8,190 § 97,038 $ — $220313 § (33,078) $ — $ 187,235
Total loans, net.................. 16,685 22,444 19,125 6,405 3,556 — 68,215 (1,397) 5,064 71,882
Goodwill 581 358 — 321 — — 1,260 347 — 1,607
Total deposits.........co....... 34,186 24,239 25,476 8,470 4,923 — 97,294 (3,261) 24,669 118,702
Year Ended December 31, 2016
Net interest income............ § 818 $ 749 § 567 $§ 207 $ 132 $ 2) $ 2471 § (76) $ 89 % 2,484
Other operating income..... 363 229 785 89 127 2 1,595 (104) (87) 1,404
Total operating income ..... 1,181 978 1,352 296 259 — 4,066 (180) 2 3,888
Expected credit losses /
provision for credit losses . 70 50 383 — ) — 494 (78) (44) 372
1111 928 969 296 268 — 3,572 (102) 46 3,516
Operating expenses........... 1,131 591 986 232 338 — 3,278 (26) 46 3,298
Profit (loss) before income
taxX eXpense ................... $ (200 § 337 § (17) $ 64 § (70) $ — 294 % (76) $ — 3 218
Balances at end ofperiod:_ -
Total assets $19,618 $25,082 $ 85215 §$7,714 $108,877 $ —  $246,506 $ (45,234) $ 29 $ 201,301
Total loans, net.................. 16,889 24,125 21,914 6,024 3,512 — 72,464 (405) 799 72,858
Goodwill .....ceovrieiiiinee. 581 358 — 325 — — 1,264 348 — 1,612
Total deposits .........cccue.e... 32,472 22,005 22,260 11,618 6,989 — 95,344 (4,379) 38,283 129,248
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In addition to the changes discussed above, in conjunction with HSBC's adoption of the requirements of IFRS 9 HUSI also adopted changes in presentation
under the Group Reporting Basis related to affiliate loans and deposits as well as cash collateral posted and received. Beginning January 1, 2018, affiliate
loans have been reclassified from other assets to loans, affiliate deposits have been reclassified from other liabilities to deposits, cash collateral posted has
been reclassified from loans to other assets and cash collateral received has been reclassified from deposits to other liabilities. As a result of these changes,
total loans, net and total deposits in the GB&M segment decreased $0.1 billion and increased $8.3 billion, respectively, and total loans, net and total deposits
in the CC segment decreased $2.2 billion and increased $0.3 billion, respectively, at December 31, 2018.

Represents adjustments associated with differences between U.S. GAAP and the Group Reporting Basis. These adjustments, which are more fully described
above, consist of the following:

Net Provision Profit (Loss)
Interest Other for Credit Operating before Income Total
Income Revenues Losses Expenses Tax Expense Assets

(in millions)

December 31, 2018
DepOoSit INCENTIVES .....vvvvereeeeicieieieieieeeeeeeieeeas $ 9 3 — $ —  $ 20§ an s (10)
DEIiVAtIVES. ....covviiiiicicicccccccc e — — — — — (30,866)
Expected credit losses / loan impairment.......... (6) — 118 — (124) (386)
GoodWill....c.cooviiiiiiiiiiiiicccccccce —_ —_ — — — 347
Loan origination 29) A3 — (14) (18) 45
Loans held forsale .........coooveviiiiiiiiiiiieieeee 9 6 3) — 18 45
Pension and other postretirement benefit costs . — — — 8 ) (44)
Property ....ccoeevieieciiecce — — — (€] 8 7
Securities transferred to held-to-maturity.......... — — — — — (76)
0711 O 1 (12) — ©) ®) 11
Total adjustments...........cccceeueeecceciccnenns $ 16) $ 9 $ 115 § 3 3 (143) $ (30,927)
December 31, 2017
DEriVatiVeS.....cveeviieieiiereceeiereee e $ — 3 — 3 — 3 — 3 — 3 (32,900)
Expected credit losses / loan impairment.. 43) — (72) — 29 (332)
GOOdWill...o.oiii — a) — — a) 347
Loan origination ..........c..cceceveeveerenecnenennenens 19) — — 14) 5) 42
Loans held for sale .........cccccocevinieinnccninnnne 9 141 — — 150 21
Pension and other postretirement benefit costs . — — — 94 94) (263)
_ — — 1) 11 8
— 85 — — 85 —
5 25) — 6 (26) (€8]
$ 48) $ 200 $ (72) $ 75 8 149 § (33,078)
December 31, 2016
DErIVALIVES....ceviiieiieeeeceeeeeee et $ — 3 — 3 — 3 —  $ — 3 (44,911)
Expected credit losses / loan impairment.......... (57 7 (58) 1 7 (326)
GOOAWill....oviiiiiiiicicicicicccecce e — — — — — 348
Loan origination ...........ccccceeeevineueinincenenenne 2n — — (19) 2) 35
Loans held for sale ...........ccoooeeiiiiiiicninne. — (80) (20) — (60) 31
Pension and other postretirement benefit costs . — — — 19 (19) (191)
Property — — — (19) 19 16
Unquoted equity SECUrities ........oeveerrrreerenuenene — — — — — (163)
OhET ..t 2 @31 — ®) 21) (11)
Total adjUStMENtS..............creeeeeeerecreerrsrecrrerins $ (76) $ (104) $ (78) $ (26) $ (76) $  (45,234)

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

Bank dividends are one of the sources of funds used for payment of shareholder dividends and other HSBC USA cash needs.
Approval from the Office of the Comptroller of the Currency ("OCC") is required if the total of all dividends HSBC Bank USA
declares in any year exceeds the cumulative net income for that year, combined with the net income for the two preceding years
reduced by dividends attributable to those years. OCC approval also is required for a reduction of permanent capital of HSBC
Bank USA. Under a separate restriction, payment of dividends is prohibited in amounts greater than undivided profits then on
hand, after deducting actual losses and bad debts. Bad debts are debts due and unpaid for a period of six months unless well secured,
as defined, and in the process of collection. In February 2019, HSBC Bank USA's Board of Directors approved a common stock
return of capital of $2.4 billion to be paid to HSBC USA during the first quarter of 2019.

HSBC Bank USA is also required to maintain reserve balances either in the form of vault cash or on deposit with the Federal
Reserve Bank, based on a percentage of deposits. At December 31, 2018 and 2017, HSBC Bank USA was required to maintain
$2,205 million and $2,929 million, respectively, of reserve balances with the Federal Reserve Bank which are reported within
interest bearing deposits with banks on the consolidated balance sheet.

The following table summarizes the capital amounts and ratios of HSBC USA and HSBC Bank USA, calculated in accordance
with banking regulations in effect at December 31, 2018 and 2017:

December 31, 2018 December 31, 2017
Capital Well-Capitalized Actual Capital Well-Capitalized Actual
Amount Ratio® Ratio Amount Ratio® Ratio

(dollars are in millions)

Common equity Tier 1 ratio:

HSBC USA ..o $ 17,459 45%®  13.6% $ 17,428 45%?  14.2%

HSBC Bank USA......ccccecvininenene. 19,456 6.5 15.7 19,294 6.5 16.7
Tier 1 capital ratio:

HSBC USA ..o, 18,724 6.0 14.6 18,696 6.0 15.3

HSBC Bank USA........ccooovvreines 21,956 8.0 17.7 21,786 8.0 18.8
Total capital ratio:

HSBC USA.....oooieiieeeeeeeees 21,972 10.0 17.2 22,565 10.0 18.4

HSBC Bank USA......cccccecvinninene. 25,293 10.0 20.4 25,522 10.0 221
Tier 1 leverage ratio:

HSBC USA oo 18,724 40 2 110 18,696 40 @ 99

HSBC Bank USA........ccooovveeines 21,956 5.0 13.1 21,786 5.0 11.7
Supplementary leverage ratio ("SLR"):

HSBC USA ..o, 18,724 30 9 76 N/A

HSBC Bank USA.........ccoooomrvenrnnann.. 21,956 30 9 91 N/A
Risk-weighted assets:

HSBC USA ..o, 127,917 122,584

HSBC Bank USA.......cccoeiiierne 124,112 115,667
Adjusted quarterly average assets:*

HSBC USA.....cooiiiieeereeeeees 170,565 188,774

HSBC Bank USA......cccccecvvinininne. 168,154 186,551
Total leverage exposure:™...................

HSBC USA ..o, 245,796 N/A

HSBC Bank USA.......cccoeiiierne 242,264 N/A

(" 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.

@ There are no common equity Tier 1 or Tier 1 leverage ratio components in the definition of a well-capitalized bank holding company. The ratios shown are

the regulatory minimum ratios.
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®  Beginning January 1,2018, HSBC USA and HSBC Bank USA are required to maintain the regulatory minimum SLR of 3 percent. There is no SLR component

in the definition of a well-capitalized banking institution.

@ Represents the Tier 1 leverage ratio denominator which reflects quarterly average assets adjusted for amounts permitted to be deducted from Tier 1 capital.

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

N/A Not Applicable

We are subject to regulatory capital rules issued by U.S. banking regulators including Basel III (the "Basel III rule") which, for
banking organizations such as HSBC North America and HSBC Bank USA, became effective in 2014 with certain provisions
being phased in over time through the beginning of 2019. As a result, the capital ratios in the table above are reported in accordance
with the fully phased-in Basel III rule for December 31, 2018 and in accordance with the transition rules within the Basel III rule
for December 31, 2017. In addition, risk-weighted assets in the table above are calculated using the generally-applicable
Standardized Approach.

During 2018 and 2017, HSBC USA did not receive any cash capital contributions from its parent, HSBC North America, and did
not make any capital contributions to its subsidiary, HSBC Bank USA.

25. Variable Interest Entities

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

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

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

Consolidated VIEs The following table summarizes assets and liabilities related to our consolidated VIEs at December 31, 2018
and 2017 which are consolidated on our balance sheet. Assets and liabilities exclude intercompany balances that eliminate in
consolidation.

December 31, 2018 December 31, 2017
Consolidated Consolidated Consolidated Consolidated
Assets Liabilities Assets Liabilities

(in millions)

Low income housing limited liability partnership:

OhET ASSELS ..ouviviririieiei ettt ettt ettt ettt et ev e bbb s sesnens $ 112 $ — 3 154 § —
Long-term debt.........ccccoeviiiiiiiiiiiiiiieenreeeere e — 66 — 73
Interest, taxes and other liabilities.........c...coueeveeeiiieieeiiecieeeieene — 37 — 59
107 1 RS $ 112  $ 103 $ 154 § 132

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
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of the LLP due to the nature of our continuing involvement and, as a result, we 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. 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.

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

Unconsolidated VIEs We also have variable interests in other VIEs that are not consolidated because we are not the primary
beneficiary. The following table provides additional information on these unconsolidated VIEs, including the variable interests
held by us and our maximum exposure to loss arising from our involvements in these VIEs, at December 31, 2018 and 2017:

Total Assets Carrying Value of Variable Interests

Held by Held Reported as Maximum
Uncopselidated Assets Liabilities s
(in millions)
At December 31, 2018
Structured note VENICIES.......ccovvvvivieiiieieeeeeeeeeeeeeeeeeeeeeeae $ 3,033 $ 1,803 $ 20 $ 3,003
Limited partnership investments...........c.ccoeceeevereeieneenienncnne 1,578 454 209 454
TOtAL ..ot $ 4,611 $ 2,257  $ 229 § 3,457
At December 31, 2017
Structured note VENICIES.......ccovvvveviiiiieiieeeeeeeeeee e $ 3,019 §$ 1,803 $ 6 $ 3,013
Limited partnership investments..... 1,566 412 262 412
Refinancing SPE............. 412 116 — 116
Total...ocoveeveeiicieeceeeee $ 4,997 $ 2,331 § 268 § 3,541

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

Structured note vehicles We provide derivatives, such as interest rate and currency swaps, to structured note vehicles and, in
certain instances, invest in the vehicles' debt instruments. We hold variable interests in these structured note vehicles in the form
of total return swaps under which we take on the risks and benefits of the structured notes they issue. The same risks and benefits
are passed on to third party entities through back-end total return swaps. We earn a spread for facilitating the transaction. Since
we do not have the power to direct the activities of the VIE and are not the primary beneficiary, we do not consolidate them. Our
maximum exposure to loss is the notional amount of the derivatives wrapping the structured notes. The maximum exposure to
loss of $3,003 million at December 31, 2018 will occur in the unlikely scenario where the value of the structured notes is reduced
to zero and, at the same time, the counterparty of the back-end swap defaults with zero recovery. In certain instances, we hold
credit default swaps with the structured note vehicles under which we receive credit protection on specified reference assets in
exchange for the payment of a premium. Through these derivatives, the vehicles assume the credit risk associated with the reference
assets which are then passed on to the holders of the debt instruments they issue. Because they create rather than absorb variability,
the credit default swaps we hold are not considered variable interests. We record all investments in, and derivative contracts with,
unconsolidated structured note vehicles at fair value on our consolidated balance sheet.

During 2017, one of the structured note vehicles was unwound and our investment in the structured note vehicle along with the
related derivatives were terminated. As a result, we recognized a gain of approximately $11 million, largely reflecting a make-
whole payment provided by a third party guarantor of the investment. At the time of unwind, our investment in the structured note
vehicle had a total carrying value of $1,081 million, which was recorded in trading assets on the consolidated balance sheet.

Limited partnership investments We invest as a limited partner in partnerships that operate qualified affordable housing, renewable
energy and community development projects. The returns of these investments are generated primarily from the tax benefits,
including Federal tax credits and tax deductions from operating losses in the project companies. In addition, some of the investments
also help us comply with the Community Reinvestment Act. Certain limited partnership structures are considered to be VIEs
because either (a) they do not have sufficient equity investment at risk or (b) the limited partners with equity at risk do not have
substantive kick-out rights through voting rights or substantive participating rights over the general partner. As a limited partner,
we are not the primary beneficiary of the VIEs and do not consolidate them. Our investments in these partnerships are recorded
in other assets on the consolidated balance sheet. The maximum exposure to loss shown in the table above represents our recorded
investments.
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Refinancing SPE Prior to the second quarter of 2018, we organized and provided loans to a SPE to purchase a senior secured
financing facility from the originator designed to finance a third party borrower's acquisition of a portfolio of commercial real
estate loans in Mexico. During the second quarter of 2018, the loans we provided to the SPE were repaid in full and the SPE was
terminated.

Third-party sponsored securitization entities We invest in asset-backed securities issued by third party sponsored securitization
entities which may be considered VIEs. The investments are transacted at arm's-length and decisions to invest are based on a credit
analysis of the underlying collateral assets or the issuer. We are a passive investor in these issuers and do not have the power to
direct the activities of these issuers. As such, we do not consolidate these securitization entities. Additionally, we do not have other
involvements in servicing or managing the collateral assets or provide financial or liquidity support to these issuers which potentially
give rise to risk of loss exposure. These investments are an integral part of the disclosure in Note 3, "Trading Assets and Liabilities,"
Note 4, "Securities," and Note 27, "Fair Value Measurements," and, therefore, are not disclosed in this note to avoid redundancy.

26. Guarantee Arrangements, Pledged Assets and Repurchase Agreements

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

The following table presents total carrying value and contractual amounts of our sell protection credit derivatives and major off-
balance sheet guarantee arrangements at December 31, 2018 and 2017. Following the table is a description of the various
arrangements.

December 31, 2018 December 31, 2017
Notional / Notional /
Maximum Maximum
Carrying Exposure to Carrying Exposure to
Value Loss Value Loss

(in millions)

Credit derivatives'™? @ ... .....oo. oo $ (562) $ 45384 $ 303 $ 42,328
Financial standby letters of credit, net of participations™® ....................... — 5,302 — 5,128
Performance standby letters of credit, net of participations®™® _............... — 3,670 — 3,580
TORAL .. $ (562) $ 54356 $ 303 $§ 51,036

M Includes $25,734 million and $25,639 million of notional issued for the benefit of HSBC affiliates at December 31, 2018 and 2017, respectively.

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

®  Includes $1,321 million and $1,264 million of both financial and performance standby letters of credit issued for the benefit of HSBC affiliates at December
31,2018 and 2017, respectively.

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

Credit-Risk Related Guarantees

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

Certain derivative contracts are subject to master netting arrangements and related collateral agreements. A party to a derivative
contract may demand that the counterparty post additional collateral in the event its net exposure exceeds certain predetermined
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limits and when the credit rating falls below a certain grade. We set the collateral requirements by counterparty such that the
collateral covers various transactions and products, and is not allocated to specific individual contracts.

We manage our exposure to credit derivatives using a variety of risk mitigation strategies where we enter into offsetting hedge
positions or transfer the economic risks, in part or in entirety, to investors through the issuance of structured credit products. We
actively manage the credit and market risk exposure in the credit derivative portfolios on a net basis and, as such, retain no or a
limited net position at any time. The following table summarizes our net credit derivative positions at December 31, 2018 and
2017:

December 31, 2018 December 31, 2017
Carrying / Fair Carrying / Fair
Value Notional Value Notional

(in millions)

Sell-protection credit derivative pOSItIONS ........ccceecerereeerererrenennenes $ (562) $ 45384 $ 303 $§ 42,328
Buy-protection credit derivative poSitions............ceceeererereerereeneenne 601 51,914 (188) 47,962
Net POSIION ... $ 39§ 6530 $ 115 § 5,634

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

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

The issuance of a standby letter of credit is subject to our credit approval process and collateral requirements. We charge fees for
issuing letters of credit commensurate with the client's credit evaluation and the nature of any collateral. Included in other liabilities
are deferred fees on standby letters of credit amounting to $43 million and $48 million at December 31,2018 and 2017, respectively.
Also included in other liabilities is an allowance for credit losses on unfunded standby letters of credit of $16 million and $26
million at December 31, 2018 and 2017, respectively.

The following table summarizes the credit ratings related to guarantees including the ratings of counterparties against which we
sold credit protection and financial standby letters of credit at December 31, 2018 as an indicative proxy of payment risk:

Credit Ratings of the Obligors

Average
Life Investment Non-Investment
Notional/Contractual Amounts (in years) Grade Grade Total
(dollars are in millions)
Sell-protection Credit Derivatives'"
Single name credit default swaps ("CDS") 3.2 $ 25,051 $ 8,773 § 33,824
Index credit derivatives ........ccccceeveeeeeenieesveenenne 45 3,998 6,025 10,023
Total return SWaPS.......cceeveeverveeierreeeesreeeesreenennes 24 1,283 254 1,537
SUBLOTAL ..o eeee e ee e eeeeeeeeseee e ees e eeseeeeees e 30,332 15,052 45,384
1.2 7,558 1,414 8,972

$ 37,890 $ 16,466 § 54,356

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

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

Our internal credit ratings are determined based on HSBC's risk rating systems and processes which assign a credit grade based
on a scale which ranks the risk of default of a client. The credit grades are assigned and used for managing risk and determining
level of credit exposure appetite based on the client's operating performance, liquidity, capital structure and debt service ability.
In addition, we also incorporate subjective judgments into the risk rating process concerning such things as industry trends,
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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

Visa covered litigation In 2008, we received Class B Shares as part of Visa's initial public offering ("IPO"). Pursuant to the IPO,
we, along with all the other Class B shareholders, agreed to indemnify Visa for the claims and obligations arising from certain
specific covered litigation. The Class B Shares are not eligible to be converted into publicly traded Class A Shares until settlement
ofthe covered litigation described in Note 28, "Litigation and Regulatory Matters." Accordingly, the Class B Shares are considered
restricted and are only transferable under limited circumstances, which include transfers to other Class B shareholders.

Beginning in 2016 and into 2017, we sold substantially all of our remaining Visa Class B Shares to a third party. The net pre-tax
gains associated with these sales, which totaled approximately $312 million and $71 million during 2017 and 2016, respectively,
were recorded as a component of other income (loss) in the consolidated statement of income (loss). Under the terms of the sale
agreements, we entered into swap agreements with the purchaser to retain the litigation risk associated with the Class B Shares
sold until the related litigation is settled and the Class B Shares can be converted into Class A Shares. These swaps had a carrying
value of $40 million and $52 million at December 31, 2018 and 2017, respectively. The swap agreements we entered into with
the purchaser requires us to (a) make periodic payments, calculated by reference to the market price of Class A Shares and (b)
make or receive payments based on subsequent changes in the conversion rate of Class B Shares into Class A Shares. In 2017, we
entered into a total return swap position to economically hedge the periodic payments made under these swap agreements. The
payments under the derivative will continue until the Class B Shares are able to be converted into Class A Shares. During 2018,
we recorded a loss of $7 million related to a change in the Visa Class B Share conversion rate announced by Visa as a result of the
outstanding litigation. The fair value of the swap agreements is estimated using a discounted cash flow methodology and is
dependent upon the final resolution of the related litigation. Changes in fair value between periods are recognized in other income
(loss). See Note 14, "Derivative Financial Instruments," for further information.

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

Lease Obligations We are obligated under a number of noncancellable operating leases for premises and equipment. Certain leases
contain renewal options and escalation clauses. Office space leases generally require us to pay certain operating expenses. We
have entered into agreements to sublease certain office space. Net rental expense under operating leases was $103 million, $94
million and $80 million in 2018, 2017 and 2016, respectively. Included in net rental expense is rental income received from our
affiliates for rent on certain office space. As owner or lessee of the properties, we have entered into agreements with affiliates to
charge them rent based on the office space utilized by their employees during the period. See Note 22, "Related Party Transactions,"
for further disclosure.

Future net minimum lease commitments under noncancellable operating lease arrangements were as follows:

Minimum Minimum
Lease Sublease
Year Ending December 31, Payments Income Net

(in millions)

2079 et b ettt b et b et b st b et be st b e s te s se s eseebenene $ 136 $ (58) §$ 78
2020 ettt b et b e bt h e st h bRt b st b et b et b et b et r et ne e st ee 125 2) 123
2021 ettt ettt b et ettt ae b a b st be st b et b et se s ese b eneebeneee 115 @) 114
2022 ettt ettt b et b st b st b et st b et b e st b e st be st be st be it et e s ese b esensenene 103 — 103
2023 ettt bbbt h st h bRt ben bbbt b et s et ne e ne e 91 — 91
TREICATLET ..ottt ettt ettt et e e b e et e beesaesseenaesseensesseesseesaensens 182 ) 181
Net minimum [€ase COMMIMENTS.........cc.couieriiiieriiiieie ittt ettt ere e sre e eeas $ 752§ 62) $ 690
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Mortgage Loan Repurchase Obligations We have provided various representations and warranties related to the origination and
sale of mortgage loans including, among other things, the ownership of the loans, the validity of the liens, the loan selection and
origination process, and the compliance to the origination criteria established by the government agencies. In the event of a breach
of our representations and warranties, we may be obligated to repurchase the loans with identified defects or to indemnify the
buyers. Our contractual obligation arises only when the breach of representations and warranties are discovered and repurchase
is demanded. From 2013 to 2017, agency-eligible mortgage loan originations were sold directly to PHH Mortgage and PHH
Mortgage is responsible for origination representations and warranties for all loans purchased. With the insourcing of our mortgage
fulfillment operations, beginning with 2018 applications, we are now responsible for origination representations and warranties
for all new agency-eligible mortgage loan originations sold to third parties.

In estimating our repurchase liability arising from breaches of representations and warranties, we consider historical losses on
residual risks not covered by settlement agreements adjusted for any risk factors not captured in the historical losses as well as the
level of outstanding repurchase demands received. Outstanding repurchase demands received totaled $2 million, $3 million and
$6 million at December 31, 2018, 2017 and 2016, respectively.

The following table summarizes the change in our estimated repurchase liability during 2018,2017 and 2016 for obligations arising
from the breach of representations and warranties associated with mortgage loans sold:

Year Ended December 31, 2018 2017 2016

(in millions)
Balance at beginning of PEriod.........ccceieiiiiiriiiiiireeee e $ 10 $ 12 $ 17
Decrease in liability recorded through arnings............cocceeeveverenieniinienenniiieieenceeeese e 6)) 1) 3)
REAIIZEA LOSSES. ...ttt ettt ettt bbbt sb e ten §)) (1 (2)
Balance at end Of Period .......c.ooiiiuieiiiiee e et $ 8 S 10 $ 12

Our repurchase liability of $8 million at December 31, 2018 represents our best estimate of the loss that has been incurred, including
interest, arising from breaches of representations and warranties associated with mortgage loans sold. Because the level of mortgage
loan repurchase losses is dependent upon economic factors, investor demand strategies and other external risk factors such as
housing market trends that may change, the level of the liability for mortgage loan repurchase losses requires significant judgment.
We continue to evaluate our methods of determining the best estimate of loss based on recent trends. As these estimates are
influenced by factors outside our control, there is uncertainty inherent in these estimates making it reasonably possible that they
could change. The range of reasonably possible losses in excess of our recorded repurchase liability is between zero and $25
million at December 31, 2018. This estimated range of reasonably possible losses was determined based upon modifying the
assumptions utilized in our best estimate of probable losses to reflect what we believe to be reasonably possible adverse assumptions.

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

Pledged Assets

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

December 31, December 31,

2018 2017
(in millions)
Interest bearing deposits With Danks ............ccveiiiiniiiiniiiccc s $ 3225 $ 2,952
Trading ASSEES ) ettt ettt ettt ettt et e et e ettt r et eaeeeen 2,465 3,185
SeCUTIHES AVATLADIE-TOT-SALIED ... oottt s et se e e eeee e 7,440 7,210
Securities Neld-t0-MAtUTIEY® ............ooovioeoeeeeeee oo 1,747 2,131
LOANS™) ...ttt 18,189 17,404
OhET ASSEES™ ...... oottt 2,289 2,253
TOTAL....eeeee ettt ettt ettt ettt et e e bt et e e te et e e ta e be et b e be et b e been b e teeabeeaeenbeeteebeera e beerbebeerbeteensenteens $ 35355 $§ 35,135

M Trading assets are primarily pledged against liabilities associated with repurchase agreements.
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@ Securities are primarily pledged against derivatives, public fund deposits, trust deposits and various short-term and long term borrowings, as well as providing
capacity for potential secured borrowings from the FHLB and the Federal Reserve Bank of New York.

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

@ Other assets represent cash on deposit with non-banks related to derivative collateral support agreements.

Debt securities pledged as collateral under repurchase agreements that can be sold or repledged by the secured party continue to
be reported on the consolidated balance sheet. The fair value of securities available-for-sale that could be sold or repledged was
$822 million and $524 million at December 31, 2018 and 2017, respectively. The fair value of trading assets that could be sold or
repledged was $2,464 million and $3,185 million at December 31, 2018 and 2017, respectively.

The fair value of collateral we accepted under security resale agreements but was not reported on the consolidated balance sheet
was $13,004 million and $34,759 million at December 31, 2018 and 2017, respectively. Of this collateral, $11,904 million and
$32,459 million could be sold or repledged at December 31,2018 and 2017, respectively, of which $243 million and $1,231 million,
respectively, had been sold or repledged as collateral under repurchase agreements or to cover short sales.

Repurchase Agreements

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

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

The following table provides information about resale and repurchase agreements that are subject to offset at December 31, 2018
and 2017:

Gross Amounts Not Offset in the
Balance Sheet

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

(in millions)
At December 31, 2018
Assets:

Securities purchased under
resale agreements............. $ 12,035 § 1,867 $ 10,168 $ 10,165 $ — 8§ 3

Liabilities:

Securities sold under
repurchase agreements..... $ 3,333 §$ 1,867 $ 1,466 $ 1,458 $ — 3 8

At December 31, 2017
Assets:

Securities purchased under
resale agreements............. $ 33974 § 1,356 $ 32,618 $ 32,616 $ — 2

Liabilities:

Securities sold under
repurchase agreements..... $ 4,721 $ 1,356 $ 3,365 §$ 3,364 §$ — 3 1

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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The following table provides the class of collateral pledged and remaining contractual maturity of repurchase agreements accounted
for as secured borrowings at December 31, 2018 and 2017:

Overnight Greater
and Up to 30 31to 90 91 Days to Than One
Continuous Days Days One Year Year Total

(in millions)
At December 31, 2018

U.S. Treasury, U.S. Government sponsored and
U.S. Government agency Securities..................... $ 1,773 $ 369 $ — 3 191 § 1,000 $ 3,333

At December 31, 2017

U.S. Treasury, U.S. Government sponsored and
U.S. Government agency securities..................... $ 1,166 $ 838 $ 888 § 284 $ 1,464 $ 4,640

Foreign debt securities..........cccecvevveeverrenrenieneenenne — 81 — — — 81

Total repurchase agreements accounted for as
secured BOTTOWINGS.........c.covevevvereireeeerieereeereeerenenes $ 1,166 $ 919 § 888 $ 284 $§ 1,464 $ 4,721

27. Fair Value Measurements

Accounting principles related to fair value measurements provide a framework for measuring fair value that focuses on the exit
price that would be received to sell an asset or paid to transfer a liability in the principal market (or in the absence of the principal
market, the most advantageous market) accessible in an orderly transaction between willing market participants (the "Fair Value
Framework"). Where required by the applicable accounting standards, assets and liabilities are measured at fair value using the
"highest and best use" valuation premise. Fair value measurement guidance clarifies that financial instruments do not have
alternative use and, as such, the fair value of financial instruments should be determined using an "in-exchange" valuation premise.
However, the fair value measurement literature provides a valuation exception and permits an entity to measure the fair value of
a group of financial assets and financial liabilities with offsetting credit risks and/or market risks based on the exit price it would
receive or pay to transfer the net risk exposure of a group of assets or liabilities if certain conditions are met. We elected to apply
the measurement exception to a group of derivative instruments with offsetting credit risks and market risks, which primarily relate
to interest rate, foreign currency, debt and equity price risk, and commodity price risk as of the reporting date.

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

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

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

Model valuation adjustment - Where fair value measurements are determined using an internal valuation model based on observable
and unobservable inputs, certain valuation inputs may be less readily determinable. There may be a range of possible valuation
inputs that market participants may assume in determining the fair value measurement. The resultant fair value measurement has
inherent measurement risk if one or more parameters are unobservable and must be estimated. An input valuation adjustment is
necessary to reflect the likelihood that market participants may use different input parameters, and to mitigate the possibility of
measurement error. In addition, the values derived from valuation techniques are affected by the choice of valuation model and
model limitation. When different valuation techniques are available, the choice of valuation model can be subjective. Furthermore,
the valuation model applied may have measurement limitations. In those cases, an additional valuation adjustment is also applied
to mitigate the measurement risk. Model valuation adjustments are not material and relate primarily to Level 2 instruments.
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We apply stress scenarios in determining appropriate liquidity risk and model risk adjustments for Level 3 fair values by reviewing
the historical data for unobservable inputs (e.g., correlation, volatility). Some stress scenarios involve at least a 95 percent confidence
interval (i.e., two standard deviations). We also utilize unobservable parameter adjustments when instruments are valued using
internally developed models which reflects the uncertainty in the value estimates provided by the model.

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

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

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

Level 3 valuation technique with significant unobservable inputs - Level 3 inputs are unobservable inputs for the asset or liability
and include situations where fair values are measured using valuation techniques based on one or more significant unobservable
inputs.

Classification within the fair value hierarchy is based on whether the lowest hierarchical level input that is significant to the fair
value measurement is observable. As such, the classification within the fair value hierarchy is dynamic and can be transferred to
other hierarchy levels in each reporting period.

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

The following factors are considered in determining fair values:

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

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

indices;

*  consistency among different pricing sources;

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

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

* the source of the fair value information; and

*  whether the security is traded in an active or inactive market.
Greater weight is given to quotations of instruments with recent market transactions, pricing quotes from dealers who stand ready
to transact, quotations provided by market-makers who structured such instrument and market consensus pricing based on inputs
from a large number of survey participants. Any significant discrepancies among the external quotations are reviewed and
adjustments to fair values are recorded where appropriate. Where the transaction volume of a specific instrument has been reduced
and the fair value measurement becomes less transparent, Finance will apply more detailed procedures to understand and challenge
the appropriateness of the unobservable inputs and the valuation techniques used by the independent pricing service. Where
applicable, Finance will develop a fair value estimate using its own pricing model inputs to test reasonableness. Where fair value
measurements are determined using internal valuation models, Finance will validate the fair value measurement by either developing

unobservable inputs based on the industry consensus pricing surveys in which we participate or back testing by observing the
actual settlements occurring soon after the measurement date.
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Assets and Liabilities Recorded at Fair Value on a Recurring Basis The following table presents information about our assets
and liabilities measured at fair value on a recurring basis at December 31, 2018 and 2017, and indicates the fair value hierarchy
of'the valuation techniques utilized to determine such fair value. Unless otherwise noted below, assets and liabilities in the following
table are recorded at fair value through net income (loss).

Fair Value Measurements on a Recurring Basis

Gross Net
December 31, 2018 Level 1 Level 2 Level 3 Balance Netting® Balance
(in millions)
Assets:
Trading assets, excluding derivatives:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 5,368 152 — 5,520 — 5,520
Asset-backed securities:
Collateralized debt Obligations.........cc.eveveruerieririenieirereeeesereeeeee — — 100 100 — 100
Residential mortgages .. — — 16 16 — 16
Student loans — — 92 92 — 92
Corporate and other domestic debt SECUrIties. ........ccerveireerieererienieeeiens — — 1,803 1,803 — 1,803
Debt securities issued by foreign entities..........occeevvereeirieniereneneneenens 8,552 207 — 8,759 — 8,759
EQUItY SECUTTLIES ...veuvevietiieieiieteieeee ettt 751 — — 751 — 751
Precious metals trading ...........cooevveirerieieenienie e — 1,889 — 1,889 — 1,889
Derivatives: "
INtEreSt rate CONTIACTS......c..iievieeueiereeeeee ettt eete et e eeeeereea 2 10,053 2 10,057 — 10,057
Foreign exchange CONTIACES .........eoveiririeeieerierieeetenie et seeeeeeee — 15,919 2 15,921 — 15,921
EQUItY CONEIACES .....euvivietirieieieeieieeee ettt — 2,449 97 2,546 — 2,546
Precious metals CONIACES .........evvereireireeiieierierieeeteteee et 16 829 — 845 — 845
Credit CONLTACES. .....eveuietirteieieeteteeet ettt ettt besne e eaenee — 883 73 956 — 956
Other CONTACES® .........ooooooeeoeeeeeeeeeeee e — — 5 5 — 5
DErivatives NETHINE .....c.evverveeeiiiieieirieeeiete ettt eeeee — — — — (27,192) (27,192)
Total derivatives... 18 30,133 179 30,330 (27,192) 3,138
Securities available-for-sale:®
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 16,198 11,699 — 27,897 — 27,897
Asset-backed securities:
HOME EQUILY ..ttt — 42 — 42 — 42
OBRET ...ttt sens — — 107 107 — 107
Debt securities issued by foreign entities..........oceeevvereeirienerineneneeeens 2,362 971 — 3,333 — 3,333
LOANS™ ..ottt — 109 — 109 — 109
OhET @SSELS: ..uvvivenietiiterieiet ettt ettt sttt nean
Equity SECUTIHES™ ... — 190 — 190 — 190
Equity Securities measured at net asset value®® ... — — — 88 — 88
OHET ) ..o — — 4 4 — 4
TOtAL ASSELS....eueeeeeiieterteiei ettt ettt ettt $ 33249 §$§ 45392 § 2,301 § 81,030 §$§ (27,192) $§ 53,838
Liabilities: -
Domestic deposits . 8 — $ 7229 § 925 $§ 8154 $ — $ 8,154
Trading liabilities, excluding derivatives ...........ccceovverereeereneeneneeeeen 738 215 — 953 — 953
Derivatives: "
INtEreSt rate CONTIACTS......c.viivieeeeeereeceee et et ere et e eaeeereea 45 11,140 — 11,185 — 11,185
Foreign exchange CONTIACES .........eveeruerieeieerieieeeteiecee e 15 15,715 3 15,733 — 15,733
EQUItY CONEIACES .....euvivietiiteieieeteieee sttt st — 2,717 149 2,866 — 2,866
Precious metals CONIACES .......c.evveeeiriirieiieierierieeetetee et 274 626 — 900 — 900
Credit CONTACES. .....eveiieteiteeeieetesteeee ettt sttt st besne e erenee — 926 21 947 — 947
Other CONTACES® .........ooooooeeoeeeeeeeeeeee e — — 40 40 — 40
DErivatives NETHINE .....c.evverveeeiiiieieirieeeiete ettt eeeee — — — — (28,847) (28,847)
TOtAl AETIVALIVES ...cvveieveeeeee et eeee et ettt eee e eee e ennes 334 31,124 213 31,671 (28,847) 2,824
Short-term borrowings™ ...........o.cooovoiooeoeeeeeeeeeeeeeeeeeeee e — 560 — 560 — 560
Long-term debt™ ... — 10,837 412 11,249 — 11,249
Total labIlItIES ....euveeeeveieieieeteeeee et $ 1,072 § 49,965 $ 1,550 $§ 52,587 § (28,847) $§ 23,740
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Fair Value Measurements on a Recurring Basis

Gross Net
December 31, 2017 Level 1 Level 2 Level 3 Balance Netting® Balance
(in millions)
Assets:
Securities purchased under agreements to resell® $ — 80 — 3 80 $ — 3 80
Trading assets, excluding derivatives:
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 3,391 332 — 3,723 — 3,723
Asset-backed securities:
Collateralized debt obligations...........coeveuererveecoennrereninecininccnienes — — 129 129 — 129
Residential MOTtZAZES .......cvevevvrveveiririeinirieiirinieecereeteeseeieee e — 16 — 16 — 16
Student loans ........c.cccoeveeeeunnneee. . — 91 — 91 — 91
Corporate and other domestic debt securities...........cecvververveereriereenenene — — 1,803 1,803 — 1,803
Debt securities issued by foreign entities..........c.cocveeeeereccrnccnneenens 4,167 210 — 4,377 — 4,377
EQUItY SECUTTHES™ ......ooooovoieeieeeeeee e — 12 — 12 — 12
Precious metals trading .......c.cocoeeeeeeirieeniniecineicennetneceeeeee e — 2,274 — 2,274 — 2,274
Derivatives:"
INtErest rate CONTIACTS.....ccvievieriieeiieiieete et ettt e et eere et e eveeaeeeeaeens 6 24,231 — 24,237 — 24,237
Foreign eXchange CONtIACES ........c.coueurueueririeueenieteeninieitereereteeeeeresesaenenens 15,754 2 15,760 — 15,760
EQUILY CONTACES ...evvevveiiiiieiieteieieit ettt et se b nnens — 3911 173 4,084 — 4,084
Precious metals contracts 52 502 — 554 — 554
Credit CONLIACTS. ..c.coveviuiiieiiirietceetete ettt sttt — 536 120 656 — 656
Other CONMIACES® ........vveoveeeeeeeeeeeeeeeee s s — — 6 6 — 6
Derivatives NELHNE .....c.cccoveueuiririereinirieicrieeeieenetee sttt saeaenens — — — — (40,874) (40,874)
TOtAl dEITVALIVES ...t 62 44,934 301 45,297 (40,874) 4,423
Securities available-for-sale:®
U.S. Treasury, U.S. Government agencies and sponsored enterprises..... 19,056 10,004 — 29,060 — 29,060
Asset-backed securities:
HOME QUILY ...ttt — 51 — 51 — 51
OBRET .ttt — 399 111 510 — 510
Debt securities issued by foreign entities..........cccocveveeeerercccnnecnneenens 850 52 — 902 — 902
EQUItY SECUTTHES .......oooovoieeieeeeeee e — 177 — 177 — 177
L0ANS™ ...t eceieesi e — 471 — 471 — 471
Other @SSELS!”)...........oooeveeeeeeee e — — 15 15 — 15
Total assets $ 27,526 59,103 2359 § 88988 § (40,874) $ 48,114
Liabilities: -
DOMESHE AEPOSTES ™. $ — 6,796 897 $ 7,693 $ — $ 7,693
Trading liabilities, excluding derivatives ...........c.coeceererccrnccrnnccnnnenes 1,722 524 — 2,246 — 2,246
Derivatives:"
Interest rate contracts 59 24,379 — 24,438 — 24,438
Foreign exchange contracts — 14,664 2 14,666 — 14,666
EQUILY CONTACES ...evvevieiiiinieiieteieieit ettt se s naens — 2,859 92 2,951 — 2,951
Precious metals CONIACES ........cvveveeriruereririeieinieiecninetceneetceeeeeieesaenenens 108 614 — 722 — 722
Credit CONLIACTS. ....coveviuiiieiiirietcetetci ettt ettt ee — 578 6 584 — 584
Other CONMIACES® ........oveoveeeeeeeeeeeeeeeee e — — 52 52 — 52
Derivatives NELHNE .....c.cccoveueuiririereinirieicrieeeieenetee sttt saeaeaens — — — — (40,217) (40,217)
Total AETIVALIVES ... 167 43,094 152 43,413 (40,217) 3,196
Short-term BOrrOWINES™ ...........coovverrveerreeereeeeseeeeesee s sesseesesoens — 2,032 — 2,032 — 2,032
Long-term debt . — 12,245 641 12,886 — 12,886
Total HabIltIES ... $ 1,889 64,691 1,600 $§ 68270 $ (40,217) $ 28,053
M Includes trading derivative assets of $3,048 million and $3,725 million and trading derivative liabilities of $2,690 million and $2,633 million at December
31,2018 and 2017, respectively, as well as derivatives held for hedging and commitments accounted for as derivatives. See Note 14, "Derivative Financial
Instruments," for additional information. Excluding changes in fair value of a derivative instrument associated with the effective portion of a qualifying cash
flow hedge, which is recognized initially in other comprehensive income (loss), derivative assets and liabilities are recorded at fair value through net income
(loss).
@ Consists of swap agreements entered into in conjunction with the sales of Visa Class B Shares.
3)
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(]

See Note 15, "Fair Value Option," for additional information. Excluding the fair value movement on fair value option liabilities attributable to our own credit

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

&)

adoption of new accounting guidance resulted in a reclassification of certain equity investments to other assets as of January 1, 2018.

(6)
(@)

®)

Represents contingent consideration receivable associated with the sale of a portion of our Private Banking business.

See Note 4, "Securities," and Note 2, "Summary of Significant Accounting Policies and New Accounting Pronouncements," for additional information. The

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

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

Information on Level 3 assets and liabilities The following table summarizes additional information about changes in the fair
value of Level 3 assets and liabilities during 2018 and 2017. As a risk management practice, we may risk manage the Level 3
assets and liabilities, in whole or in part, using securities and derivative positions that are classified as Level 1 or Level 2
measurements within the fair value hierarchy. Since those Level 1 and Level 2 risk management positions are not included in the
table below, the information provided does not reflect the effect of such risk management activities related to the Level 3 assets

and liabilities.

Total Realized /
Unrealized Gains
(Losses) Included in

Other Current
Compre- Period
hensive Transfers  Transfers Unrealized
Jan. 1, Income Purch- Issu- Settle- Into Out of Dec. 31, Gains
2018 Earnings (Loss) ases ances ments Level 3 Level 3 2018 (Losses)
(in millions)
Assets:
Trading assets, excluding
derivatives:
Collateralized debt
0bligations ......ccoeveiiinnnns $ 129 § 13 8 — 8 — 8 — 8 @) s —  $ — $ 100 $ 10
Residential mortgage asset-
backed securities................ — — — —_ — — 16 — 16 —
Student loan asset-backed
SECUITHIES cuvevvreeeeieveerreneae — — — — — — 92 — 92 —
Corporate and other domestic
debt securities.................... 1,803 — — — — — — — 1,803 —
Derivatives, net:?
Interest rate contracts.............. — 2 — — — — — — 2 2
Foreign exchange contracts.... — ?2) — — — 1 — — (¢)) (¢}
Equity contracts 81 (126) — — — (26) 2) 21 (52) 95)
Credit contracts 114 2) — — — (60) — — 52 (44)
Other contracts™ .........cco....... (46) (15) — — — 26 — — 35) —
Other asset-backed securities
available-for-sale™ ............... 111 — ) — — — — — 107 “4)
Other assets™ ..........ccoccooevurnrnns 15 &) — — — o) — — 4 —
Total assets.......ccoerveeererveereennan $ 2,207 $ (133) $ 4 $ — 8 — 8 (109 3§ 106 $ 21 $ 2,088 $ (132)
Liabilities:
Domestic deposits®.................. $ 897) $ 32 3 13§ — $ (4000 $ 149 § 28) $ 206 $ (925 $ 33
Long-term debt® (641) 51 10 — a97) 207 6)) 159 (412) 43
Total liabilities ............coovunnne. $(1,538) $ 83 § 23 §8 — $ 597 $ 356 $ 29 $ 365 $ (1,337) $ 76
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Total Realized /
Unrealized Gains
(Losses) Included in
Other Current
Compre- Period
hensive Transfers  Transfers Unrealized
Jan. 1, Income Purch- Issu- Settle- Into Out of Dec. 31, Gains
2017 Earnings (Loss) ases ances ments Level 3 Level 3 2017 (Losses)
(in millions)
Assets:
Trading assets, excluding
derivatives:
Collateralized debt
0bligations .........c.ccevruen. $ 184 $ 28 $ — $ — % — 8 (83 8 — 3 — 3 129 §$ 13
Corporate and other domestic
debt securities.................... 2,884 — — — — (1,081) — — 1,803 —
Derivatives, net:?
Interest rate contracts.............. 1 (€))] — — — — — — — 1
Foreign exchange contracts.... — — — — — — — — — —
Equity contracts ...........c..c...... 2) 102 — — — (24) 4 1 81 68
Credit contracts ............cc....... 193 (@) — — — (72) — — 114 (16)
Other contracts®.... ) (10) — — (35) 8 — — (46) —
Other asset-backed securities
available-for-sale'® 105 6 — — — — — — 111 6
Other assets® ............cc.cco...... — 15 — — — — — — 15 15
Total assets........cceererveeeereenenene $ 3356 $ 133§ — & — 8§ (35 $(1,252) $ 4 1 $ 2207 $ 85
Liabilities:
Domestic deposits® .................. $(1,407) $ 48) $ 78 — $ (204 $ 526 S (31 $ 260§ (897) $ (28)
Long-term debt@ .........c............ (499) (83) @) — (295) 155 (12) 102 (641) (71)
Total liabilities ........ccccceeeruruenene $(1,906) $ (133) $ — & — § (499) $ 681 § (43) $ 362§ (1,538) § (99)

1)
)

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

Level 3 net derivatives included derivative assets of $179 million and derivative liabilities of $213 million at December 31, 2018 and derivative assets of

$301 million and derivative liabilities of $152 million at December 31,2017. Gains (losses) on derivatives, net are predominantly included in trading revenue
in the consolidated statement of income (loss).

3)
(]

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

gains (losses) on securities available-for-sale are included in other comprehensive income (loss).

)

transaction are included in other income (loss) in the consolidated statement of income (loss).

(6)

Realized gains (losses) on securities available-for-sale are included in other securities gains, net in the consolidated statement of income (loss). Unrealized
Represents contingent consideration receivable associated with the sale of a portion of our Private Banking business. Gains (losses) associated with this

Excluding unrealized gains (losses) on fair value option liabilities attributable to our own credit spread, which are recorded in other comprehensive income

(loss), gains (losses) on fair value option liabilities are included in gain (loss) on instruments designated at fair value and related derivatives in the consolidated

statement of income (loss).
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The following table presents quantitative information about the unobservable inputs used to determine the recurring fair value
measurement of assets and liabilities classified as Level 3 fair value measurements at December 31, 2018 and 2017:

December 31, 2018
Fair Value
Financial Instrument Type (in millions) Valuation Technique(s) Significant Unobservable Inputs Range of Inputs
Collateralized debt obligations ................ $ 100  Broker quotes or consensus Prepayment rates 0% -1%
pricing and, where applicable,
discounted cash flows
Conditional default rates 0% -1%
Loss severity rates 90% - 95%
Residential mortgage asset-backed $ 16  Broker quotes or consensus Prepayment rates 0% - 5%
SCCUTTEICS vttt pricing and, where applicable,
discounted cash flows
Conditional default rates 1% - 4%
Loss severity rates 80% - 85%
Discount margin 100bps - 250bps
Student loan asset-backed securities........ $ 92  Broker quotes or consensus Prepayment rates 6% -7%
pricing and, where applicable,
discounted cash flows
Conditional default rates 1% -2%
Loss severity rates 25% - 40%
Discount margin 91bps -115bps
Corporate and other domestic debt $ 1,803 Discounted cash flows Spread volatility on collateral assets 2% -4%
SECUTTHIES ...t
Correlation between insurance claim  80%
shortfall and collateral value
Interest rate derivative contracts.............. $ 2 Market comparable adjusted for Probability to fund for rate lock 3% -99%
probability to fund and, where commitments
applicable, discounted cash flows
Likelihood of transaction being 75% - 100%
executed
Foreign exchange derivative contracts'” .~ $ (1) Option pricing model Implied volatility of currency pairs 8% -12%
Equity derivative contracts” .................. $ (52) Option pricing model Equity / Equity Index volatility 7% - 44%
Equity / Equity and Equity / Index 42% - 79%
correlation
Equity dividend yields 0% - 7%
Credit derivative contracts...............c....... $ 52 Option pricing model and, where Credit default swap spreads 102bps - 118bps
applicable, discounted cash flows
Other derivative contracts........................ $ (35) Discounted cash flows Conversion rate 1.6 times
Expected duration 2 - 3 years
Other asset-backed securities available- $ 107  Discounted cash flows Market assumptions related to yields 1% - 3%
fOr-8ale....ooevireiiiie for comparable instruments
Other assets .........ecceverueueceneererereeeerenes $ 4 Discounted cash flows Client transfer rates based on rating 50% - 95%
Domestic deposits $ (925) Option adjusted discounted cash Implied volatility of currency pairs 8% -12%
(structured deposits) " ..., flows
Equity / Equity Index volatility 7% -37%
Equity / Equity and Equity / Index 42% -49%
correlation
Long-term debt (structured notes) "™ ..... $ (412) Option adjusted discounted cash Implied volatility of currency pairs 8% -12%
flows
Equity / Equity Index volatility 7% - 42%
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December 31, 2017
Fair Value
Financial Instrument Type (in millions) Valuation Technique(s) Significant Unobservable Inputs Range of Inputs
Collateralized debt obligations ................ $ 129  Broker quotes or consensus pricing  Prepayment rates 0% - 6%
and, where applicable, discounted
cash flows
Conditional default rates 4% - 6%
Loss severity rates 55% - 60%
Corporate and other domestic debt $ 1,803 Discounted cash flows Spread volatility on collateral assets 2% - 4%
SECUTTHICS ..o
Correlation between insurance claim  80%
shortfall and collateral value
Interest rate derivative contracts.............. $ —  Market comparable adjusted for Probability to fund for rate lock 41% - 100%
probability to fund commitments
Foreign exchange derivative contracts” . $ —  Option pricing model Implied volatility of currency pairs 6% - 9%
Equity derivative contracts™ ................... $ 81  Option pricing model Equity / Equity Index volatility 7% - 42%
Equity / Equity and Equity / Index 42% - 80%
correlation
Equity dividend yields 0% - 8%
Credit derivative contracts ..............ccc...... $ 114  Option pricing model and, where Issuer by issuer correlation of 82% - 83%
applicable, discounted cash flows defaults
Credit default swap spreads 154bps - 174bps
Other derivative contracts..............coeveuee $ (46) Discounted cash flows Conversion rate 1.6 times
Expected duration 2 - 4 years
Other asset-backed securities available- $ 111 Discounted cash flows Market assumptions related to yields 1% - 3%
fOr-8ale......covviveieiee for comparable instruments
Other aSsets .......ooevveereirierieieereeeeeeieens $ 15 Discounted cash flows Client transfer rates based on rating 50% - 95%
Domestic deposits $ (897) Option adjusted discounted cash Implied volatility of currency pairs 6% - 9%
(structured deposits) " ..., flows
Equity / Equity Index volatility 7% - 42%
Equity / Equity and Equity / Index 42% - 80%
correlation
Long-term debt (structured notes)™@ ... $ (641) Option adjusted discounted cash Implied volatility of currency pairs 6% - 9%
flows
Equity / Equity Index volatility 7% - 42%

(O]

Equity / Equity and Equity / Index
correlation

42% - 80%

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.
)

Significant Unobservable Inputs for Recurring Fair Value Measurements

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

Collateralized debt obligations ("CDOs"), residential mortgage asset-backed securities and student loan asset-backed securities

*  Prepayment rate - The rate at which borrowers pay off the loans early. The prepayment rate is affected by a number of
factors including location of the collateral, interest rate type of the loan, borrowers' credit and sensitivity to interest rate
movement. The weighted average prepayment rates of our CDOs, residential mortgage asset-backed securities and student

loan asset-backed securities was 0.4 percent, 2.5 percent and 6.3 percent, respectively, at December 31, 2018.

*  Default rate - Annualized percentage of default rate over a group of collateral such as residential or commercial mortgage
loans. The default rate and loss severity rate are positively correlated. The weighted average default rates of our CDOs,
residential mortgage asset-backed securities and student loan asset-backed securities was 0.9 percent, 2.0 percent and 1.7
percent, respectively, at December 31, 2018.

*  Loss severity rate - The loss severity rate is the percentage of total lifetime losses (both interest and principal) as a percentage
of principal balance measured at default date. The weighted average loss severity rates of our CDOs, residential mortgage
asset-backed securities and student loan asset-backed securities was 93.0 percent, 82.5 percent and 36.0 percent,
respectively, at December 31, 2018.
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*  Discount margin - An expected return earned in addition to the index underlying (in this case the London Interbank Offered
Rate ("LIBOR")) is another input into valuation of securities. The weighted average discount margins of our residential
mortgage asset-backed securities and student loan asset-backed securities was 175 basis points and 97 basis points,
respectively, at December 31, 2018.

Derivatives

»  Implied volatility - The implied volatility is a significant pricing input for freestanding or embedded options including
equity, foreign currency and interest rate options. The level of volatility 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
8 percent and 12 percent while the implied volatility for equity/equity or equity/equity index is between 7 percent and 44
percent, respectively, at December 31, 2018. Although implied foreign currency volatility and equity volatility appear to
be widely distributed at the portfolio level, the deviation of implied volatility on a trade-by-trade basis is narrower. The
average deviation of implied volatility for the foreign currency pair and at-the-money equity option are 6 percent and 10
percent, respectively, at December 31, 2018.

»  Correlations of a group of foreign currency or equity - Correlation measures the relative change in values among two or
more variables (i.e., equity or foreign currency pair). Variables can be positively or negatively correlated. 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 42 percent and 79 percent at December 31, 2018.

Uncertainty of Level 3 Inputs to Fair Value Measurements

CDOs - Probability of default, prepayment speed and loss severity rate are significant unobservable inputs. A significant increase
(decrease) in these inputs would have resulted in a lower (higher) fair value measurement of the CDOs. Generally, a change in
assumption for default probability would have been accompanied by a directionally similar change in loss severity, and a
directionally opposite change in prepayment speed.

Residential mortgage and student loan asset-backed securities - Probability of default, prepayment speed, loss severity rate and
discount margin are significant unobservable inputs. A significant increase (decrease) in these inputs would have resulted in a
lower (higher) fair value measurement of the securities. Generally, a change in assumption for default probability would have been
accompanied by a directionally similar change in loss severity, and a directionally opposite change in prepayment speed.

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

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. A significant increase (decrease) in
the default correlation would have resulted in a lower (higher) fair value measurement of the credit derivative. Generally, a change
in assumption for default correlation would have been accompanied by a directionally similar change in default probability and
loss rates of other credit names in the basket. For certain credit derivatives, the credit spreads of credit default swap contracts
insuring asset backed securities is a significant unobservable input. A significant increase (decrease) in the credit spreads would
have resulted in a lower (higher) fair value measurement of the credit derivative.

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

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

Other asset-backed securities available-for-sale - The fair value measurement of certain asset-backed securities is primarily affected
by estimated yields which are determined based on current market yields of comparable instruments adjusted for market liquidity.
An increase (decrease) in the yields would have resulted in a decrease (increase) in the fair value measurement of the securities.
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Other assets - The fair value of the contingent consideration receivable associated with the sale of a portion of our Private Banking
business is dependent upon the clients' decisions to transfer their accounts to UBS, the timing and amounts of client assets transferred
and the acceptance of the client assets by UBS which are significant unobservable inputs. An increase (decrease) in the client
transfer rate would have resulted in a higher (lower) fair value measurement of the receivable.

Significant Transfers Into and Out of Level 3 Measurements During 2018, we transferred $206 million of domestic deposits
and $159 million of long-term debt, 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 2018, we transferred $21 million of equity contracts from Level 3 to Level 2 as the inputs used to value these
contracts have become more observable. During 2018, we transferred $28 million of domestic deposits, which we have elected to
carry at fair value, from Level 2 to Level 3 as a result of a change in the observability of underlying instruments that resulted in
the embedded derivative being unobservable. Additionally, during 2018, we transferred $16 million of residential mortgage asset-
backed securities and $92 million of student loan asset-backed securities from Level 2 to Level 3 as the inputs used to value these
securities have become less observable.

During 2017, we transferred $260 million of domestic deposits and $102 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 2017, we transferred $31 million,
respectively, of domestic deposits, which we have elected to carry at fair value, from Level 2 to Level 3 as a result of a change in
the observability of underlying instruments that resulted in the embedded derivative being unobservable.

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 at December 31, 2018 and 2017. The gains (losses) during 2018 and 2017 are also included.

Non-Recurring Fair Value Measurements

at December 31, 2018 Total Gains (Losses)

For the Year Ended

Level 1 Level 2 Level 3 Total December 31, 2018

(in millions)

Residential mortgage loans held for sale ..................cco.cooocoeo... $ — 8 — 35 1 9 1 3 —
ConSUMET 10ANS........oooieoeeeeeeeeees e e e e eeeeeee — 15 — 15 8

Commercial loans held for sale™ .............ccoocooviiorireieene. — 36 — 36 5

Impaired commercial 10ans™..............cccooooveoeieereeeeeeeeeees — — 37 37 114

Real estate owned™ ..............coooovoiveeeeeeeeeeee oo, — 7 — 7 3

$ — 8 58 § 38 § 9% § 114

Non-Recurring Fair Value Measurements

at December 31, 2017 Total Gains (Losses)

For the Year Ended

Level 1 Level 2 Level 3 Total December 31, 2017

(in millions)

Residential mortgage loans held for sale!” ...........cccoovvvvvennnn.e. &  — 8 — 8 2 3 2 3 7
ConSUMET 10ANSP) ..o — 21 — 21 (1D

Commercial loans held for sale® ...........cc.cooooooivioieieeeeean — 62 — 62 5

Impaired commercial 10ans™..............cocoovoovooeiiereeeeeeeeene. — — 289 289 132

Real estate owned™ ..........c.ccoooovveveeeeeeieeeeeeeee e, — 6 — 6 7

Total assets at fair value on a non-recurring basis .........c..ccccc.....

$ — 8 8 $ 291 $ 380 $ 140

M At December 31, 2018 and 2017, the fair value of the loans held for sale was below cost. Certain residential mortgage loans held for sale have been classified

as Level 3 fair value measurements within the fair value hierarchy as the underlying real estate properties used to determine fair value are illiquid assets as
a result of market conditions. Additionally, the fair value of these properties is affected by, among other things, the location, the payment history and the
completeness of the loan documentation.
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@ Represents residential mortgage loans held for investment whose carrying amount was reduced during the periods presented based on the fair value of the
underlying collateral.

® At December 31, 2018 and 2017, the fair value of the loans held for sale was below cost.

@ Certain 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.

The following tables present quantitative information about non-recurring fair value measurements of assets and liabilities classified
with Level 3 of the fair value hierarchy at December 31, 2018 and 2017:

At December 31, 2018

Significant
Fair Value Unobservable Range of
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs
Residential mortgage loans held for sale..........ccccovveviecvniiennnnne $ 1  Third party appraisal valuation Loss severity rates ~ 30% - 100%
based on estimated loss severities,
including collateral values
Impaired commercial l0ans ..........ccocoverieererenireneeereseeeene 37  Valuation of third party appraisal Loss severity rates ~ 13% - 100%
on underlying collateral
At December 31, 2017
Significant
Fair Value Unobservable Range of
Financial Instrument Type (in millions) Valuation Technique(s) Inputs Inputs
Residential mortgage loans held for sale..........ccocooevievneriecnnnne $ 2 Third party appraisal valuation Loss severity rates ~ 30% - 100%
based on estimated loss severities,
including collateral values
Impaired commercial l0ans ...........cocoverieererenineneereneeeene 289  Valuation of third party appraisal Loss severity rates 9% - 61%

on underlying collateral

Significant Unobservable Inputs for Non-Recurring Fair Value Measurements

Residential mortgage loans held for sale includes subprime residential mortgage loans which were previously acquired with the
intent of securitizing or selling them to third parties. The weighted average loss severity rate for these was approximately 70 percent
at December 31, 2018. These severity rates are primarily impacted by the value of the underlying collateral securing the loans.

The weighted average severity rate for impaired commercial loans was approximately 36 percent at December 31, 2018. These
severity rates are primarily impacted by the value of the underlying collateral securing the loans.

Valuation Techniques

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

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

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

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

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

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

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

Securities - Where available, debt and equity securities are valued based on quoted market prices. If 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 CDOs — Fair value is primarily determined based on pricing information obtained from
independent pricing services adjusted for the characteristics and the performance of the underlying collateral.

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

Equity securities — Fair value measurements are determined based on quoted prices for the identical security. Certain equity
securities represent investments in private equity funds that help us comply with the Community Reinvestment Act. The
fair value of these investments are estimated using the net asset value per share as calculated by the fund managers.
Distributions will be received from the funds as the underlying assets are liquidated. While the funds do not allow us to
redeem our investments, we are permitted to sell or transfer our investments subject to the approval of the fund manager.
Unfunded commitments associated with these investments totaled $72 million and $43 million at December 31,2018 and
2017, respectively.

The following tables provide additional information relating to our asset-backed securities, including certain CDOs, at December
31, 2018:

Trading asset-backed securities:

Rating of Securities:" Collateral Type: Level 3 Total
(in millions)
AAA-A. Student 108NS..........covivrereeieieieicieieieieieieee e $ 92 3 92
BBB-B ..o Collateralized debt obligations .............ccoeveverieerieinieiriennnen, 100 100
CCC - Unrated.......cccooovevrriinrnnnnnes Residential mortgages - SUBPIIME.........ccovvrviviviviererieririenenans 16 16
$ 208 $ 208
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Available-for-sale asset-backed securities:

Rating of Securities:" Collateral Type: Level 2 Level 3 Total
(in millions)
AAA - A Home equity - Alt A...ccoiiiiiiiiiiciiens $ 42 S — 42
OthET ... — 49 49
Total AAA -A ..o, $ 42§ 49 § 91
BBB -B...ooiieieieeeeee Other ... — 58 58
$ 42§ 107 $ 149

M We utilize Standard and Poor's ("S&P") as the primary source of credit ratings in the tables above. If S&P ratings are not available, ratings by Moody's and

Fitch are used in that order. Ratings for CDOs represent the ratings associated with the underlying collateral.

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

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

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

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

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

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

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

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

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

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

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

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

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

Additional Disclosures About the Fair Value of Financial Instruments that are Not Carried at Fair Value on the Consolidated
Balance Sheet The fair value estimates set forth below are made solely to comply with disclosures required by generally accepted
accounting principles in the United States and should be read in conjunction with the financial statements and notes included in
this report.

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

The following table summarizes the carrying value and estimated fair value of our financial instruments, excluding financial
instruments that are carried at fair value on a recurring basis, at December 31, 2018 and December 31,2017 and their classification
within the fair value hierarchy:

Carrying Fair
December 31, 2018 Value Value Level 1 Level 2 Level 3

(in millions)

Financial assets:

Short-term financial assetS ..........cceevvveevieeiiieiienie e $ 17,237 $17,237 $§ 1,514 §$ 15700 $ 23
Federal funds sold and securities purchased under agreements to
TESELL .. 10,168 10,168 — 10,168 —
Securities held-to-Maturity..........coccoeereereeneineenecnecneeneenne 14,670 14,443 — 14,443 —
Commercial loans, net of allowance for credit losses..................... 48,884 50,671 — — 50,671
Commercial loans held for sale..........ccccoovoiiiiiiiiniiniiiieeee 285 285 — 285 —
Consumer loans, net of allowance for credit losses...........c.ccccee... 19,553 18,878 — — 18,878
Consumer loans held for sale:
Residential MOTtZages .......cccvevveeeierieeienieeiereeee e 65 65 — 65 —
Other CONSUMET ......coueiuiiiiriiriirieiete ettt 53 53 — — 53
Financial liabilities:
Short-term financial liabiliti€s ...........ccccveveviieiiiieieeeecee e, $ 3,643 § 3,649 $ — §$ 3,626 $ 23
Deposits:
Without fixed Maturities...........ceeeeeerierieieieeeeeeeese e 91,794 91,794 — 91,794 —
FiXed MaturitieS........coovveeereeeeeeeeeeeee e 10,996 10,933 — 10,933 —
Deposits held for sale........coovvivieriieierieiereee s 10 10 — 10 —
Long-term debt.........ccoiiieieieieieeeeeeeee e 19,379 19,688 — 19,688 —
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Carrying Fair
December 31, 2017 Value Value Level 1 Level 2 Level 3
(in millions)
Financial assets:
Short-term fINanCial ASSELS .......vevveeeeeeeeeeeeeeeeeeeeeeeeeeeee e $ 12,304 §$ 12,304 $ 1,115 $ 11,157 $ 32
Federal funds sold and securities purchased under agreements to
TESCLL 1.t 32,538 32,538 — 32,538 —
Securities held-to-maturity..........cccceveveiereeienieeeeeeee e 13,977 13,902 — 13,902 —
Commercial loans, net of allowance for credit losses............c........ 52,427 54,210 — — 54,210
Commercial loans held for sale..........cccocevvrininnininininices 177 177 — 177 —
Consumer loans, net of allowance for credit losses...........cccuevenneee 19,455 18,598 — — 18,598
Consumer loans held for sale:
Residential MOTtZages ......ecvvevieieriieeierieeierie et 6 6 — 5 1
Other CONSUIMET ......eiueiiieiiiiieieetceee ettt sttt ee e e 61 61 — — 61
Financial liabilities:
Short-term financial HHabilities ......c.ccveeveeveveereeeeeeeeeeeeeeeeeeeeeens $ 2,650 $ 2667 $ — $ 2,635 % 32
Deposits:
Without fixed mMaturities........coovveeveeeeiieeeieee e 100,502 100,502 — 100,502 —
FiXed MatuITtieS . ....ooeoveeiiiiieieceiee e 9,834 9,782 — 9,782 —
Deposits held for sale.........ococovieiiiiiniiiiee e 673 673 — 673 —
Long-term debt.........cccovivieiiniiiiiiiiieiceeere e 22,080 22,717 — 22,717 —

Lending-related commitments - The fair value of loan commitments, revolving credit facilities and standby letters of credit are not
included in the table. The majority of the lending-related commitments are not carried at fair value on a recurring basis nor are
they actively traded. These instruments generate fees, which approximate those currently charged to originate similar commitments,
which are recognized over the term of the commitment period. Deferred fees on loan commitments, revolving credit facilities and
standby letters of credit totaled $165 million and $158 million at December 31, 2018 and 2017, respectively.
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28. Litigation and Regulatory Matters

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

Due to the inherent unpredictability of legal matters, including litigation, governmental and regulatory matters, particularly where
the damages sought are substantial or indeterminate or when the proceedings or investigations are in the early stages, we cannot
determine with any degree of certainty the timing or ultimate resolution of such matters or the eventual loss, fines, penalties or
business impact, if any, that may result. We establish reserves for litigation, governmental and regulatory matters when those
matters present loss contingencies that are both probable and can be reasonably estimated. Once established, reserves are adjusted
from time to time, as appropriate, in light of additional information. The actual costs of resolving litigation and regulatory matters,
however, may be substantially higher than the amounts reserved for those matters. During 2018, we recorded expense of $522
million related to various legal matters.

For the legal matters disclosed below, including litigation and governmental and regulatory matters, as to which 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 $350
million for HUSI. The legal matters underlying this estimate of possible loss will change from time to time and actual results may
differ significantly from this current estimate.

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

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

Credit Card Litigation Since 2005, HSBC Bank USA, HSBC Finance, HSBC North America and HSBC, as well as other banks
and Visa Inc. ("Visa") and MasterCard Incorporated ("MasterCard"), had been named as defendants in a number of consolidated
merchant class actions and individual merchant actions had been filed against Visa and MasterCard, alleging that the imposition
of ano-surcharge rule by the associations and/or the establishment of the interchange fee charged for credit card transactions causes
the merchant discount fee paid by retailers to be set at supracompetitive levels in violation of the federal antitrust laws. In re
Payment Card Interchange Fee and Merchant Discount Antitrust Litigation, MDL 1720, E.D.N.Y. ("MDL 1720"). In 2011,
MasterCard, Visa, the other defendants, including HSBC Bank USA, and certain affiliates of the defendants entered into settlement
and judgment sharing agreements (the "Sharing Agreements") that provide for the apportionment of certain defined costs and
liabilities that the defendants, including HSBC Bank USA and our affiliates, may incur, jointly and/or severally, in the event of an
adverse judgment or global settlement of one or all of these actions. The district court granted final approval of the class settlement
in 2013 and entered the Class Settlement Order and final judgment dismissing the class action shortly thereafter.

In June 2016, the U.S. Court of Appeals for the Second Circuit ("Second Circuit") issued a decision vacating class certification
and approval of the class settlement in MDL 1720, concluding the class was inadequately represented by their counsel in violation
of the Federal Rule of Civil Procedure governing class actions as well as the Due Process Clause of the U.S. Constitution.
Specifically, the Second Circuit held that there was a conflict between two different but overlapping settlement classes: (1) an opt-
out class, which permitted individual class members to forgo their share of the monetary relief and pursue individual claims; and
(2) anon-opt-out class of merchants, including future merchants that do not currently exist, which provided injunctive relief mainly
in the form of a rule change by Visa and MasterCard to allow merchants to surcharge card transactions until July 20, 2021. The
U.S. Supreme Court denied the plaintiffs' petition for review of the decision in March 2017.

In June 2018, the defendants, including the HSBC entities, reached an agreement in principle with counsel for the putative Federal
Rule of Civil Procedure 23(b)(3) opt-out class, seeking monetary relief, to resolve all claims as filed in a third consolidated amended
class action complaint in /n re Payment Card Interchange Fee and Merchant Discount Antitrust Litigation, MDL 1720, E.D.N.Y.
The parties subsequently entered into a settlement agreement. The court granted preliminary approval of the settlement in January
2019 and scheduled the final settlement approval hearing for November 2019. If settlement approval is granted, certain HSBC
entities are responsible for a pro rata portion of the settlement amount, for which they are reserved, pursuant to the Sharing
Agreements entered into by the defendants.
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Numerous merchants objected and/or opted out of the settlement during the exclusion period. Various opt-out merchants have filed
opt-out suits in either state or federal court, most of which have been transferred to the consolidated multidistrict litigation, MDL
1720. To date, certain groups of opt-out merchants have entered into settlement agreements with the defendants in those actions
and certain HSBC entities that, pursuant to the Sharing Agreements, are responsible for a pro rata portion of any judgment or
settlement amount awarded in actions consolidated into MDL 1720.

DeKalb County, et al. v. HSBC North America Holdings Inc., et al. (N.D. Ga. Case No. 12-CV-03640) In 2012, three of the five
counties constituting the metropolitan area of Atlanta, Georgia filed a lawsuit pursuant to the Fair Housing Act against HSBC
North America and numerous subsidiaries, including HSBC Finance and HSBC Bank USA, in connection with residential mortgage
lending, servicing and financing activities. In the action, the plaintiff counties assert that the defendants' allegedly discriminatory
lending and servicing practices led to increased loan delinquencies, foreclosures and vacancies, which in turn caused the plaintiff
counties to incur damages in the form of lost property tax revenues and increased municipal services costs, among other damages.
In March 2015, the court denied the HSBC defendants' motion for summary judgment. In November 2015, the HSBC defendants'
motion for reconsideration of that decision was granted in part, and the court reversed certain aspects of its March 2015 decision.

This matter has been stayed pending U.S. Supreme Court review of the U.S. Court of Appeals for the Eleventh Circuit ("Eleventh
Circuit") decision reversing motions to dismiss two similar cases filed against other lenders in City of Miami v. Bank of America
Corp. & Wells Fargo & Co. In May 2017, the U.S. Supreme Court issued its decision, affirming the Eleventh Circuit's finding that
a municipal plaintiff can be within the zone of interest conceivably protected by the Fair Housing Act. The court did not determine
whether the injuries alleged by the city met the proximate cause test, but provided guidance for the lower courts in employing that
test in further proceedings.

County of Cook v. HSBC North America Holdings Inc., et al. (N.D. Ill. Case No. 1:14-cv-2031). In 2014, Cook County, Illinois
(the county in which the city of Chicago is located) filed an action pursuant to the Fair Housing Act against HSBC North America
and certain subsidiaries that is substantially similar to the lawsuit filed by the counties of DeKalb, Fulton and Cobb in Georgia.
In this action, as in DeKalb County, et al. v. HSBC North America Holdings Inc., et al., the plaintiff asserts that the defendants'
allegedly discriminatory lending and servicing practices led to increased loan delinquencies, foreclosures and vacancies, which
in turn caused the plaintiff to incur damages in the form of lost property tax revenues and increased municipal services costs,
among other damages. An amended complaint was filed in 2014, and the court denied the HSBC defendants' motion to dismiss
the amended complaint in September 2015.

This matter had been stayed pending U.S. Supreme Court review of the Eleventh Circuit decision reversing motions to dismiss
two similar cases filed against other lenders in City of Miami v. Bank of America Corp. & Wells Fargo & Co. In May 2017, the
U.S. Supreme Court issued its decision, affirming the Eleventh Circuit's finding that a municipal plaintiff can be within the zone
of interest conceivably protected by the Fair Housing Act. The court did not determine whether the injuries alleged by the city met
the proximate cause test, but provided guidance for the lower courts in employing that test in further proceedings. Following the
Supreme Court decision, the stay was lifted and an amended complaint was filed in July 2017.

In May 2018, the court granted in part and denied in part defendants' motion to dismiss the amended complaint. The court's ruling
on the motion to dismiss allows Cook County's case to proceed, but significantly narrows the categories of damages available for
potential recovery. Discovery is proceeding.

Credit Default Swap Matters

In June 2017, an action was filed by TeraExchange, LLC ("Tera"), a swaps execution facility, as well as its affiliates, against more
than two dozen financial institutions, including HSBC, HSBC Bank plc, HSBC Bank USA and HSI, alleging violations of federal
and state antitrust laws, and breaches of common law, arising out of an alleged conspiracy among the defendants to boycott Tera
from the credit default swap trading market. Defendants filed a motion to dismiss in September 2017 and we await a decision.

Foreign Exchange ("FX") Matters

U.S. Litigation In 2014, HSBC, HSBC Bank plc, HSBC North America and HSBC Bank USA were named as defendants, among
others, in an amended consolidated complaint that alleged, among other things, that defendants had conspired to manipulate the
WM/Reuters foreign currency rates by sharing customers' confidential order flow information, thereby injuring plaintiffs and
others by forcing them to pay artificial and non-competitive prices for products based off these foreign currency rates (the
"Consolidated Action") (In re Foreign Exchange Benchmark Rates Antitrust Litigation; Case No. 13-CV-7789(LGS)). The HSBC
defendants settled the Consolidated Action in September 2015 for a total payment of $285 million. HSBC Bank USA's portion of
the settlement was $14.25 million. The court granted final approval of the settlement in August 2018. This matter will no longer
be updated in this report in the future.

In November 2018, a complaint making similar allegations was filed in the U.S. District Court for the Southern District of New
York by several institutions that opted out of the Consolidated Action settlement naming, among other institutions, the same HSBC
defendants thathad been named in the Consolidated Action. (A/lianz Global Investors GMBH, et al. v Bank of America Corporation,

200



HSBC USA Inc.

et al. (the "FX Opt Out Litigation")). The plaintiffs will be filing an amended complaint on or before March 1, 2019, and the
defendants will be permitted to seek dismissal thereafter.

In addition to the Consolidated Action, other putative class actions making similar allegations are pending against HSBC defendants,
as well as other defendants, in the U.S. District Court for the Southern District of New York on behalf of: (1) retail customers
(Nypl v. JPMorgan Chase, et al.; Case No. 1:15-CV-9300); and (2) "indirect purchasers" of FX (Contant v. Bank of America
Corporation, et al.; Case No. 1:17-CV-03139). The Nyp! defendants have answered the complaint and discovery is underway. In
January 2019, the court in Nyp/ granted the plaintiffs leave to file a motion for leave to amend their complaint. In October 2018,
the court in Contant granted in part and denied in part plaintiffs' motion to amend the complaint, allowing plaintiffs to amend their
state law antitrust and unfair trade practices claims but denying their request to amend their federal law antitrust claims.

It is possible that additional actions will be initiated against the HSBC entities, including HSBC Bank USA, in relation to their
historical foreign exchange activities.

Investigations HSBC and certain of its affiliates, including HSBC Bank USA, along with a number of other firms, are being
investigated by regulatory agencies in relation to trading on the foreign exchange market. We are cooperating with the investigations.
HSBC has reached settlements with the U.K. Financial Conduct Authority ("FCA"), the U.S. Commodity Futures Trading
Commission ("CFTC"), the FRB and U.S. Department of Justice ("DOJ"). HSBC Bank USA was not a party to those settlements.
The investigations involving HSBC Bank USA continue.

In January 2018, HSBC entered into a three-year deferred prosecution agreement with the Criminal Division of the DOJ (the "FX
DPA"), which resolved the DOJ's investigation into HSBC's historical foreign exchange activities. Under the terms of the FX DPA,
HSBC is required to further enhance its internal controls and procedures relating to its Global Markets business.

In September 2017, HSBC and HSBC North America entered into a consent order with the FRB in connection with its investigation
into HSBC Group's historical FX exchange activities, which required HSBC and HSBC North America to undertake certain
remedial steps.

In August 2016, the DOJ indicted two now-former HSBC employees and charged them with wire fraud and conspiracy relating
to a 2011 foreign exchange transaction. One of the former employees was found guilty in October 2017, and has appealed his
conviction.

In February 2017, the Competition Commission of South Africa referred a complaint for proceedings before the South African
Competition Tribunal against 18 financial institutions, including HSBC Bank plc, for alleged misconduct related to the foreign
exchange market in violation of South African antitrust laws. In April 2017, HSBC Bank plc filed an exception to the complaint,
based on a lack of jurisdiction and statute of limitations. In January 2018, the South African Competition Tribunal approved the
provisional referral of additional financial institutions, including HSBC Bank USA to the proceedings. These proceedings remain
at an early stage.

Precious Metals Fix Matters

Inre Commodity Exchange Inc., Gold Futures and Options Trading Litigation (Gold Fix Litigation) Since 2014, numerous putative
class actions have been filed in the U.S. District Court for the Southern District of New York and the Northern District of California
naming as defendants HSBC USA, HSI, HSBC and HSBC Bank plc, in addition to other members of the London Gold Fix. The
complaints allege that from January 2004 through June 2013, defendants conspired to manipulate the price of gold and gold
derivatives during the afternoon London Gold Fix in order to reap profits on proprietary trades. The actions have been transferred
to and centralized in the U.S. District Court for the Southern District of New York. The parties are proceeding under a third amended
complaint. Discovery is proceeding.

In re London Silver Fixing, Ltd. Antitrust Litigation (Silver Fix Litigation) In 2014, putative class actions were filed in the U.S.
District Court for the Southern and Eastern Districts of New York naming HSBC, HSBC Bank plc, HSBC Bank USA and the other
members of The London Silver Market Fixing Ltd as defendants. The complaints allege that, from January 2007 through December
2013, defendants conspired to manipulate the price of physical silver and silver derivatives for their collective benefit in violation
of the U.S. Commodity Exchange Act and U.S. antitrust laws. The actions have been transferred to and centralized in the U.S.
District Court for the Southern District of New York. The parties are proceeding under a third amended complaint. Discovery is
proceeding.

Platinum and Palladium Fix Litigation Since 2014, several putative class actions have been filed in the U.S. District Court for the
Southern District of New York naming as defendants members of The London Platinum and Palladium Fixing Company (the
"Platinum Group Metals or PGM Fixing"), including HSBC Bank USA, BASF Metals Limited, Goldman Sachs International and
Standard Bank, plc. The complaints allege that, from January 2008 through November 2014, defendants conspired to manipulate
the benchmark prices for physical Platinum Group Metals ("PGM") and PGM-based financial products. Plaintiffs have filed a
third amended complaint and the defendants filed a joint motion to dismiss. We await a ruling.
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Canada Litigation Beginning in December 2015, HSBC, HSBC Bank plc, HSBC USA, HSI, HSBC Bank Canada and HSBC
Securities Canada have been named, along with other institutions, in several putative class actions filed in the Superior Courts of
Justice in the Provinces of Ontario and Quebec, Canada. These suits allege, among other things, that the defendants conspired to
manipulate the prices of gold and silver derivatives. These claims include: (1) DiFilippo and Caron v. The Bank of Nova Scotia,
et al. (Superior Court of Justice, Ontario Province) (Gold Fix); (2) DiFilippo and Caron v. The Bank of Nova Scotia, et al. (Superior
Court of Justice, Ontario Province) (Silver Fix); (3) Benoit v. Bank of Nova Scotia, et al. (Superior Court of Justice, Quebec
Province); and (4) Ayas v. La Banque de Nouvelle-Ecosse, et. al. (Superior Court of Justice, Quebec Province). These actions are
at an early stage.

Investigations In 2014, the Antitrust Division and Criminal Fraud Section of the DOJ issued a document request to HSBC, seeking
the voluntary production of certain documents in connection with a criminal investigation that the DOJ is conducting of alleged
anti-competitive and manipulative conduct in precious metals trading. As of January 2019, the DOJ has closed its investigation
without taking any action against HSBC, including HSBC Bank USA.

Madoff Litigation

In 2008, Bernard L. Madoff ("Madoff") was arrested and ultimately pleaded guilty to running a Ponzi scheme and a trustee was
appointed for the liquidation of his firm, Bernard L. Madoff Investment Securities LLC ("Madoff Securities"), an SEC-registered
broker-dealer and investment adviser. Various non-U.S. HSBC companies provided custodial, administration and similar services
to anumber of funds incorporated outside the United States whose assets were invested with Madoff Securities. Plaintiffs (including
funds, funds investors and the Madoff Securities trustee ("Trustee"), as described below) have commenced Madoff-related
proceedings against numerous defendants arising out of Madoff Securities' fraud.

In 2010, the Trustee commenced suits against various HSBC companies in the U.S. Bankruptcy Court for the Southern District
of New York ("U.S. Bankruptcy Court") and in the English High Court. The Trustee filed a suit in the U.S. captioned Picard v.
HSBC et al (Bankr S.D.N.Y. Case No. 09-01364), which also names certain funds, investment managers, and other entities and
individuals, against HSBC Bank USA and certain of our foreign affiliates. The Trustee's claims seek recovery of prepetition transfers
pursuant to U.S. bankruptcy law. The amount of these claims has not been pleaded or determined as against the HSBC entities. In
November 2016, the U.S. Bankruptcy Court granted the motion to dismiss with respect to certain of the Trustee's claims filed by
numerous defendants, including a number of foreign affiliates of HSBC Bank USA. In September 2017, the Second Circuit granted
the parties' request to review the U.S. Bankruptcy Court's decision. The Second Circuit heard oral argument on the appeal in
November 2018 and a decision remains pending.

The Trustee's English action, which names HSBC Bank USA and other HSBC entities as defendants, seeks recovery of unspecified
transfers of money from Madoff Securities to or through the HSBC entities. The Trustee's deadline for serving the claims has been
extended through September 2019 for the U.K.-based defendants and November 2019 for all other defendants.

SPV Optimal SUS Ltd. ("SPV Optimal"), the purported assignee of Madoff Securities-invested Optimal Strategic U.S. Equity Ltd.
filed an action against various HSBC entities, including HSBC Bank USA, in 2014 in New York state court asserting common
law claims for aiding and abetting breach of fiduciary duty, aiding and abetting conversion, aiding and abetting fraud and knowing
participation in a breach of trust and seeks to recover damages lost to Madoff's fraud. (SPV OSUS Ltd. v. HSBC Bank plc, et al.,
Case No. 162259/2014). The HSBC defendants removed the case to the federal district court in New York in April 2018 and filed
an amended motion to dismiss in September 2018 in response to the most recently amended complaint. In February 2019, SPV
OSUS agreed to withdraw its action with prejudice against the HSBC entities.

Beginning in 2009, Fairfield Sentry Limited, Fairfield Sigma Limited and Fairfield Lambda Limited (together "Fairfield"), funds
whose assets were directly or indirectly invested with Madoff Securities, commenced multiple suits in the British Virgin Islands
("BVI") and the United States against numerous fund shareholders, including various HSBC companies that acted as nominees
for clients of HSBC's private banking business and other clients who invested in the Fairfield funds, seeking restitution of payments
made in connection with share redemptions. The Fairfield liquidators voluntarily discontinued their actions against the HSBC
defendants in BVI. In October 2016, the Fairfield liquidators filed a motion seeking leave to amend their complaints in the U.S.
Bankruptcy Court. In January 2017, defendants filed a consolidated motion to dismiss and oppose the Fairfield liquidators' motion.
In December 2018, the U.S. Bankruptcy Court issued a decision that partially granted defendants' motion to dismiss claims by the
Fairfield liquidators and granted a motion by the liquidators to file amended complaints.

There are many factors that may affect the range of possible outcomes, and the resulting financial impact, of the various Madoft-
related proceedings including, but not limited to, the circumstances of the fraud, the multiple jurisdictions in which proceedings
have been brought and the number of different plaintiffs and defendants in such proceedings. The timing and resolution of these
matters remains uncertain. It is possible that any liabilities that may arise as a result could be significant. In any event, we consider
that we have good defenses to these claims and will continue to defend them vigorously.
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Supranational, Sovereign and Agency ("SSA") Bonds.

Beginning in November 2017, HSBC, HSBC Bank plc, HSBC Bank USA, HSBC Bank Canada, HSBC USA, HSBC North America
and HSI, among others, were named as defendants in actions filed in the Superior Court and Federal Court of Ontario Province.
The actions allege that the defendants conspired to manipulate the market for SSA bonds between January 2005 and December
2015 in violation of Canadian civil anti-trust law. The Superior Court action has now lapsed and will not proceed unless a motion
to extend the time for service is successfully filed. The Federal Court action will proceed.

Mexican Government Bond Litigation HSBC, HSBC Bank plc, HSBC North America, HSBC Bank USA, HSI, HMUS, as well
as non-U.S. HSBC affiliates, have been named as defendants, among others, in a putative class action brought in the U.S. District
Court for the Southern District of New York in March 2018 relating to the Mexican government bond ("MGB") market (Oklahoma
Firefighters Pension & Retirement System, et al. v. Banco Santander S.A., et al.). The action alleges that defendants conspired to
fix MGB prices between January 2006 and April 2017 in violation of federal antitrust laws. In July 2018, plaintiffs filed an amended
consolidated complaint. Defendants filed motions to dismiss in September 2018.

Benchmark Rate Litigation

USD LIBOR: HSBC, HSBC Bank plc, HSBC USA and/or HSBC Bank USA are among several defendants in lawsuits filed by
the following plaintiffs seeking unspecified damages arising from the alleged artificial suppression of U.S. dollar LIBOR rates:
(1) the Federal Home Loan Mortgage Corporation; (2) two mutual funds managed by Prudential Investment Portfolios; (3) the
FDIC, in its role as receiver for several failed banks; and (4) the National Credit Union Administration Board, in its capacity as
liquidator for several failed credit unions. The other defendants are members of the U.S. dollar LIBOR panel of banks and their
affiliates. These actions are part of the U.S. dollar LIBOR Multi-District Litigation proceeding pending in the U.S. District Court
for the Southern District of New York (/n re LIBOR-Based Financial Instruments Antitrust Litigation). These matters are at early
stages.

CDOR: HSBC Bank USA, HSBC, HSBC USA, HSBC Bank plc, HSBC North America, HSI and HSBC Canada have been named
as defendants, among others, in a putative class action brought in the U.S. District Court for the Southern District of New York
on behalf of persons who transacted in products tied to the Canadian Dealer Offered Rate ("CDOR") between August 2007 and
December 2014. The complaint, encaptioned Fire & Police Pension Association of Colorado, et al. v Bank of Montreal, et al.
(Case No. 18-¢v-00342), alleges that the defendant banks conspired to suppress CDOR by making artificially lower submissions
and entering into collusive transactions in the swaps market, thereby fixing the prices of CDOR-based derivatives for their collective
financial benefit. The defendants are accused of illegal restraint of trade in violation of the Sherman Antitrust Act, violation of the
Racketeer Influenced Corrupt Organization Act and Commodity Exchange Act. In July 2018, defendants filed a motion to dismiss
and we await a decision.

Intercontinental Exchange ("ICE") LIBOR: In January 2019, a putative class action complaint was filed in the U.S. District Court
for the Southern District of New York on behalf of persons who purchased over the counter instruments paying interest indexed
to ICE LIBOR from a panel bank against HSBC Bank plc, HSBC Bank USA, HSBC North America, HSBC USA and HSI, as
well as other panel banks, alleging a conspiracy to depress USD ICE LIBOR from February 2014 (when ICE began administration
of LIBOR) to the present. The complaint alleges, among other things, misconduct related to the suppression of the benchmark rate
in violation of US antitrust and state law. (Putnam Bank v. Intercontinental Exchange, Inc., et al. (Case No. 19-cv-00439)).

Mortgage Securitization Matters

In addition to the repurchase risk described in Note 26, "Guarantee Arrangements, Pledged Assets and Repurchase Agreements,"
HSBC Bank USA has also been involved as a sponsot/seller of loans used to facilitate whole loan securitizations underwritten by
HSI. During 2005-2007, HSBC Bank USA purchased and sold $24 billion of whole loans to HSI which were subsequently
securitized and sold by HSI to third parties. The outstanding principal balance on these loans was approximately $3.8 billion and
$4.1 billion at December 31, 2018 and 2017, respectively.

Participants in the U.S. mortgage securitization market that purchased and repackaged whole loans have been the subject of lawsuits
and governmental and regulatory investigations and inquiries, which have been directed at groups within the U.S. mortgage market,
such as servicers, originators, underwriters, trustees or sponsors of securitizations, and at particular participants within these groups.
We expect activity in this area to continue. As the industry's residential mortgage foreclosure issues continue, HSBC Bank USA
has taken title to a number of foreclosed homes as trustee on behalf of various securitization trusts. As nominal record owner of
these properties, HSBC Bank USA has been sued by municipalities and tenants alleging various violations of law, including laws
regarding property upkeep and tenants' rights. While we believe and continue to maintain that the obligations at issue and any
related liability are properly those of the servicer of each trust, we continue to receive significant and adverse publicity in connection
with these and similar matters, including foreclosures that are serviced by others in the name of "HSBC, as trustee."

In 2013, Deutsche Bank National Trust Company ("DBNTC"), as trustee of HASCO 2007-NCl1, filed a complaint in New York
County Supreme Court, State of New York, naming HSBC Bank USA as the sole defendant. The complaint alleges that DBNTC
brought the action at the direction of certificateholders of the trust, seeking specific performance and/or damages of at least $508
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million arising out of the alleged breach of various representations and warranties made by HSBC Bank USA in the applicable
pooling and servicing agreement regarding certain characteristics of the mortgage loans contained in the trust. In 2014, the court
granted HSBC Bank USA's motion to dismiss, without prejudice, and with leave to replead. Plaintiff filed an amended complaint
which HSBC Bank USA moved to dismiss, and that motion was denied in November 2015. HSBC Bank USA appealed the decision.
In December 2017, the appeals court issued a decision dismissing the complaint. Plaintiff filed a motion for leave to appeal the
dismissal of the action with the New York Court of Appeals, which was granted in September 2018.

As previously disclosed, in October 2018, HSBC North America reached a definitive agreement to resolve the DOJ's investigation
of its legacy securitization, issuance and underwriting of residential mortgage-backed securities ("RMBS") issued between 2005
and 2007. Under the terms of the agreement, HSBC North America paid a $765 million civil monetary penalty to resolve the
investigation, of which $492 million was paid by HUSI.

Mortgage Securitization Trust Litigation Since 2014, Plaintiff-Investors in 280 RMBS trusts (the "Trusts") have sued HSBC Bank
USA, as mortgage securitization trustee, in a number of cases: BlackRock et al., Royal Park Investments SA/NV ("RPI"), Phoenix
Light SF Limited, the National Credit Union Administration Board, as Liquidating Agent, Commerzbank AG, and Triaxx, IKB
Bank AG ("IKB"), RMBS Recovery Holdings I, LLC, et al. ("Fir Tree"), VRS Holdings 2 LLC ("VRS") and Reliance Standard
Life Insurance Company ("Reliance"). All the cases, with the exception of the IKB, Fir Tree, VRS and Reliance cases, have been
deemed related and are assigned to the same judge in the U.S. District Court for the Southern District of New York. The IKB, VRS
and Reliance cases are pending in New York State court and Fir Tree filed cases in both New York and Virginia state courts. The
lawsuits were brought derivatively on behalf of the Trusts, but some also seek class relief. The complaints allege generally that
the Trusts have collectively sustained losses in collateral value of approximately $38 billion and seek to recover unspecified
damages as a result of alleged breach of contract; breach of the federal Trust Indenture Act and New York's Streit Act; tort claims
such as negligence, negligent misrepresentation, conflict of interest and breach of fiduciary duty. Similar lawsuits were filed
simultaneously against other non-HSBC financial institutions that similarly served as mortgage securitization trustees. HSBC Bank
USA's motions to dismiss these cases have largely been denied. In February 2018, the Virginia state court dismissed the Fir Tree
case on procedural grounds, and Fir Tree has appealed the decision. The New York state court action is stayed pending the appeal.
BlackRock's and RPI's motion for class certification has been denied, and the U.S. Court of Appeals for the Second Circuit denied
a request for review of the decision. Discovery is underway in a number of the actions.

Shareholder Derivative Action In 2014, a shareholder of HSBC (who is not a shareholder of HSBC Bank USA, HSBC North
America or HSBC USA) filed a shareholder derivative action, captioned Michael Mason-Mahon v. Douglas J. Flint, et al. (New
York State Supreme Court, Nassau County, Index No. 602052/2014), purportedly on behalf of HSBC, HSBC Bank USA, HSBC
North America and HSBC USA (the "Nominal Corporate Defendants") in New York State Supreme Court against the directors,
certain officers and certain former officers directors of those HSBC companies (the "Individual Defendants") alleging that the
Individual Defendants breached their fiduciary duties to the companies and caused a waste of corporate assets by allegedly permitting
and/or causing the conduct underlying the five-year deferred prosecution agreement with the DOJ. Plaintiffs filed an amended
complaint in February 2015. The Nominal Corporate Defendants moved to dismiss the original and amended complaints. Individual
Defendants who have been served also responded to the complaints. In November 2015, the court granted the Nominal Corporate
Defendants' motion to dismiss. In November 2018, the appellate court reversed the New York state court's dismissal of the action,
which was based on plaintiff's standing to assert claims. The Nominal Corporate Defendants filed a motion for reargument or, in
the alternative, for leave to appeal to the New York Court of Appeals in December 2018. In February 2019, the Nominal Corporate
Defendants and most of the Individual Defendants filed a motion to dismiss in New York State Supreme Court, where the matter
is pending.

Anti-Terrorism Act Cases

Charlotte Freeman, et al. v. HSBC Holdings plc, et al. In 2014, a complaint was filed in the U.S. District Court for the Eastern
District of New York on behalf of representatives of U.S. persons killed and/or injured in Iraq between April 2004 and November
2011. The complaint was filed against HSBC, HSBC Bank USA, HSBC Bank plc and HSBC Bank Middle East Limited, as well
as other non-HSBC banks , and alleges that the defendants conspired to violate the federal Anti-Terrorism Act., (18 U.S.C. §2331
et seq.) ("ATA"), by altering or falsifying payment messages involving Iran, Iranian parties and Iranian banks for transactions
processed through the U.S. Defendants filed a motion to dismiss in March 2015. Plaintiffs filed amended complaints thereafter,
which defendants moved to dismiss in September 2016. In July 2018, the magistrate judge issued a recommendation that the court
deny the defendants', including HSBC Bank USA's, motion to dismiss. In August 2018, defendants submitted objections to the
magistrate judge's report and recommendation to deny defendants' motion to dismiss, and plaintiffs submitted a response in October
2018. We await a decision from the district court.

In December 2018, a new action encaptioned Charlotte Freeman, et al. v. HSBC Holdings plc, et al. was filed in the U.S. District
Court for the Eastern District of New York on behalf of representatives of U.S. persons killed and/or injured in Iraq between 2004
and 2011 ("Freeman II"). Freeman II is substantially similar to the original Freeman action and has been designated as related to
that action but includes additional plaintiffs and claims not asserted in the original Freeman action. This action is at a very early
stage.
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Jeffrey Siegel, et al. v. HSBC Holdings plc, et al. In November 2015, an action was filed against HSBC, HSBC North America,
HSBC Bank USA and HSBC Bank Middle East Limited (among other HSBC entities that subsequently were dismissed from the
action), as well as unaffiliated Al Rajhi Bank, in the U.S. District Court for the Northern District of Illinois. Plaintiffs, four U.S.
nationals injured or killed in a 2005 terrorist attack on a hotel in Amman, Jordan and their families and heirs, allege violations of
the ATA. The complaint includes one count against the HSBC defendants for violation of the ATA's civil provision, alleging a
failure to enforce due diligence methods to prevent its financial services from being used to support the terrorist attack. In August
2017, the court granted HSBC's and HSBC Bank Middle East Limited's motion to dismiss for lack of personal jurisdiction and
transferred the action as to HSBC Bank USA and HSBC North America to the U.S. District Court for the Southern District of New
York. In January 2018, the court denied plaintiffs' motion to amend the complaint to add allegations against HSBC. Plaintiffs filed
an amended complaint in March 2018 against the remaining defendants, HSBC Bank USA and HSBC North America. In July
2018, the court granted defendants' motion to dismiss the amended complaint. Plaintiff appealed the dismissal, and a decision
remains pending.

Mary Zapata, et al. v. HSBC Holdings plc, et al. In February 2016, a group of plaintiffs claiming to be survivors and heirs of
American nationals alleged to have been killed or injured in Mexico by Mexican drug cartels, filed a complaint in the U.S. District
Court for the Southern District of Texas, Brownsville Division naming HSBC, HSBC Bank USA, HSBC México S.A., Institucion
de Banca Multiple, Grupo Financiero HSBC and Grupo Financiero HSBC, S.A. de C.V. as defendants. Plaintiffs allege that the
HSBC defendants violated the ATA by providing financial services to individuals and entities associated with the drug cartels.
Plaintiffs seek unspecified, treble damages. In September and October 2017, the court dismissed claims against HSBC, HSBC
Mexico S.A., Institucion de Banca Multiple, Grupo Financiero HSBC and Grupo Financiero HSBC, S.A. de C.V. for lack of
personal jurisdiction while denying HSBC Bank USA's motion to transfer the case to the U.S. District Court for the Southern
District of New York. Plaintiffs thereafter voluntarily dismissed the Texas action.

In November 2017, the plaintiffs filed an action in the U.S. District Court for the Eastern District of New York naming HSBC,
HSBC Bank USA, HSBC México S.A., Institucion de Banca Multiple, Grupo Financiero HSBC and Grupo Financiero HSBC,
S.A. de C.V. as defendants. The complaint is substantially similar to the prior pending action alleging on behalf of a group of
survivors and heirs of American nationals alleged to have been killed or injured in Mexico by Mexican drug cartels that the HSBC
defendants violated the ATA by providing financial services to individuals and entities associated with the drug cartels. Defendants
moved to dismiss the action in February 2018. We await a decision.

Timothy O'Sullivan, et al. v. Deutsche Bank AG, et al. In November 2017, a complaint was filed in the U.S. District Court for the
Southern District of New York on behalf of representatives of U.S. persons killed and/or injured in Iraq between 2003 and 2011.
The complaint was filed against HSBC, HSBC Bank plc, HSBC Bank USA, HSBC North America and HSBC Bank Middle East
Limited, as well as other non-HSBC defendants, and alleges that the defendants conspired to violate the ATA by altering or falsifying
payment messages involving Iran, Iranian parties and Iranian banks for transactions processed through the U.S. The defendants
moved to dismiss the complaint in March 2018. We await a decision.

In December 2018, a new action encaptioned Timothy O'Sullivan, et al. v. Deutsche Bank AG, et al. was filed in the U.S. District
Court for the Southern District of New York on behalf of representatives of U.S. persons killed and/or injured in Iraq between
2003 and 2011 ("O’Sullivan II"). O’Sullivan II is substantially similar to the original O'Sullivan action and has been designated
as related to that action but includes additional plaintiffs and claims not asserted in the original O'Sullivan action. This action is
at a very early stage.

Joel Tavera, et al. v. Deutsche Bank AG, et al. In December 2018, a complaint was filed in the U.S. District Court for the Eastern
District of New York on behalf of representatives of U.S. persons killed and/or injured in Iraq between 2003 and 2011. The complaint
was filed against HSBC, HSBC Bank plc, HSBC Bank USA, HSBC North America and HSBC Bank Middle East Limited, as
well as other non-HSBC bank defendants, and alleges that the defendants conspired to violate the ATA by altering or falsifying
payment messages involving Iran, Iranian parties and Iranian banks for transactions processed through the U.S. and that they aided
and abetted primary violators of the ATA. This action is at a very early stage.

James Donaldson v. HSBC Holdings plc, et al. In December 2018, a complaint was filed in the U.S. District Court for the Eastern
District of New York on behalf of representatives of U.S. persons killed and/or injured in Iraq between 2005 and 2009. The
complaint was filed against HSBC, HSBC Bank plc, HSBC Bank USA, and HSBC Bank Middle East Limited, as well as other
non-HSBC bank defendants, and alleges that the defendants conspired to violate the ATA by altering or falsifying payment messages
involving Iran, Iranian parties and Iranian banks for transactions processed through the U.S. and that they aided and abetted primary
violators of the ATA. This action has been filed as related to the original Freeman action and is at a very early stage.

Kathleen Stephens v. HSBC Holdings plc, et al. In December 2018, a complaint was filed in the U.S. District Court for the Eastern
District of New York on behalf of representatives of U.S. persons killed and/or injured in Iraq in 2007. The complaint was filed
against HSBC, HSBC Bank plc, HSBC Bank USA, and HSBC Bank Middle East Limited, as well as other non-HSBC bank
defendants, and alleges that the defendants conspired to violate the ATA by altering or falsifying payment messages involving Iran,
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Iranian parties and Iranian banks for transactions processed through the U.S. and that they aided and abetted primary violators of
the ATA. This action has been filed as related to the newly filed Freeman action and is at a very early stage.

Rigoberto Vasquez and Eva Garcia et al v. Hong Kong and Shanghai Banking Corporation Ltd., HSBC Bank USA, N.A., et al.
This putative class action was filed in the U.S. District Court for the Southern District of New York in March 2018 against HSBC
Bank USA and the Hong Kong and Shanghai Bank Corporation. Plaintiffs purport to represent those that invested in a Ponzi
scheme allegedly orchestrated by Phil Ming Xu and certain companies he allegedly controlled, such as WCM777. Hong Kong
and Shanghai Banking Corporation is alleged to have accepted wire transfers from plaintiffs to WCM777 from investors in
furtherance of the Ponzi scheme. HSBC Bank USA is alleged to have acted as Hong Kong and Shanghai Banking Corporation's
correspondent bank for certain wire transfers to WCM777. The purported class period is from June 2013 to May 2014. Plaintiffs
allege claims for Racketeer Influenced and Corrupt Organizations Act violations, aiding and abetting fraud, aiding and abetting
breach of fiduciary duty, and aiding and abetting conversion. Plaintiffs seek compensatory damages in the amount of $37 million
plus punitive damages, interest and attorneys' fees and costs.

In August 2018, the HSBC defendants filed a motion to dismiss. In response, plaintiffs requested and received leave from the court
to file an amended complaint, which was filed in October 2018. The HSBC defendants moved to dismiss the amended complaint
in December 2018. We await a decision.

Telephone Consumer Protection Act Litigation

In March 2017, plaintiff filed a consolidated and amended putative class action in the U.S. District Court for the Central District
of California. Ahmed and Monteleone v. HSBC Bank USA, National Association (Case No. 5:16-cv-02057). The consolidated
action alleges that the defendants contacted plaintiffs, or the members of the class that they seek to represent, on their cellular
telephones using an automatic telephone dialing system or an artificial or prerecorded voice, without prior express consent or
despite revocation of prior consent, in violation of the Telephone Consumer Protection Act, 47 U.S.C. §227 et seq. Plaintiffs seek
statutory damages of up to $1,500 for each violation. HSBC Mortgage Corporation responded to the complaint, and discovery
proceeded. In December 2018, the parties agreed to settle the action. Plaintiffs filed for court approval of the settlement in January
2019.

Other Regulatory and Law Enforcement Investigations

We continue to cooperate in ongoing investigations by the DOJ and the Internal Revenue Service regarding whether certain HSBC
Group companies and employees acted appropriately in relation to certain customers who had U.S. tax reporting requirements.

In 2014, the Argentine tax authority filed a complaint against several individuals, including some current and former HSBC
employees, alleging tax evasion and an unlawful tax association between HSBC Private Bank Suisse SA, HSBC Bank Argentina
and HSBC Bank USA and certain HSBC officers, which allegedly enabled HSBC customers to evade Argentine tax obligations.

We and certain other HSBC entities have received requests for information from various regulatory or law enforcement authorities
around the world concerning persons and entities believed to be linked to Mossack Fonseca & Co, a service provider of personal
investment companies. HSBC is cooperating with the relevant authorities.

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

Condensed parent company financial statements follow:

Balance Sheet

At December 31, 2018 2017
(in millions)

Assets:
Interest bearing deposits With DANKS .........c.cocveriiiieriiiiieiieieceee e n e eenens $ 2 1
Securities held-to-maturity (fair value of $2 million and $3 million at December 31, 2018 and

2017, TESPECHIVELY) ..vveieieieeeeeeeeeeeeeeeceeeeeeeeecteeceeeseeeeeeesesesesesasesasesesesasssasesessssessesesesesssssanesanssasanenanes 2 2
Receivables and balances due from SUDSIAIATIES ..........oovuviiiiiiiiiiiicceie e 15,593 14,536
Receivables from other HSBC affiliates .........cooieuviiiiiiiiiiiiie ettt et e e e 2,510 6,722
Investment in subsidiaries:

BANKING ..ottt sttt ettt b et b et e e ra et e e st e reesaeereebeereebeeraebeesaens 23,765 23,316

(0 11T PR STUUSRR 1 1
OLHET @SSEES ..vevieueeeiietieeiete ettt et et et e et e e e st esesaeesesseeseessenseessenseessanseassanseensesseensesseensesnsensesssensennsens 179 148
TOTAL @SSELS ...ttt ettt e e et e e et e e eaa e e s aaeesenteeeenaeeeeaaeeeenteeeeaaeeeaaeesaraeeeentreeanees $ 42,052 44,726
Liabilities:
Interest, taxes and Other HabIlItIES.........cc..iiiiviiiiiie e ennes S 127 137
Payables dUE t0 SUDSIAIAIIES.......ccuievieiiiieiiiieie ettt ettt et este e e e steesseereesaesseessesssessesssessensaens 12 3
Payables due to other HSBC affiliates ..........coovuiiieiiiieiieeeeeeeee e 12 22
SHOTT-tEITN DOITOWIIIES ...c.vievieiieiieriieiecitetesite et et et et e et e eaeesteseestesseesaesseessesseensesseensesseensenseensenseenes 2,532 1,154
LN AEBE!) ...ttt 16,017 22,474
Long-term debt due to other HSBC affiliates”) ............cc.coocovvivivireeeeeeeeeeeeeee e, 2,846 842
TOAl THADIIIEIES. ... et e et e e et eeeae e e eeaneeeenseeeeaneseenneesenreeeenneeeenns 21,546 24,632
TOLAL EUILY...veivieteeiieteeit ettt ettt ettt et e et e b e s te e beeee e beessesbeesseseessassaessaeseesseeseessesseessesssessesssessenssans 20,506 20,094
Total liabiliti€s aNd EQUILY -...veoueeierieeieeiee ettt ettt et e st et e st e e saeeteseeenaesneesesseenaeennens $ 42,052 44,726
m

$1.3 billion; 2023 — $1.0 billion; and thereafter — $4.7 billion.
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Statement of Income (Loss)

Year Ended December 31, 2018 2017 2016
(in millions)
Income:
Dividends from banking subSIdIiaries ...........cocveivverivreriireiireiereeeeeeee et $ 137 § 136 $ 136
Dividends from other SubSIAIAries ........c.eveeriirieriiierieeieeeeee e — — 17
Interest from SUDSIAIATIES . .....eecuereieiieieie ettt ettt e et eeesneennes 367 309 268
Interest from other HSBC affiliates.........coceoueieieieiiiiiiceeeeeeeeeeeeeee 55 37 115
Other INEEIEST INCOMIC. ....eueetieiiiiieieetcete ettt ettt et ee et es e sbeentesaeeeesaeenees — 5 2
Other SECUTITIES ZAINS, NET...c..eouirtirtirtirtiterteteieteteit ettt ettt ettt et eneebeereeaes — — 7
Other income (10Ss) from SUDSIAIATIES ........ccveeieriiiieiiiierie ettt 2) (1) 1
Other income (loss) from other HSBC Affiliates .........ccceeveeriiiiieeiieiecieeee e (829) 1,093 418
Other INCOME (10SS)....veuveeueetieieeiieieeeete ettt ettt ettt et te st eet e teeneesteensesseenseeneeeesneennes 792 (772) (321
TOAL INCOMMIE ...ttt ettt e b e bbbt b e bbb e et et et e st eneeneas 520 807 643
Expenses:
Interest to other HSBC AffIliates.........couveieiieieieeieceeese e 62 40 43
Other INEEIEST EXPEISEC. .. eeuverieeieerieieetieteeiesteetesteetessesstesseessesseesesseessesseessesseessesssessesseenses 574 541 475
Other expenses With SUDSIAIATIES ........ceouirieriiieiiiiee e 8 15 27
OhET EXPEIISES .....eveiiieeiirtiriertieterte sttt et ettt ettt ettt et b e bbbt be e et es et et et eneeneereenes 2 3 3
TOLAl EXPEIISES ...euvvevrieeieiieiiertieteetete et e te st e e et et e et e teesseeseesseaseesseeseesseessesseessesseensenseensenssanes 646 599 548
Income (loss) before taxes and equity in undistributed income (loss) of subsidiaries............ (126) 208 95
Income tax exXpense (DENETIL)........cceviriiririierieiece et (66) 18 27)
Income (loss) before equity in undistributed income (loss) of subsidiaries.............cccoeveneene. (60) 190 122
Equity in undistributed income (108s) Of SUbSIAIATIES .......eeueevirienirieniiieieeeeee e 380 (369) 7
INEL INCOME (LOSS)..vvevreuierieiiiiietietietestestetest et et et eteste st eseeseeseesesseeseeseesessessensessansensensessassaseesenns $ 320 §  (179) $ 129
Statement of Comprehensive Income (Loss)
Year Ended December 31, 2018 2017 2016
(in millions)
INELTHCOME (L0SS) ...ttt ne s $ 320 8 (179 $ 129
Net change in unrealized gains (losses), net of tax:
INVEStMENT SECUTTLIES .....vveviiiiicicicietcc e (220) 211 (227)
Fair value option liabilities attributable to our own credit spread...........ccceceveererenennenn 324 (193) —
Derivatives designated as cash flow hedges............ccooooviviiiiiiiii 40 @) 13
Pension and post-retirement benefit plans...........ccoecvervieeierieienieiereee e 8 2 3
Total other comprehensive iNCOME (L0SS)................ccueecueeceeeiiieiieeiieeeeeie et eae s 152 13 (211)
Comprehensive income (10Ss)........................ccccccovviiiiiiiiiiiiiiiiiii e $ 472 § (166) $ (82)

208



HSBC USA Inc.

Statement of Cash Flows
Year Ended December 31, 2018 2017 2016

(in millions)

Cash flows from operating activities:

NEt INCOME (L0SS)...viuvivivieiirieietiet ettt ettt ettt ettt ettt ettt e ettt bete s eae s ese et easesessesesseseasesnane $ 320 § (179 $ 129
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating
activities:
Depreciation and amortiZation............eecueeeereeiere ettt 8 12 14
Net change in other assets and lHabilities.........ccvevvecieriecierieieeeee e 1,277) 481 271
Undistributed (income) 10Ss 0f SUDSIAIATIES .......coveeierrieiiriieiieieeie e (380) 369 @)
(011115 200 4 1< AR USSR UPRETOPRRUPSRU 16 5 4)
Cash provided by (used in) Operating aCtiVIties ..........ccverveeiererriierieerereeeeseeseseeeesseeseeneenns (1,313) 688 403
Cash flows from investing activities:
Sales and MAturities Of SECULTLIES......cuerveerieeeieiieierie ettt — 1 254
Net change in investments in and receivables due from subsidiaries.............cceevervevrnnenn. (1,045) 2,843 (496)
Net change in receivables from other HSBC affiliates..........cccoceevinieninieniiiiniiicncee 4,211 (2,882) 887
L0713 1S) o1 11 TSRS 10 403 (24)
Cash provided by INVESHNG ACtIVITIES ....cververririerieeiesiieieeieieeeesteeeesreeeeseeesseseeessesseessesssenns 3,176 365 621
Cash flows from financing activities:
Net change in payables to other HSBC affiliates .......c.ccccccuevevirinicninincneniieiceceeeeen 19) (2) 19
Net change in Short-term DOITOWINGS ......cccvevvieieriieieriieierit ettt se e se e 1,378 97) (727)
Issuance of 1ong-term debt........cc.oeouiiiiiiiiii e e 5,571 4,826 3,587
Repayment of long-term debt ...........ccoeviirieiiiieieeeseeeeee e (8,722) (5,684) (3,815)
Preferred StOCK ISSUAIICE ........ooouviiieeiiiiieee ettt ee et e et eeenaeeeeaeeeesaneeenns — — 1,265
Preferred StOCK red@mPrion.......co.eeiirieriiiieie et — — (1,265)
Other increases (decreases) in capital SUIPIUS ........cooeriivirienieieeeee e 6 (18) (21)
DiIvIAends PAId........cecveiiiecieiiieiicieieeeet ettt e st e sbeere st e nreenseeaeennas (76) 77 (67)
Cash used in fiNanCiNg aCtIVITIES ...c..evueerieiierieiieitieietcee et (1,862) (1,052) (1,024)
Net change in cash and due from banks and interest bearing deposits with banks'" .............. 1 1 —
Cash and due from banks and interest bearing deposits with banks at beginning of year'" ... 1 — —
Cash and due from banks and interest bearing deposits with banks at end of year’™ ......... $ 2 5 1 3 —
Cash paid for: -
IOEETESE ...ttt ettt ettt ettt b ettt s b et e s s e b et es e s e s ebesese s sesese s seses et esesesenesesenas $ 649 § 584 § 517

M As a result of adopting new accounting guidance in 2018, we changed our presentation of cash and cash equivalents to include cash and due from banks as

well as interest bearing deposits with banks. See Note 2, "Summary of Significant Accounting Policies and New Accounting Pronouncements," for further
discussion.

HSBC Bank USA is subject to legal restrictions on certain transactions with its non-bank affiliates in addition to the restrictions
on the payment of dividends to us. See Note 24, "Retained Earnings and Regulatory Capital Requirements," for further discussion.

30. Subsequent Event

In February 2019, our Board of Directors approved a distribution on our common stock of $2.4 billion from surplus capital to be
paid to HSBC North America during the first quarter of 2019.
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SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

The following table presents a quarterly summary of selected financial information for HUSI:

2018 2017

Fourth Third Second First Fourth Third Second First

(in millions)

Net INterest INCOME....coueveereeeeeeeieeeeeeeeeeeeeeereeeeees $ 586 $ 559 $ 555 $ 552 $ 534 $ 560 $ 582 $ 597
Provision for credit 10SSeS ........cccecveveervererreenennnen. 23 20 45) (71) (45) (22) 21) (77)
Net interest income after provision for credit

JOSSES ..ttt 563 539 600 623 579 582 603 674
Other TEVENUES......cccuereieiieiieiieieneee e 363 486 537 513 458 393 558 593
Operating EXPENSES......coveveureeereeererenererensensenne 780 790 786 1,282 903 820 849 819
Income (loss) before income tax .......c..cccceveeeennen. 146 235 351 (146) 134 155 312 448
Income tax eXpPense .........eceevveeceerueeeeneeneeneennennees 34 58 82 92 907 61 108 152
Net income (1088)"......oooovververeereeeeecesee s $ 112 $ 177 $ 269 $ (238) $ (773) $ 94 $ 204 $ 296

M Fourth quarter 2018 reflects out of period adjustments which reduced net income by $56 million, $33 million of which relates to prior year periods. We
concluded these adjustments were not material to the current and prior year periods.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

During the years ended December 31, 2018, 2017 and 2016, there were no disagreements on accounting and financial disclosure
matters between us and PricewaterhouseCoopers LLP ("PwC") on any matter of accounting principles or practices, financial
statement disclosure, or auditing scope or procedure, which, if not resolved to the satisfaction of PwC, would have caused PwC
to make reference to the matter in its reports on our financial statements.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures We maintain a system of disclosure controls and procedures designed to ensure
that information required to be disclosed by HSBC USA in the reports we file or submit under the Securities Exchange Act of
1934, as amended (the "Exchange Act"), is recorded, processed, summarized and reported on a timely basis. Our Board of Directors,
operating through its Audit Committee, which is composed entirely of independent non-executive directors, provides oversight to
our financial reporting process.

We conducted an evaluation, with the participation of the Chief Executive Officer and Chief Financial Officer, of the effectiveness
of our disclosure controls and procedures as of the end of the period covered by this report. Based upon that evaluation, the Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective as of the end
of the period covered by this report so as to alert them in a timely fashion to material information required to be disclosed in reports
we file under the Exchange Act.

Changes in Internal Control over Financial Reporting There has been no change in our internal control over financial reporting
that occurred during the quarter ended December 31, 2018 that has materially affected, or is reasonably likely to materially affect,
our internal control over financial reporting.

Management's Assessment of Internal Control over Financial Reporting Management is responsible for establishing and
maintaining an adequate internal control structure and procedures over financial reporting as defined in Rule 13a-15(f) of the
Exchange Act, and has completed an assessment of the effectiveness of HSBC USA's internal control over financial reporting as
of December 31, 2018. In making this assessment, management used the criteria related to internal control over financial reporting
established by the Committee of Sponsoring Organizations of the Treadway Commission in "Internal Control-Integrated Framework
(2013)."

Based on the assessment performed, management concluded that as of December 31, 2018, HSBC USA's internal control over
financial reporting was effective.
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Item 9B. Other Information

Disclosures pursuant to Section 13(r) of the Securities Exchange Act Section 13(r) of the Securities Exchange Act requires each
issuer registered with the SEC to disclose in its annual or quarterly reports whether it or any of its affiliates have knowingly engaged
in specified activities or transactions with persons or entities targeted by U.S. sanctions programs relating to Iran, terrorism, or the
proliferation of weapons of mass destruction, even if those activities are not prohibited by U.S. law and are conducted outside the
U.S. by non-U.S. affiliates in compliance with local laws and regulations.

To comply with this requirement, HSBC has requested relevant information from its affiliates globally. During the period covered
by this Form 10-Q, HUSI did not engage in activities or transactions requiring disclosure pursuant to Section 13(r) other than those
activities related to frozen accounts and transactions permitted under relevant U.S. 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 had varied maturity dates with final maturity in 2018. The HSBC Group continued to seek repayment in
accordance with its obligations to the supporting export credit agencies.

During 2018, the remaining five loans all matured. These loans were supported by the official export credit agencies of the United
Kingdom, South Korea and Japan. The HSBC Group does not currently intend to extend any new loans. The HSBC Group generated
the equivalent of approximately $4,400 of gross revenue and net profit from the loans maturing during 2018.

Legacy contractual obligations related to guarantees Between 1996 and 2007, the HSBC Group provided guarantees to a number
of its non-Iranian customers in Europe and the Middle East for various business activities in Iran. In a number of cases, the HSBC
Group issued counter indemnities in support of guarantees issued by Iranian banks as the Iranian beneficiaries of the guarantees
required that they be backed directly by Iranian banks. The Iranian banks to which the HSBC Group provided counter indemnities
included Bank Tejarat, Bank Melli, and the Bank of Industry and Mine.

There was no measurable gross revenue in 2018 under those guarantees and counter indemnities. The HSBC Group does not
allocate direct costs to fees and commissions and, therefore, has not disclosed a separate net profit measure. The HSBC Group is
seeking to cancel all relevant guarantees and counter indemnities and does not currently intend to provide any new guarantees or
counter indemnities involving Iran. Currently, approximately 15 remain outstanding.

Other relationships with Iranian banks Activity related to U.S.-sanctioned Iranian banks not covered elsewhere in this disclosure
includes the following:

¢ The HSBC Group maintained an account in the United Kingdom for an Iranian-owned, U.K.-regulated financial institution
during 2018. The account was generally no longer restricted under U.K. law, though the HSBC Group maintained
restrictions on the account as a matter of policy. The HSBC Group exited this account in 2018. Estimated gross revenue
in 2018 on this account, which includes fees and/or commissions, was approximately $106,300.

¢ The HSBC Group acts as the trustee and administrator for a pension scheme involving eight employees ofa U.S.-sanctioned
Iranian bank in Hong Kong, two of whom joined the scheme during 2018. Under the rules of this scheme, the HSBC
Group accepts contributions from the Iranian bank each month and allocates the funds into the pension accounts of the
Iranian bank’s employees. The HSBC Group runs and operates this pension scheme in accordance with Hong Kong laws
and regulations. Estimated gross revenue, which includes fees and/or commissions, generated by this pension scheme
during 2018 was approximately $634.

For the Iranian bank related-activity discussed above, the HSBC Group does not allocate direct costs to fees and commissions and,
therefore, has not disclosed a separate net profit measure.

The HSBC Group has been holding a safe custody box for the Central Bank of Iran. For a number of years, the box has not been
accessed by the Central Bank of Iran and no fees have been charged to the Central Bank of Iran.

The HSBC Group currently intends to continue to wind down the activity discussed in this section, to the extent legally permissible,
and not enter into any new such activity.

Activity related to U.S. Executive Order 13382 The HSBC Group maintained an account for an individual customer who is
designated under Executive Order 13382. The customer used an HSBC credit card to make payments during 2018. The account
was closed and exited during 2018. There was no measurable gross revenue or net profit generated from these transactions during
2018.

Other Activity The HSBC Group has an insurance company customer in the United Arab Emirates that, during 2018, made
payments for the reimbursement of medical treatment to a hospital located in the United Arab Emirates and owned by the
Government of Iran. HSBC processed all these payments to the hospital made by its customer.
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The HSBC Group maintains accounts for certain customers in the United Arab Emirates that, during 2018, received check payments
from two entities owned by the Government of Iran.

The HSBC Group maintains accounts for certain customers in Europe and Asia that made payments to an Iranian-owned airline
during 2018.

The HSBC Group maintains accounts for certain individual customers in Asia that have used HSBC credit cards to make travel-
related payments to Iranian embassies during 2018.

The HSBC Group maintains an account for a customer in the United Arab Emirates that received a payment from an Iranian-
owned bank during 2018.

For the activity in this section, there was no measurable gross revenue or net profit to the HSBC Group during 2018.

Frozen accounts and transactions The HSBC Group and HSBC Bank USA (a subsidiary of HUSI) maintain several accounts
that are frozen as a result of relevant sanctions programs, and safekeeping boxes and other similar custodial relationships, for
which no activity, except as licensed or otherwise authorized, took place during 2018. There was no measurable gross revenue or
net profit to the HSBC Group during 2018 relating to these frozen accounts.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance

Omitted.

Item 11. Executive Compensation

Omitted.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Omitted.

Item 13. Certain Relationships and Related Transactions, and Director Independence

Omitted.

Item 14. Principal Accounting Fees and Services

Audit Fees The aggregate amount billed by our principal accountant, PricewaterhouseCoopers LLP ("PwC"), for audit services
performed during the fiscal years ended December 31,2018 and 2017 was $6,944,530 and $5,973,138, respectively. Audit services
include the auditing of financial statements, quarterly reviews, statutory audits, and the preparation of comfort letters, consents
and review of registration statements.

Audit Related Fees The aggregate amount billed by PwC in connection with audit related services performed during the fiscal
years ended December 31, 2018 and 2017 was $2,369,000 and $2,543,000, respectively. Audit related services include employee
benefit plan audits, and audit or attestation services not required by statute or regulation.

Tax Fees The aggregate amount billed by PwC for tax related services performed during the fiscal years ended December 31,2018
and 2017 was $14,000 and $14,000, respectively. These services include tax related research, general tax services in connection
with transactions and legislation and tax services for review of Federal tax accounts in relation to the computation of associated
interest.

All Other Fees The aggregate amount billed by PwC for other services performed during the fiscal years ended December 31,
2018 and 2017 was nil and nil, respectively.

All of the fees described above were approved by HSBC USA's Audit Committee.

The Audit Committee has a written policy that requires pre-approval of all services to be provided by PwC, including audit, audit-
related, tax and all other services. Pursuant to the policy, the Audit Committee annually pre-approves the audit fee and terms of
the audit services engagement. The Audit Committee also approves a specified list of audit, audit-related, tax and permissible non-
audit services deemed to be routine and recurring services. Any service not included on this list must be submitted to the Audit
Committee for pre-approval. On an interim basis, any proposed engagement that does not fit within the definition of a pre-approved
service may be presented to the Chair of the Audit Committee for approval and to the full Audit Committee at its next regular
meeting.
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PART IV

Item 15. Exhibits and Financial Statements Schedules

(a)(1) Financial Statements

The consolidated financial statements listed below, together with an opinion of PWC dated February 19, 2019 with respect thereto,
are included in this Form 10-K pursuant to Item 8. Financial Statements and Supplementary Data of this Form 10-K.

HSBC USA Inc. and Subsidiaries:

Report of Independent Registered Public Accounting Firm
Consolidated Statement of Income (Loss)

Consolidated Statement of Comprehensive Income (Loss)
Consolidated Balance Sheet

Consolidated Statement of Changes in Equity
Consolidated Statement of Cash Flows

Notes to Financial Statements

Selected Quarterly Financial Data (Unaudited)

(a)(2) Not applicable.
(a)(3) Exhibits

3(1) Articles of Incorporation and amendments and supplements thereto (incorporated by reference to
Exhibit 3(a) to HSBC USA Inc.'s Annual Report on Form 10-K for the year ended December 31, 1999,
Exhibit 3 to HSBC USA Inc.'s Quarterly Report on Form 10-Q for the quarter ended September 30, 2000,
Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed April 4, 2005, Exhibit 3.3 to HSBC USA
Inc.'s Current Report on Form 8-K filed April 4, 2005, Exhibit 3.2 to HSBC USA Inc.'s Current Report on
Form 8-K filed October 14, 2005, Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed
May 22, 2006 and Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed on May 31, 2016).

3(3i) Bylaws of HSBC USA Inc., as Amended and Restated effective July 24, 2018 (incorporated by reference to
Exhibit 3.2 to HSBC USA Inc.'s Current Report on Form 8-K filed July 26, 2018).

4.1 Senior Indenture, dated as of March 31, 2009, by and between HSBC USA Inc. and Wells Fargo Bank,
National Association, as trustee, as amended and supplemented (incorporated by reference to Exhibit 4.1 to
HSBC USA Inc.'s Registration Statement on Form S-3, Registration No. 333-158358, Exhibit 4.2 to HSBC
USA Inc.'s Registration Statement on Form S-3, Registration No. 333-180289 and Exhibit 4.3 to HSBC
USA Inc.'s Registration Statement on Form S-3, Registration No. 333-202524).

4.2 Subordinated Indenture, dated as of October 24, 1996, by and between HSBC USA Inc. and Deutsche Bank
Trust Companies Americas (as successor in interest to Bankers Trust Company), as trustee, as amended and
supplemented (incorporated by reference to Exhibits 4.3, 4.4, 4.5 and 4.6 to Post-Effective Amendment
No. 1 to HSBC USA Inc.'s Registration Statement on Form S-3, Registration No. 333-42421 and
Exhibit 4.1 to HSBC USA Inc.'s Current Report on Form 8-K filed September 27, 2010).

4.3 Warrant Indenture, dated as of May 16, 2016, by and between HSBC USA Inc. and Wells Fargo Bank,
National Association, as trustee (incorporated by reference to Exhibit 4.31 to Post-Effective Amendment
No. 1 to HSBC USA Inc.'s Registration Statement on Form S-3, Registration No. 333-202524).

4.4 Other instruments defining the rights of holders of long-term debt of HSBC USA Inc. and its consolidated
subsidiaries are not being filed herewith since the total amount of securities authorized under each such
instrument does not exceed 10 percent of the total assets of HSBC USA Inc. and its subsidiaries on a
consolidated basis. HSBC USA Inc. agrees that it will furnish a copy of any such instrument to the
Securities and Exchange Commission upon request.

23 Consent of PricewaterhouseCoopers LLP, Independent Registered Public Accounting Firm.
24 Power of Attorney (included on the signature page of this Form 10-K).

31 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

101.INS XBRL Instance Document'"
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101.SCH XBRL Taxonomy Extension Schema Document'”

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document'"
101.DEF XBRL Taxonomy Extension Definition Linkbase Document'”
101.LAB XBRL Taxonomy Extension Label Linkbase Document'"

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document'”

M Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in our Annual Report on Form 10-K for the year ended

December 31, 2018, formatted in eXtensible Business Reporting Language ("XBRL") interactive data files: (i) the Consolidated Statement of Income (Loss)
for the years ended December 31, 2018, 2017 and 2016, (ii) the Consolidated Statement of Comprehensive Income (Loss) for the years ended December 31,
2018, 2017 and 2016, (iii) the Consolidated Balance Sheet at December 31, 2018 and 2017, (iv) the Consolidated Statement of Changes in Equity for the
years ended December 31,2018, 2017 and 2016, (v) the Consolidated Statement of Cash Flows for the years ended December 31,2018, 2017 and 2016, and
(vi) the Notes to Consolidated Financial Statements.

Item 16. Form 10-K Summary

Omitted.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, HSBC USA Inc. has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized on this the 19th day of February 2019.

HSBC USA INC.

By: /s/ PATRICK J. BURKE
Patrick J. Burke
President and Chief Executive Officer

Each person whose signature appears below constitutes and appoints L. P. Zielinski as his/her true and lawful attorney-in-fact and
agent, with full power of substitution and resubstitution, for him/her in his/her name, place and stead, in any and all capacities, to
sign and file, with the Securities and Exchange Commission, this Form 10-K and any and all amendments and exhibits thereto,
and all documents in connection therewith, granting unto each such attorney-in-fact and agent full power and authority to do and
perform each and every act and thing requisite and necessary to be done, as fully to all intents and purposes as he/she might or
could do in person, hereby ratifying and confirming all that such attorneys-in-fact and agents or their substitutes may lawfully do
or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of HSBC USA Inc. and in the capacities indicated on this the 19th day of February 2019.

Signature Title
/s/ P. J. BURKE President, Chief Executive Officer, Chairman and Director
(P. J. Burke) (as Principal Executive Officer)
/s/ P. D. AMEEN Director
(P. D. Ameen)
/s/ K. M. BLAKELY Director

(K. M. Blakely)

/s/ R. H. COX Executive Director
(R. H. Cox)
/s/ B. F. KROEGER Director

(B. F. Kroeger)

/s/ N. G. MISTRETTA Director
(N. G. Mistretta)

/s/B. ROBERTSON Director
(B. Robertson)

/s/ J. C. SHERBURNE Director
(J. C. Sherburne)

/s/ T. K. WHITFORD Director
(T. K. Whitford)

/s/ M. A. ZAESKE Senior Executive Vice President and Chief Financial Officer
(M. A. Zaeske) (as Principal Financial Officer)
/s/ W. TABAKA Executive Vice President and Chief Accounting Officer
(W. Tabaka) (as Principal Accounting Officer)
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EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statement on Form S-3 (No. 333-223208) of
HSBC USA Inc. of our report dated February 19, 2019 relating to the financial statements, which appears in this
Form 10-K.

/s/ PricewaterhouseCoopers LLP
New York, New York
February 19, 2019



EXHIBIT 31

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
Certification of Chief Executive Officer

I, Patrick J. Burke, certify that:

1.

2.

5.

I have reviewed this report on Form 10-K of HSBC USA Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a.

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: February 19, 2019

/s/ PATRICK J. BURKE

Patrick J. Burke

Chairman of the Board, President
and Chief Executive Officer




Certification of Chief Financial Officer

I, Mark A. Zaeske, certify that:

1. Thave reviewed this report on Form 10-K of HSBC USA Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a.

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a.

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: February 19,2019

/sl MARK A. ZAESKE

Mark A. Zaeske

Senior Executive Vice President and
Chief Financial Officer




EXHIBIT 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company’’) Annual Report on
Form 10-K for the period ending December 31, 2018 as filed with the Securities and Exchange Commission on the date hereof
(the “Report™) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 (the
“Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Patrick J. Burke, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of HSBC USA Inc.

Date: February 19,2019

/s/ PATRICK J. BURKE

Patrick J. Burke

Chairman of the Board, President
and Chief Executive Officer

This certification accompanies each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to
the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by HSBC USA Inc. for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.

The signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to
HSBC USA Inc. and will be retained by HSBC USA Inc. and furnished to the Securities and Exchange Commission or its staff
upon request.



Certification pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being submitted in connection with the HSBC USA Inc. (the “Company”’) Annual Report on
Form 10-K for the period ending December 31, 2018 as filed with the Securities and Exchange Commission on the date hereof
(the “Report”) for the purpose of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 (the
“Exchange Act”) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

I, Mark A. Zaeske, certify that:
1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of HSBC USA Inc.

Date: February 19, 2019

/sl MARK A. ZAESKE

Mark A. Zaeske

Senior Executive Vice President and
Chief Financial Officer

This certification accompanies each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to
the extent required by the Sarbanes-Oxley Act of 2002, be deemed filed by HSBC USA Inc. for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.

The signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to
HSBC USA Inc. and will be retained by HSBC USA Inc. and furnished to the Securities and Exchange Commission or its staff
upon request.
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